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Preface

A little more than a decade ago a number of senior federal government officialsin the
then Department of Employment and Immigration had an idea. Arthur Kroeger, Deputy
Minister; Barry Carin, Assistant Deputy Minister, Strategic Policy; and Louise Bourgaullt,
Director General, Innovations Branch, wanted to develop a demonstration project that would
show the effects that a“make work pay” strategy would have on the ability of long-term
welfare recipients to make the transition to full-time employment. Thisinitial concept was
developed in partnership with two innovative leaders within provincial governments — Don
Boudreau, Assistant Deputy Minister in the New Brunswick Department of Income
Assistance; and Bob Cronin, Assistant Deputy Minister in the British Columbia Ministry of
Social Services. Through this collaboration, thisinnovative idea became the Self-Sufficiency
Project (SSP).

When SSP was launched in 1992, it was an ambitious undertaking in many respects. SSP
would last 10 years and involve more than 9,000 single parent familiesin two provinces. It
would use a complex design to enrol participantsin three linked research samples, and
employ a random assignment eval uation design — widely viewed as the most reliable way to
measure program impacts, but a method that has been rarely used in social policy research in
Canada. Most important, SSP undertook the challenging task of trying simultaneously to
reduce poverty, encourage steady work, and reduce welfare dependency. In general,
programs that transfer income to poor people in order to fight poverty reduce the incentive
for recipients to seek and accept employment, particularly if their potential earnings are low.
Many of those who leave welfare for work end up in jobs that pay too little to allow their
families to escape poverty. The program that the Self-Sufficiency Project set out to test
aimed to encourage work and independence among welfare recipients, while ensuring that
they had adequate incomes to support themselves and their families.

Since the first paper on the Self-Sufficiency Project was published in October 1994, the
substantial investment in SSP has been paying dividends in the form of arich body of
research evidence. Now, with the publication of the final report on SSP’s study of long-term
welfarerecipients, it is clear that a well-structured financial incentive program can be a
guadruple winner — encouraging work, increasing earnings, reducing poverty, and
benefiting society. Moreover, there is some evidence that raising the incomes of poor
families can provide benefits to e ementary-school-age children. And all this can be achieved
at little net cost to government.

The Sdlf-Sufficiency Project has identified an intervention that offers considerable
promise as away of dealing with an important social policy challenge; and in its design,
implementation, and eval uation, SSP has set a new standard for the conduct of social policy
research in Canada.

John Greenwood
Executive Director
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Executive Summary

Thisisthefina report of the Self-Sufficiency Project (SSP) study of welfare applicants.
SSP was a research and demonstration project designed to test a policy innovation intended
to make work pay better than welfare. Conceived and funded by Human Resources
Development Canada (HRDC), managed by the Social Research and Demonstration
Corporation (SRDC), and evaluated by the Manpower Demonstration Research
Corporation (MDRC) and SRDC, SSP offered atemporary financial incentiveto single
parent, long-term income assistance (1A) recipients who left income assistance for full-time
work.

The SSP Applicant study recruited single parents who were newly receiving income
assistance (referred to in this report as “ Applicants’). These Applicants were told that if they
stayed on income assistance for afull year they would become eligible for an earnings
supplement. They would start to receive the SSP supplement if they then left income
assistance for full-time work within the subsequent 12 months (i.e. their second year on
income assistance). SSP offered a supplement paid on top of earnings from employment for
up to three years, provided recipients worked 30 or more hours each week and remained of f
income assistance. The supplement was designed to provide an immediate payoff to those
who found full-time employment because it could effectively double pre-tax income received
from a minimum wage job. The accompanying text box describes the key features of the
supplement offer.

To measure the effects of implementing a new policy, the SSP Applicant study used a
rigorous random assignment research design. A sample of 3,315 single parentsin British
Columbia who had just begun to receive income assistance was drawn at random from
provincial |A records. Half of the sample was randomly assigned to a program group who
could potentially receive the supplement. The other half of the sample formed a control
group that could not receive the supplement but who remained eligible to receive income
assistance and any related services and incentives. To determine the effects of the
supplement offer, the analysis compares outcomes for members of the program and control
groups. Assignment to groups at random ensures that differences between the groups
reflect only the effects of the supplement offer, and not participants’ preferences or
personal characteristics.

This report describes the impacts of the supplement offer through six years after
random assignment. The key questions of this report are whether the SSP program reduced
|A receipt overall, whether it increased full-time employment earnings and income, how
much it cost, and how these results compare to the SSP study of long-term welfare
recipients (Michalopoulos et a., 2002), which offered the SSP supplement to a sample of
Recipient families when they had been on income assistance for considerably longer than
Applicants.
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Key Features of the Earnings Supplement for Applicants

Full-time work requirement. Supplement payments were made only to eligible single
parents who worked full time (an average of at least 30 hours per week over a four-week
or monthly accounting period, whether in one or more jobs) and who were not receiving
income assistance.

Substantial financial incentive. The supplement was calculated as half the difference
between a participant’s earnings from employment and an “earnings benchmark” set by
SSP at a level designed to make full-time work pay better than income assistance for most
IA recipients. During 1994 the benchmark was $37,500 in British Columbia. The
benchmark was adjusted over time to reflect changes in the cost of living and generosity of
income assistance, and was $37,625 in 1996. The supplement was reduced by 50¢ for
every dollar of increased earnings. Unearned income (such as child support), earnings of
other family members, and number of children did not affect the amount of the
supplement.

Targeted at long-term recipients. Eligibility for the supplement was limited to single
parent, long-term IA recipients (with at least one year of |A receipt). As a result, Applicants
were told that they had to stay on income assistance for the first year after entering the
study to establish eligibility for the supplement.

One year to take advantage of the offer. If an Applicant became eligible to receive the
supplement at the end of the first year, she* could sign up for the supplement if she found
full-time work within the next 12 months (in other words, in the second year). If she did not
sign up within 12 months, she could never receive the supplement.

Three-year time limit on supplement receipt. A person could collect the supplement for
up to three calendar years from the time she began receiving it, as long as she was
working full time and not receiving income assistance.

Voluntary alternative to welfare. People could not receive IA payments while receiving
the supplement. No one was required to participate in the supplement program, however.
After beginning supplement receipt, people could decide at any time to return to income
assistance, as long as they gave up supplement receipt and met the eligibility
requirements for income assistance. They could also renew their supplement receipt by
going back to work full time at any point during the three-year period in which they were
eligible to receive the supplement.

*Feminine pronouns are sometimes used in this report because more than 90 per cent of single parents
who have received income assistance for at least a year — the target group for SSP — are women.

THE FINDINGS IN BRIEF

Because the evaluation of SSP assigned people to the program and control groups at
random, the impact or effect of the supplement offer is measured as the difference in
employment, earnings, income, and other outcomes between the two groups. These
comparisons indicate that SSP increased full-time employment, earnings, and income and
reduced poverty through at least three years following each person’s date of random
assignment.
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Fifty-eight per cent of program group membersbecame dligiblefor the
supplement by remaining on income assistance for a year or more. Twenty-
seven per cent of the program group — nearly half of those who became
eligible — took up the supplement. Diverse subgroups of program group
members were about equally likely to find full-time work in time to receive
supplement payments. On average, supplement “takers’ received nearly $20,000
in supplement payments. Half the takers received benefits in 29 or more months
during their three years of digibility.

SSP increased full-time employment and reduced I A receipt for fiveyears.
During the first year after random assignment, when program group members had
to remain on income assistance to qualify, SSP increased | A receipt by

3.9 percentage points but had no net effect on full-time employment or 1A
amounts. From the second year onwards, SSP significantly reduced IA receipt and
IA payments through to the sixth year of follow-up, while simultaneously
increasing full-time employment in each of those years. The impacts were largest
inYear 3, when SSP reduced |A receipt by 10.3 percentage points and increased
full-time employment by 11.7 percentage points. However, the effects of SSP
were not limited to the period that the supplement was available. Impacts on 1A
receipt and full-time employment persisted for five years. During the last of these
years, no program group members received the supplement. For the most part,
SSP' simpacts on |A paymentsin Year 3 and Y ear 6 were evenly distributed
across different subgroups defined using participants’ characteristics at random
assignment.

SSP substantially increased ear nings through to the sixth year of the follow-
up period. SSP'simpacts on full-time employment translated into substantial
gainsin earnings for program group members. In the first 71 months after random
assignment, on average, program group members each earned $7,859 more than
control group members. In Y ear 3 average earnings for program group members
had increased by $2,405 per year. These increases were concentrated among
participants who were not working at random assignment.

SSP increased income and reduced poverty throughout much of the follow-
up period. Increased earnings led to significantly higher average incomes for
program group members. As aresult, SSP substantially reduced the incidence of
poverty among families in the program group throughout the follow-up period.
Some impacts on poverty were observed at the 72-month interview, well beyond
the period of supplement eligibility. The risein income led to an increasein total
expenditures on basic necessities for food, clothing, and housing throughout much
of the follow-up and a decrease in the proportion of program group members who
reported using a food bank.

SSP required avery low increasein net cost to government budgets. SSP
resulted in substantial financial gains for Applicant program group members and
their families throughout the six-year follow-up. These averaged $7,504 per
program group member — net of increased taxes on earnings and reduced welfare
benefits. The total cost of SSP, including supplement payments and operating
costs, was nearly offset by increased tax revenue and decreased welfare benefits.
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After accounting for al costs and benefits, there was a small net cost to the
government budget of $660 — or $110 per year — per program group member
over the full six-year follow-up period.

e SSP produced larger financial gainsfor welfare applicants than for long-
term recipients, and was much more cost effective in doing so. The net
financial benefit to Applicant program group members ($7,504) was about 50 per
cent higher than that observed for SSP Recipients in British Columbia ($5,007).
The net cost to government was about 10¢ per $1 in financial gainsto program
group membersin the Applicant study. This was much lower than in the Recipient
study, where the net cost to government was approximately 67¢ for $1 in financia
gains. In turn, the net costs of the Recipient study are modest compared with other
transfer programs.

e |f SSP wereimplemented asa policy, it would be effectiveinitially in
reducing thecurrent | A caseload and would be even mor e effectivein the
long run. The Recipient study simulated the effect of initiating a program like
SSP and showed its effectiveness in the difficult task of reducing welfare receipt
among a cross-section of long-term welfare recipients. The Applicant study
simulated an ongoing program among clients who were just starting awelfare
spell. The Applicant study showed that SSP was even more effective for this
population. SSP increased earnings more for Applicants than Recipients while
impacts on other economic outcomes like employment, hours of work, and
poverty were similar between the studies. However, Applicants achieved these
impacts while receiving less overall in supplement payments. As a consequence,
the two studies suggest that the effectiveness of SSP would increase over timeif it
was operated as a program.

OVERVIEW OF SSP

SSP studies were designed to inform policy-makers interested in the likely economic
consequences — in terms of employment, earnings, income, and receipt of income
assistance — of offering afinancial work incentive to long-term IA recipients. The studies
were concerned with both the immediate and long-term consequences of implementing new
policy. To achieve this, two separate large-scale SSP studies focused on different segments
of the IA population — welfare applicants and long-term recipients — while a third, smaller
study — called SSP Plus — assessed what would happen if the earnings supplement was
augmented by employment services. All three studies used random assignment to assign 1A
recipients to program and control groups. Because only program group members were
offered the SSP program, valid estimates of the impact of SSP over time can be obtained by
analyzing the difference between outcomes for program group members and those for the
control group.

To receive SSP's earnings supplement, a program group member had to meet two
digibility requirements. First, she had to remain on income assistance for at least 12 out of

To ensure comparability between the Applicant and Recipient studies, asmall adjustment was made to the figure reported
for the BC Recipient sample in Michalopoulos et al. (2002).
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13 consecutive months (the “qualifying year”). This requirement was intended to target
SSP benefits on a disadvantaged population who normally experience difficulty in the
labour market. At the same time, the requirement to remain on income assistance for a year
substantially reduced the incentive for people to enter the A system to receive the
supplement. For |A recipients who stayed on income assistance for at least ayear, the
second requirement to receive the earnings supplement was then to leave income assistance
for full-time employment. The restriction of the supplement to full-time work helped both
to ensure that earnings made a substantial contribution to total family income and to reduce
the possibility that income from the supplement would be used to cut back on work effort.

| A recipients who met both eligibility requirements could claim the earnings
supplement and so became supplement “takers.” They received supplement payments for
up to three years starting from the month they first began receiving the supplement, in
every month that they worked 30 or more hours per week and remained off income
assistance. The program allowed supplement takers to return to income assistance at any
timeif they met the normal digibility requirements for income assistance. Takers who later
left income assistance for full-time work could return to receiving the supplement at any
time within their three-year window, but they could not receive income assistance and the
supplement simultaneously.

RESEARCH DESIGN OF THE SSP APPLICANT STUDY

Recruitment into the Applicant study began in February 1994 and was completed in
March 1995. Each month Statistics Canada used |A administrative records to identify all
adult single parentsin selected geographic areas of Lower Mainland British Columbia who
were also Applicants. That is, they had to be single parents, 19 years of age or older, who had
not received an |A payment in the last six months before the processed |A payment in the
current month. Statistics Canada and the BC Ministry of Human Resources then sent |etters
to arandomly selected sample to invite them to be part of the SSP study. Members of the
sample were informed that they had been selected to participate in a study of “options for
people on income assistance.” They were told that 50 per cent of those who agreed to join the
study would be randomly assigned into a program group that could become eligible to
receive a cash supplement in addition to their earningsin 12 months' time if they found full-
time employment. The remainder would form a control group who would not become
eligible for the supplement. Around 80 per cent agreed to take part and were interviewed for
the baseline survey that recorded their personal characteristics.

Applicants who agreed to participate in the study and who completed a baseline interview
were randomly divided into a program group (1,648 members) and a control group
(1,667 members). Following random assignment, the program group received aletter and
brochure from SRDC informing them that if they remained on income assistance for one year
they would become eligible for the SSP supplement. A second letter, sent six to seven
months after random assignment, reminded program group members of the supplement offer.
Statistics Canada administered a 12-month follow-up survey to all Applicants. Following this
survey, Applicant program group members who satisfied the SSP eligibility requirement
were informed of their SSP program status by mail in the 12th or 13th month after receiving
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their first A cheque.? Over 90 per cent of those deemed eligible subsequently attended an
information session describing the program’ s benefits and requirements. These “€eligible
Applicants’” were given one year in which to find a full-time job, leave income assistance,
and thus initiate SSP payments.

Follow-up interview surveys were undertaken approximately 12, 30, 48, and 72 months
after random assignment. During the last interview, asin the Recipient study, parents were
asked to complete questionnaires to assess the progress of their children. Due to sample
attrition, not all of the original sample members compl eted the subsequent surveys. In this
report, the analysisis usually limited to the 2,371 participants who responded to the 72-
month survey: 1,185 control group members and 1,186 program group members. These
represented 72 per cent of the original study participants. Administrative records were used
to estimate the impacts on 1A and supplement receipt. In addition, two focus group
interviews were conducted with Applicants who left income assistance within a year of
recruitment, before they could take advantage of the SSP offer. A further two group
interviews were undertaken with those who remained on income assistance long enough to
qualify for the supplement. This report provides results from the surveys, questionnaires,
administrative records, and focus groups.

Baseline Characteristics of the Applicant Study Sample

Applicants were primarily female and nearly one third were immigrants. Almost two
thirds of the sample had completed high school, of which just over one third had some
additional post-secondary education. There were on average two children under 19 years of
age per household. Data from administrative records suggest that participants spent an
average of three monthsin receipt of income assistance in the two years prior to random
assignment. Monthly payments of income assistance for participants in the month of
recruitment averaged over $900.

The Policy and Economic Context for the Applicant Study

Applicants ability to respond to the supplement offer could have been affected by
changes over time in the economic and policy environment affecting single parents on
income assistance. For this study the relevant period was the mid to late 1990s. During this
time, British Columbiaindependently made a variety of changestoits|A program — to the
earnings disregard, benefit payments, sanctions, and application process. Economic
conditions also changed: unemployment generally fell, employment of 25- to 44-year-old
women in BC remained very stable, employment of younger women fell and then increased
from 1998 to 2000, and the minimum wage increased in stages from $5.50 per hour in
January 1993 to $7.60 in November 2000. The net effect of these changesis unclear. A
policy changes, reduced unemployment, and the rise in the minimum wage may have
increased the attractiveness of work. On the other hand, conventional economic models
suggest that raises in the minimum wage would lower demand for lower-skilled workers.
One advantage of random assignment is that it limits the extent to which outside influences,
such as changes in the policy and economic context, can bias the estimates of the impact of

2Applicants in the program group became eligible for SSP if they received income assistance for 11 of the 12 months
following the initial month of 1A receipt. This required them to have spent at least 12 out of atotal of 13 months on income
assistance.
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SSP. Because both program and control group members experienced changesin the
economic and policy environment at the same time, the presence or absence of the SSP
offer remains the key systematic difference between the research groups.

SUPPLEMENT TAKE-UP

e Fifty-eight per cent of program group members became eligiblefor the
supplement by remaining on income assistance for a year or more. Twenty-
seven per cent of the program group received at least one supplement
payment.

The central feature of the Self-Sufficiency Project was the earnings supplement payment
to program group members. In order to receive the supplement, Applicant program group
members had to meet two conditions. They had to spend a year on income assistance to
become eligible for the supplement and had to leave income assistance for full-time work
within the following year.

More than 40 per cent of program group members left income assistance before
becoming eligible for supplement payments. Those with low education levels and barriersto
employment were more likely to become eligible than those who had completed high school
or who reported no barriers to employment.

About half of the remaining eligible program group members found full-time work in
time to receive supplement payments. Most of remaining eligible program group members
said that they were interested in SSP but could not find enough work to take up the
supplement.

Twenty-seven per cent of the program group took up the supplement. Diverse subgroups
of program group members were about equally likely to receive at |east one supplement
payment.

e Supplement takersusually received generous, virtually uninterrupted benefits
over several years.

On average, takers received nearly $20,000 in supplement payments. Half of supplement
takers received benefits in 29 months or more during the three-year period for supplement
payments. Most often, they received the monthly paymentsin a single consecutive spell or in
two spellswith asingle break. Only 16 per cent of takers had more than one temporary
interruption of supplement payments. Thus, most takers received years of generous, virtualy
uninterrupted supplement benefits.

SSP gave the most generous benefits to takers who worked the most months full time and
to takers who earned the least while they worked. Therefore, SSP was successful in directing
most of its benefits to those who left welfare for steady, full-time work. It was also successful
in helping to “make work pay” by directing most of its benefits to those with low labour
market earnings.

There was considerable concern at the outset of SSP that when supplement payments
cameto an end after three years, participants might leave full-time employment and return
to income assistance, potentially increasing poverty for themselves and their families.
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However, there was no noticeable change in the full-time employment rates or the A
receipt rates of supplement takers after their three-year window came to an end.

IMPACTS ON INCOME ASSISTANCE, EMPLOYMENT, AND
EARNINGS

e SSPreduced I A receipt and increased full-time employment for fiveyears.

Welfare applicants often require income support for relatively brief periods before they
can make successful transitions from income assistance back to self-sufficiency. Although 1A
applicants would thus be expected to |eave income assistance over time, SSP might have
helped to accelerate this transition if Applicants left income assistance and took up full-time
work sooner than they might have in the absence of the program.

Figure ES.1 shows the proportion of program and control group membersin receipt of
Income assistance over six and a half years following random assignment. The dotted line
indicates the difference between these proportions, or the impact, of the supplement offer.
Both groups left income assistance quite rapidly initially, and continued to leave income
assistance throughout the study period. However, during the first year after random
assignment, the incentive to remain on income assistance in order to become ligible for the
SSP supplement led to slightly higher 1A receipt among program group members compared
with control group members. From the second year onwards, SSP significantly reduced |A
receipt and |A payments through to the sixth year of follow-up.

SSP' simpacts were largest in Year 3, when SSP reduced IA receipt by 10.3 percentage
points and increased full-time employment by 11.7 percentage points. Importantly, SSP's
impacts on 1A paymentsin Year 3 and Y ear 6 were evenly distributed among members of
subgroups defined by participants’ characteristics at random assignment. Thisimplies that
SSP was equally effective in helping to reduce the reliance on income assistance of different
groups of welfare applicants.

Thefirst panel of Table ES.1 presents average monthly full-time employment rates for
the same groups. These show that SSP had no significant impact on full-time employment
over thefirst year, but increased full-time employment in every subsequent year. It was
possible that SSP could have discouraged full-time employment among program group
members because members of the program group had to remain on income assistance for at
least a year in order to qualify for the supplement. The table suggests that this undesired
effect did not occur. Program group members were as likely to work full time as control
group membersin thefirst year of the follow-up.

In the following five years SSP had the intended effect on full-time employment —
program group members were far more likely to be working full time than their control group
counterparts. Y ear 2 was the first year that program group members could receive the
supplement if they left income assistance and took up full-time work. In this year SSP
increased full-time employment by 7.7 percentage points. The impact rose in the third year to
11.7 percentage points. In years 4 through 6, the impact on full-time employment fell but
remained statistically significant. During the last of these years, no program group members
received the supplement.
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Table ES.1: SSP Impacts on Employment and Earnings

Program Control Difference Standard
Outcome Group Group (Impact) Error
Monthly full-time employment rate® (%)
Year 1 20.7 19.3 1.4 (1.4)
Year 2 32.6 24.9 7.7 (1.6)
Year 3 42.8 31.1 11.7%* (1.8)
Year 4 45.3 35.7 9.6%+* (1.8)
Year 5 45.1 39.4 5.8%** (2.9)
Year 6 47.4 42,5 4.9%% (1.9
Monthly part-time employment rate (%)
Year 1 13.7 13.7 0.1 (1.2)
Year 2 14.4 13.9 0.5 (1.2)
Year 3 12.4 13.9 -1.5 1.2)
Year 4 115 14.7 -3.2%% (1.2)
Year 5 12.3 14.6 -2.3* (1.3)
Year 6 13.6 15.8 -2.2* 1.3)
Monthly employment rate (%)
Year 1 34.4 33.0 1.4 (1.6)
Year 2 47.1 38.9 8.2%** (1.8)
Year 3 55.1 44.9 10.2%*+ (1.8)
Year 4 56.8 50.4 6.4 %+ (1.8)
Year 5 57.4 54.0 3.5* (1.9)
Year 6 60.9 58.3 2.6 (1.8)
Average earnings ($)
Year 1 4,805 4,884 -79 (375)
Year 2 7,894 6,489 1,405%*+ (448)
Year 3 10,571 8,166 2,405%** (498)
Year 4 11,602 9,776 1,825*** (550)
Year 5 12,591 11,241 1,350** (610)
Year 6 14,033 12,727 1,305** (647)
Sample size (total = 2,371) 1,186 1,185

Sources. Calculations from 12-month, 30-month, 48-month, and 72-month follow-up survey data.

Notes:  The estimates for each year are calculated by averaging the four quarterly estimates.
Sample sizes vary for individual measures because of missing values.
Two-tailed t-tests were applied to differences between the outcomes for the program and control groups.
Statistical significance levels areindicated as* = 10 per cent; ** =5 per cent; *** = 1 per cent.
Rounding may cause slight discrepanciesin sums and differences.
*Full-time employment” is defined as working 30 or more hoursin at least one week during the month.

The second panel of Table ES.1 suggests that little of the impact on full-time
employment was caused by a shift from part-time to full-time employment. In the third
through sixth year of follow-up, SSP reduced part-time work in the range of one to three
percentage points. These small impacts on part-time employment imply that the increasein
full-time employment results primarily from people newly working full time because of the
supplement who would not have worked at al in its absence.
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e SSP caused program group membersto earn morethrough thefifth year of the
follow-up period.

SSP' s impacts on full-time employment translated into substantial gainsin earnings for
program group members. In Y ear 3 average earnings for program group members had
increased by $2,405 per year (see Table ES.1). However, impacts on earnings differed for
participants who were working at random assignment. In Y ear 3, SSP increased earnings
only among those participants who were not working at random assignment. After the
supplement was no longer available in Y ear 6, program group members who were working
full time at random assignment earned less on average than their counterparts in the control
group. SSP was most effective in raising earnings for those who were not combining full-
time employment and |A receipt at random assignment.

e SSP encouraged stable, full-time employment of relatively long durationsin jobs
with wage growth.

SSP significantly increased the proportion of participants who had full-time employment
spellsthat lasted at |east three years, but had little impact on |less stable employment.
Similarly, SSP increased the employment of program group members who had asingle full-
time employment spell, but had a much smaller impact on the proportion of workers with two
or more spells of paid employment. SSP increased the proportion of program group members
who worked full time at the end of the second and sixth year after random assignment and
experienced wage growth of 20 per cent or more.

e Over theentirefollow-up, SSP significantly and substantially increased ear nings
whilereducing | A payments.

SSP' s large and sustained impacts on full-time employment and 1A receipt led to
considerable impacts on earnings and reductionsin 1A payments. In the first 71 months after
random assignment program group members each earned $7,859 more on average than control
group members. Their average IA payments were also $3,362 lower during the same period.

IMPACTS ON INCOME, EXPENDITURES, POVERTY, AND HARDSHIP

e SSPsignificantly increased theincome and reduced transfer receipt among
Applicant program group membersand their families throughout much of the
follow-up period.

Although increasing employment and reducing welfare dependence were primary goals of
SSP, equally important were reducing poverty and improving the overall economic
circumstances of A recipients. Thefirst panel of Table ES.2 provides estimates of individual
income by source for the six-month period preceding each key survey interview. SSP
encouraged higher earnings through the provision of generous earnings supplements. Thus,
even though |A payments were reduced and income taxes increased, the final panel reveals that
SSP |ed to significantly higher average incomes for program group members. SSP increased
individual and family income in the six-month periods preceding the 30-month interview and
the 48-month interview, during the time that supplement payments were being received. SSP
also led to a prolonged though smaller impact on earnings in the six months prior to the 72-
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month interview, even though supplement eligibility had ended. Thisimpact was statistically
significant but only at the 10 per cent level.

Table ES.2: SSP Impacts on Monthly Income and Net Transfer Payments in the Six Months Prior to

the 30-Month, 48-Month, and 72-Month Follow-Up Interviews

30-Month Interview  48-Month Interview 72-Month Interview

a

Control Difference® Control Difference® Control Difference

Outcome Group  (Impact) Group (Impact) Group (Impact)
Sources of individual income ($/month)
Earnings 645 205*** 889 129** 1,116 106*
SSP supplement payments 0 167*** 0 136*** 0 0
IA payments 434 o i 270 -B7 *** 180 -27**
Other transfer paymentsb 266 -7 328 -16 328 -2
Other unearned income® 151 -13 166 -18 184 4
Projected taxes and net transfers ($/month)
Projected income taxes® 126 T2%%* 191 49*** 247 36**
Net transfer payments® 597 -28 427 3 277 -65**
Total monthly individual and family income
Individual income ($) 1,515 229%** 1,677 162*** 1,832 89
Individual income net of taxes ($) 1,389 157*** 1,486 112%** 1,585 52
Family income ($)' 1,753 271 2,068 243%** 2,349 191 **
Income below LICO (%)° 78.4  -14.4%** 66.7 -6.3** 63.1 -1.8
Below 50% of LICO 20.6 -0.6 21.4 -0.4 25.3 0.9
50 to less than 75% of LICO 40.1  -11.7%+* 29.8 -5.0%* 25.7 -5.5%*
75 to less than 100% of LICO 17.3 -2.0 15.5 -0.9 12.1 2.8
Income above LICO (%)° 22.0 14.4%* 33.3 6.3** 36.9 1.8
100 to less than 150 % of LICO 15.7 8.7 19.6 4.1* 19.5 -0.8
150 to less than 175% of LICO 2.9 3.4 5.7 -0.4 6.5 -0.8
175 to less than 200% of LICO 1.2 0.8 2.8 11 3.2 1.0
200% of LICO or more 2.2 1.5* 5.2 14 7.7 2.3
Sample size 1,185 2,371 1,185 2,371 1,185 2,371

Sources. Calculations from the 30-month, 48-month, and 72-month survey data, IA administrative records, and payment records from SSP's

Notes:

Program Management Information System.

Sample sizes vary for individual measures because of missing values. This may cause slight discrepanciesin sums and differences.

All analyses were only for those who responded to the 72-month survey.

Two-tailed t-tests were applied to differences in outcomes between the program and control groups. Statistical significance levels are

indicated as* = 10 per cent; ** =5 per cent; *** = 1 per cent.

Rounding may cause slight discrepanciesin sums and differences.

#The sample size in this column is the sum of the program and control group sizes.

®|ncludes the Child Tax Benefit, the Goods and Services Tax Credit, El, provincial tax credits, and, for the 48- and 72-month sample
only, the BC Family Bonus.

“Includes alimony, child support, income from roomers and boarders, and other reported income.

“Includes projected EI premiums and CPP premiums deducted at payroll and projected income taxes. Payroll deductions and income
taxes were projected from federal and provincial tax schedules and data on earned and unearned income and SSP supplement payments;
the actual taxes paid by sample members may differ from these projections.

Includes public expenditures on SSP, |A payments, and other transfers, net of income tax revenue.

"Family income is measured as the sum of the sample member’s income and the labour earnings of any other membersin that person’s
family.

9Calculated by comparing annualized family income with the low income cut-off (LICO) defined by Statistics Canada for the sample
member’ s location and family size.

The middle panel of Table ES.2 presents the impacts of SSP on taxes and net transfer
payments. Projected taxes include both federal and provincial income taxes as well as
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Employment Insurance (El) and Canada Pension Plan premiums (CPP). Transfer payments
include the SSP supplement, 1A payments, and other federal and provincial transfers (e.g. El
benefits, GST credit, Child Tax Benefit and associated supplements, and other provincia tax
credits). “Net transfer payments’ thus refers to the difference between the total amount spent
by both levels of government on transfers, including the SSP supplement, and revenues
received through increased income and payroll taxes.

In the six months prior to both the 30- and 48-month interviews, during which
supplement digibility and payments continued, the SSP supplement paid for itself through
reductionsin IA payments and increased tax revenues. Net transfer payments did not differ
significantly from zero. At the 72-month interview, eligibility for the supplement had ended
for all participants and no longer represented a cost for government. Furthermore, the
sustained earnings gains for program group members at 72 months resulted in positive
Impacts on income taxes, which although lower than earlier in the follow-up, were still
statistically significant. SSP also led to a prolonged reduction in 1A receipt, which along with
impacts on income taxes, resulted in a decrease in net transfers that was statistically
significant at the 72-month interview.

e SSPsignificantly reduced poverty among Applicant program group members
throughout the follow-up period. SSP also increased expendituresand reduced
the use of food banks.

Increases in net family income meant that SSP substantially reduced the incidence of
poverty among families in the program group throughout the follow-up period. The last panel
of Table ES.2 presents the proportion of sample members with income below Statistics
Canada’ s low income cut-offs (LICOs)® in the six months before each interview. SSP led to
significant reductions in proportions with income below LICOs throughout much of the
follow-up period. In the six months prior to the 30-month interview, when supplement
receipt was at its highest, SSP reduced the proportion of families with incomes below the
LICOs by 14.4 percentage points. At 48 months SSP reduced the proportion with incomes
below the LICOs by 6.3 percentage points. In the six months prior to the 72-month interview,
up to six years after random assignment, SSP did not reduce the proportion with incomes
below 100 per cent of LICOs. However, the “severity” of poverty was reduced as the
proportion with incomes at 50 to 75 per cent of LI1COs decreased while the proportion at
75 to 100 per cent of LICOsincreased.

Theriseinincome also led to an increase in total expenditures on basic necessities for
food, clothing, and housing throughout much of the follow-up. When considered in
aggregate, total expenditures on rent, groceries, dining out, clothing, and child care were
higher for program than control group members at all three follow-up interviews. At the 30-
and 48-month interviews there was an impact of approximately $65 on these monthly
expenditures. Even at the 72-month interview, long after supplement payments had ended,
there was an ongoing impact of $52 per month.

*This was calculated by comparing annualized family income with the low income cut-offs (LICOs) for each family as
defined by Statistics Canada. The LI1COs are relative measures of disadvantage or inequality, and should not be interpreted
as a strict measure of poverty.
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At the 30-month interview, SSP reduced the proportion of program group members who
reported using a food bank by three percentage points relative to the control group. SSP
appears to have had little effect on housing mobility, neighbourhood quality, or housing
arrangements, including the extent of home ownership, renting, the use of group shelters, or
other housing arrangements.

SSP |ed to increased income and reduced poverty for many Applicants with awide range
of characteristicsin the program group. However, sample members' baseline characteristics,
such as job readiness, employment status, and family background, accounted for some
differences in subgroup impacts. Impacts on income were smaller at various pointsin the
follow-up for those without a high school diploma and those who were already employed at
baseline, while potentially disadvantaged subgroups, such as immigrants, experienced little
income gain or poverty reduction from SSP.

BENEFITS AND COSTS OF SSP

SSP increased employment and earnings of Applicant program group members while
reducing their reliance on income assistance. SSP also led to significant improvements in
overall economic well-being and reductions in poverty throughout much of the follow-up
period. Table ES.2 suggests that these impacts were achieved with no net increasein
public transfer payments. This suggests that the supplement offer to Applicants may have
paid for itself through higher taxes on earnings and reductionsin IA payments that were
generated by the program. However, analyses of taxes and net transfersin Table ES.2
were limited to six-month periods in advance of each follow-up interview, and
considered only the costs associated with the transfer payments themselves. The benefit-
cost analysis expanded considerably on these analyses by comparing a more complete set
of benefits and costs of the SSP supplement and program delivery to Applicants over the
full six-years of follow-up.

Nonetheless, not all additional benefits and costs can be accounted for in this
analysis. While this analysis takes into account the costs of various components of SSP,
including the supplement payments and operating expenses for the delivery of program
services to applicants, the operating costs reflect those incurred in the SSP demonstration.
Such expenditures could differ if SSP were operated as an ongoing earnings supplement
program.

Moreover, the analysis did not attempt to place a value on any non-financial benefit
from improved outcomes for children or the cost of lost personal and family timeasa
result of increased employment. Results must be considered only an approximation of
SSP' sfull effects. And the precision of the estimates must be treated with caution,
especialy when attempting to generalize to “real world” implementation for different
populations, locations, or time periods.

Since costs from one perspective may be benefits from another, the analysis presents
benefits and costs from three different perspectives. It considers the net financial benefits
or costs from the perspective of individual program group members, from a government
budget standpoint (including federal and provincial government shares), and from the
perspective of society as awhole.

ES-14



e SSPresulted in substantial financial gainsfor Applicant program group
members and their families throughout the six-year follow-up.

SSP successfully increased the income and financial well being of families —
including increases in income from earnings, fringe benefits, and SSP payments — while
decreasing their reliance on income assistance. Over the full six-year follow-up, SSP
produced an average financial gain — net of increased taxes on earnings and reduced
welfare benefits — of $7,504 for each program group member. Table ES.3 shows that the
largest share of the gain came from increases in earnings. The net financia value of
transfers (mainly IA and SSP supplement payments) contributed much less to the net
effect.

Table ES.3: Six-Year Estimated Net Gains and Losses per SSP Program Group Member, by
Accounting Perspective

Accounting Perspective

Program Government

Component of Analysis Group Budget Society
Financial effects ($)

Transfer payments 2,130 -2,130 0
Transfer payment administration® 0 -98 -98
Operating cost of SSP® 0 -1,060 -1,060
Program management information systems 0 -48 -48
Supports for work® 0 -484 -484
Earnings and fringe benefits 8,534 0 8,534
Taxes and premiums® -2,775 2,775 0
Tax credits -384 384 0
Net gain or loss (net present value) ($) 7,504 -660 6,844

Sources. Calculations from IA administrative records; payment records from SSP’'s Program Management Information System (PMIS);
El administrative records; SRDC expenditure reports for Systemhouse, Bernard C. Vinge and Associates, and Saint John
Family Services; annua reports for the province of British Columbia (1995-1996); 12-month, 30-month, 48-month, and 72-
month follow-up survey data; and federal and provincial tax regulations as provided in the Canada Customs and Revenue
Agency (CCRA) 1999 Tax Guide and Forms, and government publications.

Notes: The costs shown are in 2000 dollars.
All costs are discounted and adjusted for inflation except operating and PMIS costs, which are not discounted.
Rounding may cause slight discrepanciesin sums and differences.

4 A operating costs are part of payment administration. For income assistance this cost does not include any outreach or
orientation.

®|ncludes imputed child-care subsidies for both provinces and Transportation/Transition to Work benefits in British Columbia.

“The employee portion of Canada Pension Plan premiums is counted as a cost to the program group for smplicity. However,
these costs would likely be more than offset by future pension payments.

e SSPresulted in gainsto society for avery low increase in cost to gover nment
budgets.

Thetota cost of SSP, including supplement payments and operating costs, was nearly
offset by increased tax revenue and decreased welfare benefits. Table ES.3 shows that after
accounting for all costs and benefits, there was a small net cost to the government budget of
only $660 per program group member over the full six-year follow-up period. From the
perspective of society as awhole, benefits from SSP substantially outweighed the costs of
SSP. The impacts on program group member income of $7,504, 1ess government budget
costs of $660, represents again to society as awhole. Thus, SSP provided a benefit to society
of $6,844 for each program group member.

ES-15



This suggests that SSP represents an efficient way to transfer income to welfare
applicants when compared with other transfer programs. Some estimates suggest that transfer
programs may require $1.50 in government expenditure for each $1 in financial gainsto
families.” In comparison, the financial gains to SSP Applicants and their families were
achieved with virtually no net increase in costs to the government budget. For each $1in
financia gainsto families the cost to the government budget was about 10¢.

Government costs and benefits are shared between federa and provincial governments.
The financial implications of operating SSP can be estimated for each government’ s budget
separately. The perspective of the federal government does not include any costs or benefits
associated with SSP supplement payments, |1A benefits, or the operating costs of the program.
Although the federal government funded the SSP demonstration, it is assumed that the
provincial government would pay for the operation of SSP in a province as part of its social
assistance program. The federal government perspective does not account for transfers to the
provincial governments such as the Canadian Health and Social Transfer (CHST). Similarly,
the perspective of the provincial government does not include any financial gains from
federal government transfers to the provinces. When costs and benefits were divided in this
way, the federal government budget experienced a net financial gain of $2,265 per program
group member over the six-year follow-up period. This gain was primarily from increased
income taxes and decreased tax credits for program group members. The provincial
government experienced increased costs as a result of SSP of $2,925 per program group
member. Thisloss was due mainly to higher transfer payments for the program group
($2,031) and the operating costs of the program ($1,060), although increases in provincial
taxes ($757) offset these costs to some degree.

e SSPled tosignificantly larger financial gainsfor welfare applicantsthan for
recipients and was much mor e cost-effective in doing so.

The net financial benefit to Applicant program group members ($7,504) was nearly
50 per cent higher than that observed for SSP Recipients in British Columbia ($5,007).° For
every $1 in financia gainsto program group members in the Recipient study, the net cost to
government was approximately 67¢. While modest compared with other transfer programs,
this was still much higher than in the Applicant study.

COMPARING SSP FOR APPLICANTS AND FOR RECIPIENTS

e Theresultsfrom the Applicant and Recipient studiestogether enable policy-
maker sto determine what might change over time asa new program is
introduced.

SSP studies were designed to find out what would happen following the introduction of a
program offering earnings supplements to single parent, long-term welfare recipients.
Initialy, the existing stock of long-term welfare recipients would be eligible. The Recipient
study offered the supplement to a sample drawn from long-term welfare recipients, who

“See Burtless, 1987, 1994, for adiscussion of the effici ency of transfer programs.
®To ensure comparability between the two studies, asmall adjustment was made to the figure reported in Michalopoul os et
al. (2002).
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would not necessarily know in advance that such a program would be introduced. However,
as the program matured, all existing long-term recipients would have received the
supplement offer, leaving eligible for the supplement only those entering long-term welfare
receipt. Furthermore, these entrants into long-term receipt would know — in advance — that
SSP would be an option for them if they stayed on income assistance. The Applicant study
sampled from the population newly receiving welfare: people who had the potential to
become long-term recipients. They were told that the supplement would be available to them
only if they became long-term welfare recipients — by remaining on income assistance for a
year. The Recipient study thus tested what would happen as an SSP-type program was
introduced, and the Applicant study tested what would happen as the program reached an
operational steady state.

e SSPincreased earnings morefor Applicantsthan Recipients, using fewer
supplement dollars.

Table ES.4 presents sel ected economic impacts of SSP for both studies, observed during
four and a half years following determination of eligibility for the supplement. This was the
54-month period immediately following random assignment for Recipients, but corresponded
to months 13 through 66 following random assignment for Applicants. SSP produced a
substantial earnings gain for Applicants over the period, $4,300 more than the earnings gain
for Recipients. Impacts on economic outcomes like employment, hours of work, and poverty
were similar between the studies, although Applicants achieved these impacts while
receiving less overall in supplement payments.

Following completion of the qualifying year, the behavioural impact of the supplement
offer on Applicants was likely concentrated among those still eligible to take it up. Thus
impacts per eligible program group member provide an aternative and perhaps intuitively
more logical basis for comparing how people who have just become long-term IA recipients
respond to the availability of a supplement differently from the population of al long-term
recipients.

In columns 4 through 6 of Table ES.4, impacts per eligible program group member in the
two studies are compared. For the Recipients, the impacts per eligible program member are
the same as impacts for the entire Recipient sample because 100 per cent of program group
membersin the Recipient study were eligible for the supplement at random assignment. In
the Applicant study, only 58.3 per cent of Applicant program group members were eligible
for the SSP supplement and, therefore, estimates of impacts per eligible program group
member are obtained by dividing full sample impacts by 0.583.

Impacts on employment, hours, and earnings per eligible Applicant program group
member were significantly higher than for Recipients, and 1A receipt and amounts were
generaly lower. Average supplement payments per eligible Applicant exceeded those for
Recipients. Thusit would seem that single parents who had spent just one year on welfare
were much better able to take advantage of the supplement offer than longer-term welfare
recipients.
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e Differencesin thecharacteristics of Applicantsand Recipientslikely accounted
for SSP being mor e effective for Applicants, although differencesin the timing of
the studiesand in the design of the program may have played a part.

Applicants may have been better able to take advantage of the SSP offer because they
had characteristics associated with a stronger position in the labour market than recipients.
They were better educated, more had recent work experience, and fewer reported physical
and mental health problems. Eligible Applicants resembled Recipients more closely than the
ingligible Applicants who had |eft income assistance before the end of their 12-month
qualifying period, but they were still more likely to report characteristics associated with
greater employability than Recipients.

Applicants may also have been better able to respond to the supplement offer because the
program notified them a year in advance of their potential eligibility for the supplement, afull
two years before their last chance to take it up. Although this advance notice had no impact on
the full-time employment of Applicants during thefirst year, significantly more program group
members preserved their future eigibility for the supplement by remaining on income
assistance while working full time. By remaining eligible while already having a full-time job,
such program group members would have been better able to qualify for the SSP supplement
following eligibility determination. Among program group members who were still eligible,

15 per cent were employed full timein Month 12, compared with 9 per cent in the control
group. Such anticipatory behaviour could partly account for the fast rate of supplement take-up
among eligible Applicants. Following eligibility determination, for example, 47 per cent of
eligible Applicants took up the supplement compared with 34 per cent of Recipients. The bulk
of this difference arose over the first six months because eligible Applicants took up the
supplement very quickly following eligibility determination. Four in every five Applicant
program group members (80 per cent) who were employed full time and still eligible for the
supplement in Month 12 became takers. They comprised 26 per cent of all takers.

SSP' s recruitment of Recipients began before recruitment of Applicants. It isthus
possible that intervening economic and policy changesin BC may have altered the decisions
Applicants made about taking up the supplement, compared with Recipients. There was little
evidence that inflation or minimum wage changes accounted for major differences between
the studies. The experience of the control groups helped to reduce the likelihood of any bias
on impacts due to time-varying factors within each study.

e |f SSP wereimplemented asa policy, it would be effectiveinitially in reducing
the current | A caseload, and would be even mor e effectivein thelong run.

The financia impacts of the SSP program on individuals, government budgets, and
society differed between the Recipient study — which simulated the effect of initiating the
program — and the Applicant study — which ssimulated an ongoing program. The Recipient
study showed that SSP was highly successful in promoting employment, reducing welfare
use, and reducing poverty among long-term welfare recipients, including those who faced
considerable employment barriers and who had remained on income assistance for long
periods. The Applicant study showed that SSP was even more effective for clients just
starting a welfare spell. As a consequence, the two studies suggest that the effectiveness of
SSP will increase over time when it is operated as a program.
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POLICY IMPLICATIONS

e SSP’srigorousresearch design has generated reliable evidence about changing
policy.

|A recipients leave welfare all the time. By using a rigorous random assignment
evaluation, SSP has determined the difference that an earnings supplement program can
make over and above what would have happened to |A clientsin the absence of the program.
The study has produced reliable estimates of a range of benefits and costs resulting from
offering the earnings supplement. It has also permitted comparison of the consegquences of
making the offer at different stages of welfare receipt. The answersto SSP’s research
guestions can be presented as definitive lessons learned, thanks to the way the SSP study was
implemented.

Nonetheless, caution is necessary in applying these findings. A margin for error is
common in research that estimates effects based on arandom sample. Thisisreflected in the
standard errors and significance levels used in the tables for this report. Moreover, the data
were collected from a program run outside the existing system during a particular period in
one geographic area. Care must be taken in extrapolating the findings to current and future
provincial policy. Broader “equilibrium” effects cannot be tested directly by an experiment,
such as the effect on provincia labour markets, wages, and employment opportunities, when
an intervention piloted among a small group becomes widespread.

Within these cavests, the SSP studies have afforded policy-makers avery high level of
confidence in answers about what the program can achieve. New policy can be devel oped
with many more certainties than was possible before the SSP studies began.

e TheRecipient study showed that SSP was an effective policy for Recipients. The
Applicant study results suggest that SSP was even mor e effective for Applicants.

The Recipient study concluded that SSP accelerated by two to three years welfare
recipients’ transition to full-time employment. In doing so, it produced some of the largest
employment impacts seen in random assignment program evaluation. Findings from the
Applicant study do not alter this basic conclusion. Applicants as a population appear better
prepared for the [abour market, but SSP still made a dramatic difference to their employment
behaviour, earnings, and use of income assistance. Two and a half years into the study,
Applicant program group members were reporting a full-time employment rate that control
group members did not achieve until three years later. Program group earnings averaged
$10,571in Year 3, alevel not reached by control group earnings until two years later.

The Applicant study has shed more light on the effectiveness of incentives. While both
the Recipient and Applicant studies show that an incentive to leave welfare conditioned on
full-time work can produce dramatic effects, the Applicant study shows that an incentive that
requires people to stay on welfare isless effective. When Applicants were offered an
incentive to stay on welfare for a year, relatively few (just 3.1 per cent) were tempted to stay
on welfare in order to qualify. The findings from focus groups suggest that incentives may
not be taken up if they do not resonate closely with the immediate goals and identities of
participants.
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Like SSP for Recipients, SSP for Applicants has helped a significant proportion of
families on welfare, for ayear or more, to rely more on employment and less on welfare,
without detectably harming family well-being, in away that also reduced poverty. Compared
with Recipients, these impacts lasted up to a year longer and were achieved at less cost to
government. SSP acts as a bridge or shortcut to the higher levels of employment, earnings,
and total income and the lower levels of welfare receipt that families could not normally have
expected to reach within two or three yearsin the absence of such an offer.
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Chapter 1:
The Self-Sufficiency Project

Thisisthefina report of the Self-Sufficiency Project (SSP) study of welfare applicants.
SSP was a three-study research and demonstration project designed to test a policy
innovation intended to make work pay better than welfare. Conceived and funded by Human
Resources Development Canada (HRDC), managed by the Social Research and
Demonstration Corporation (SRDC), and evaluated by the Manpower Demonstration
Research Corporation (MDRC) and SRDC, SSP offered atemporary earnings supplement to
single parent, long-term income assistance (1A) recipients who left income assistance for
full-time work.

The design of the incentive under test is described in detail later in this chapter. In brief,
it was a supplement paid on top of earnings from employment for up to three years, provided
recipients worked 30 or more hours each week and remained off income assistance. To
qualify aslong-term, 1A recipients had to have spent at least 12 of the previous 13 months on
income assistance. The supplement was designed to provide an immediate payoff to those
who found full-time employment by effectively doubling pre-tax income received from a
minimum-wage job.

SSP studies were designed to inform policy-makers interested in the likely economic
consequences — in terms of employment, earnings, income, and receipt of income
assistance — of offering such afinancial work incentive to long-term 1A recipients. To
measure the effects of implementing anew policy, SSP used a rigorous, random assignment
research design. Samples of 1A recipients were drawn at random from provincial 1A records.
A portion (typically one half) of each sample was randomly assigned to a program group
who could receive the SSP supplement if they met the qualifying criteria. The remaining
sample members formed a control group who could not receive the supplement, but who
remained eligible to receive income assistance and any related services and incentives. To
determine the effects of the supplement offer, the three SSP studies compared outcomes for
members of the program and control groups. Assignment to groups at random ensured that
differences between the groups reflected only the effects of SSP’ s policies and not
participants’ preferences or persona characteristics.

These studies were intended to determine the immediate and long-term consequences of
implementing new policy. To achieve this, two separate large-scale SSP studies focused on
different segments of the IA population, while athird, smaller study — called SSP Plus —
assessed what would happen if an earnings supplement were augmented by employment
services.

e The SSP “Recipient study,” the subject of a separate report (Michalopoulos et al.,
2002) involved approximately 6,000 single parents in British Columbia and New
Brunswick who had been on income assistance for at least a year, selected at random
from the |A administrative records. Those in the program group were informed that if
they left income assistance for full-time work within 12 months, they would start to
receive the SSP earnings supplement. This sample (referred to in thisreport as
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“Recipients”) represented the cross-section of current long-term welfare recipients
who would be immediately subject to a new policy.

e The SSP Plus study, aso reported in Michalopoulos et a. (2002), tested the impact of
employment servicesin addition to the supplement by randomly assigning long-term
|A recipientsinto three similarly sized groups — supplement with services,*
supplement without services, and a control group. About 900 New Brunswick
Recipient study respondents were assigned in this way. Outcomes for this SSP Plus
program group were compared with regular Recipient program group members
offered the earnings supplement alone, and with members of the control group.

e The SSP“Applicant study,” the subject of this report, involved 3,315 single parentsin
British Columbiawho had just begun to receive income assistance (referred to in this
report as “ Applicants’). Those assigned to the program group were informed that if
they stayed on income assistance for afull year, they would then become eligible for
the SSP earnings supplement. Those who did stay on income assistance for a year
could, like Recipients, start to receive the supplement if they then left income
assistance for full-time work within 12 months. This sample thus represented single
parents new to income assi stance who would become eligible for the SSP financia
work incentive only if they became long-ter m recipients by remaining on income
assistance for at least a year.

Thisfina report on the Applicant study will describe the impacts of the earnings
supplement offer for new I A applicants through six years after random assignment.

RESULTS TO DATE AND THE ROLE OF THIS REPORT

The three linked SSP studies have generated exciting findings about how financial
incentives can help families make the transition from welfare to work sooner and at what cost
to governments.

Thefinal report on SSP for Recipients found that financial incentives had a strong
influence on the employment decisions of single parent, long-term |A recipients
(Michalopoulos et a., 2002). The report found that within 18 months the offer of SSP
earnings supplements doubled the full-time employment rate among Recipients and thus
accelerated by two to three years Recipients' transition to full-time employment. SSP helped
families rely more on employment and less on income assistance, and reduced poverty,
without detectably harming family well-being, for a period of three or four yearsat a
relatively low cost to government. A benefit-cost analysis suggested that for each additional
dollar spent by government on SSP, the program generated two additional dollarsin income
for participants. Additional analyses of the effects of SSP on children suggested that some
positive impacts of SSP on the academic achievement of elementary-school-age children
persisted beyond the availability of supplement payments.

Thessp “supplement only” program provided information and referrals to existing services in areas such as job search and
education/training, but did not provide these services. Providing services would have made it impossible to determine the
extent to which differences between the program and control groups experiences could be attributed to SSP’ s financial
incentive as opposed to the services.



Final results from the SSP Plus study (Michalopoulos et al., 2002) suggest that the
addition of employment services reduced the rate of short-term job loss among those
receiving the supplement. The impacts of SSP Plus on full-time employment and on
receipt of income assistance appeared to last up to two years longer (into the fifth and
sixth years following random assignment, respectively) than for SSP without
employment services.

The SSP Applicant study began as a study of “entry effects’ concerned with whether
knowledge of the SSP offer would inadvertently increase | A receipt by encouraging people
to enter or stay longer on income assistance in order to qualify for supplements. The final
report on entry effects (Berlin, Bancroft, Card, Lin, & Robins, 1998) found that the
encouragement of delayed exits from income assistance was modest — around
3.1 percentage points — and concluded that the SSP design successfully limited the size of
entry effects.

Later Applicant study reports estimated interim impacts of the supplement offer on the
economic well-being of Applicants and their families (Michalopoulos, Robins, & Card,
1999; Michalopoulos & Hoy, 2001). They found SSP' s positive impact on earnings was
notably higher for Applicants than for Recipients. Moreover, significant impacts on
Applicants employment, earnings, and income were achieved without additional cost to
governments in terms of cash transfers. In other words, it appeared that the earnings
supplements to Applicants were paid for by reductionsin A payments and by the higher
payroll and income taxes that resulted from the earnings generated by the program’s work
incentive.

Given theindications in earlier reports that SSP assisted A pplicants to leave income
assistance at no net cost to government, the analytical focus in thisfinal report is on the
economic consequences of SSP for Applicants over the full six-year follow-up period. Early
chapters build the context for considering the benefits and costs of SSP. Chapter 2 examines
the response to the supplement offer and quantifies the experience of supplement receipt.
Chapters 3 and 4 document the impacts of SSP on IA receipt and amounts, employment,
earnings, family income, and poverty. The benefit-cost analysis in Chapter 5 assesses
whether the net balance of costs for government does indeed remain neutral, once the
“delayed exits’ from income assistance and costs of operating the program have been taken
into account. Chapter 6 compares the results for Applicants with those for Recipients, and
discusses possible reasons for the differences and any lessons for program implementation.
Finally, Chapter 7 considers the policy conclusions that result.

This chapter performs severa roles. Two key aspects of the design of SSP are
documented. First, the policy intervention under test — the earnings supplement offer — is
considered. Thisisfollowed by a description of the research study designed to test its effects
on Applicants. The latter includes areview of the characteristics of the Applicant study
sample program and control groups, and the effect of random assignment. A brief description
of the political and economic context for the study follows. The chapter ends by setting out
the research questions to be answered in the remainder of the report.



THE SSP EARNINGS SUPPLEMENT OFFER

The features of the financial incentive program under test are summarized in the
accompanying text box. To receive SSP’ s earnings supplement, an | A recipient had to meet
two eligibility requirements. First, she? had to remain on income assistance for at least 12 out
of 13 consecutive months (the “qualifying year”). This requirement targeted SSP benefitsto a
disadvantaged population that normally experiences difficulty in the labour market. At the
same time, the requirement to remain on income assistance for a year substantially reduced
the incentive for people to enter the A system to receive the supplement. The second
requirement for receiving the earnings supplement, for 1A recipients who stayed on income
assistance for at least a year, was then to leave income assistance for full-time employment
that averaged at least 30 hours per week. The restriction of the supplement to full-time work
hel ped both to ensure that earnings made a substantial contribution to total family income
and to reduce the possibility that income from the supplement would be used to cut back on
work effort.

| A recipients who met both eligibility requirements could claim the earnings
supplement and so became supplement “takers.” They received supplement payments for
up to three years starting from the month they first began receiving the supplement, in
every month that they worked 30 or more hours per week and remained off income
assistance. The program allowed supplement takers to return to income assistance at any
timeif they met the normal eligibility requirements for income assistance. Takers who later
left income assistance for full-time work could return to receiving the supplement at any
time within their three-year window, but they could not receive income assistance and the
supplement simultaneously. Operational details of the supplement program are described in
more detail in Mijanovich & Long (1995) and Lin, Robins, Card, Harknett, & Lui-Gurr
(1998).

RESEARCH DESIGN OF THE SSP APPLICANT STUDY

The goals of the study were to understand the difference that the supplement offer made
to Applicant families employment, earnings, income, and A receipt, above and beyond the
incentives and services avail able to families who were not offered SSP; and to understand
how much it would cost the government to run such a program, again, above and beyond the
cost of the A system that the government would normally operate. The Applicant study
sample comprised single parents who had recently started receiving income assistance in the
Lower Mainland of British Columbia after having been away from the A program for at
least six months, selected at random from administrative records.

2Feminine pronouns are sometimes used in this report because more than 90 per cent of single parents who have received
income assistance for at least a year — the target group for SSP — are women.



Key Features of the Earnings Supplement for Applicants

e Full-time work requirement. Supplement payments were made only to eligible single
parents who worked full time (an average of at least 30 hours per week over a four-week
or monthly accounting period, whether in one or more jobs) and who were not receiving
income assistance.

e Substantial financial incentive. The supplement was calculated as half the difference II
between a participant’s earnings from employment and an “earnings benchmark” set by II
SSP at a level designed to make full-time work pay better than income assistance for most II
IA recipients. During 1994 the benchmark was $37,500 in British Columbia. The II
benchmark was adjusted over time to reflect changes in the cost of living and generosity of II
income assistance, and was $37,625 in 1996.* The supplement was reduced by 50¢ for II
every dollar of increased earnings. Unearned income (such as child support), earnings of II
other family members, and number of children did not affect the amount of the II
supplement.

e Targeted at long-term recipients. Eligibility for the supplement was limited to single
parent, long-term IA recipients (with at least one year of |A receipt). As a result, Applicants
were told that they had to stay on income assistance for the first year after entering the
study to establish eligibility for the supplement.

e One year to take advantage of the offer. If an Applicant became eligible to receive the II
supplement at the end of the first year, she could sign up for the supplement if she found II
full-time work within the next 12 months (in other words, in the second year). If she did not II
sign up within 12 months, she could never receive the supplement.

e Three-year time limit on supplement receipt. A person could collect the supplement for
up to three calendar years from the time she began receiving it, as long as she was
working full time and not receiving income assistance.

e Voluntary alternative to welfare. People could not receive IA payments while receiving II
the supplement. No one was required to participate in the supplement program, however. II
After beginning supplement receipt, people could decide at any time to return to income II
assistance, as long as they gave up supplement receipt and met the eligibility II
requirements for income assistance. They could also renew their supplement receipt by II
going back to work full time at any point during the three-year period in which they were II

eligible to receive the supplement.

*The resulting supplement payment was quite generous. In 1996 a participant in British Columbia who
worked 35 hours per week at $7 per hour would earn $12,740 per year and collect an earnings
supplement of $12,442 per year (($37,625 - $12,740)/2), for a total gross income of $25,182. By
comparison, in BC during 1996, a non-working single parent and her child would have had a basic IA
entitlement of less than $12,000 per year. When tax obligations and tax credits are taken into account,
most families had incomes $3,000 to $7,000 per year higher with the earnings supplement program than if
they had worked the same number of hours without the supplement.




To conduct this investigation, study participants were recruited and randomly assigned
over aone-year period and followed for a period of six years, as shown in Figure 1.1. Before
being randomly assigned, every one of the 3,315 study participants was interviewed for the
baseline survey that recorded their personal characteristics. Follow-up surveys were
undertaken approximately 12, 30, 48, and 72 months after random assignment. During the
last interview, asin the Recipient study, parents were asked to complete questionnaires to
assess the progress of their children.® Administrative records were used to estimate the
impacts on 1A and supplement receipt. In addition, two focus group interviews were
conducted with Applicants who left assistance within a year of recruitment, before they could
take advantage of the SSP offer. A further two group interviews were undertaken with those
who remained on income assistance long enough to qualify for the supplement. This report
provides results from the surveys, questionnaires, administrative records, and focus groups.

Recruitment into the Applicant study began in February 1994 and was completed in
March 1995. Each month Statistics Canada used |A administrative records to identify all
adult single parentsin selected geographic areas of the Lower Mainland of British Columbia
who were also Applicants. That is, they had to be single parents, 19 years of age or older,
who had not received an |A payment in the last six months before the processed |A payment
in the current month. No other restrictions (for example, on health status) were imposed.
Statistics Canada and the BC Ministry of Human Resources then sent lettersto a randomly
selected field sample to invite them to be part of the SSP study.

Members of the field sample were informed that they had been selected to participate in a
study of “options for people on income assistance” and were visited at home by Statistics
Canadainterviewers. During the visit the interviewer administered a“baseline”’ survey
lasting an average of 30 minutes, and then described the SSP study, carefully read an
informed consent form to the sample member, and answered any questions. By signing the
informed consent form, the sample member agreed to join the study and to allow Statistics
Canadato collect her records for up to eight years from various government agencies such as
the BC Ministry of Human Resources, Canada Customs and Revenue Agency, and HRDC.*
She also agreed to be interviewed periodically by Statistics Canada. It was explained that
only Statistics Canada would ever see any information that could uniquely identify her, that
participation in the study would not affect her eligibility for any services, and that she could
refuse to answer any survey questions.®> She was told that 50 per cent of those who agreed to
join the study would be randomly selected into one of two groups. a program group that
could become eligible to receive a cash supplement in addition to their earningsin
12 months' time if they found a full-time job; and a control group who would not become
eligible for the supplement.

®0utcomes for the children of Applicant study members are reported in Appendix B.

“At the start of the study, these organizations were known as the BC Ministry of Social Services, Revenue Canada, and
Employment and Immigration Canada respectively. Their current names are used here to avoid confusion.

SApproximately 80 per cent of individuals selected into theiinitial Applicant project sample completed the in-home baseline
interview and signed the consent form. About five per cent refused to take part. A further 16 per cent did not respond for
various reasons. According to Statistics Canada, a main reason for non-response was that individuals either planned to
leave income assistance very quickly, or had already left income assistance by the time they were contacted for their
baseline interview. Recruitment is explained in more detail in Berlin et a. (1998).
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Following random assignment, the program group received aletter and brochure from
SRDC informing them that if they remained on income assistance for one year they would
become eligible for the SSP supplement.® A second letter sent six to seven months after
random assignment reminded program group members of the supplement offer. Both
program group letters explained that “ SSP can provide extra money (an ‘earnings
supplement’) to certain people who are on income assistance. To get the extra money, you
must get afull-timejob and leave income assistance.” The letter defined eligibility and
included a telephone number for more information.” The multi-page brochure explained
eigibility requirements and the earnings supplement formula: “ Depending on the amount
you earn, the supplement could mean an increase of hundreds of dollars to a participant’s
monthly earnings. For example: someone working 35 hours per week at $8.00 per hour could
receive supplement payments of about $950 per month — in addition to your earnings”
(Berlinet al., 1998, p. 8).

Statistics Canada administered a 12-month follow-up survey to all Applicants. Following
this survey, Applicants who satisfied the SSP eligibility requirement were informed of their
SSP program status by mail in the 12th or 13th month after receiving their first IA cheque.®
Over 90 per cent of those deemed €eligible subsequently attended an information session
describing the program’ s benefits and requirements. Asin the Recipient study, these “eligible
Applicants’ were given one year in which to find a full-time job, leave income assistance,
and thus initiate SSP payments.

Baseline Characteristics of the Applicant Study Sample

Applicants who agreed to participate in the study and who completed a baseline interview
were randomly divided into a program group (1,648 members) and a control group
(1,667 members). Table 1.1 presents information on the baseline (that is, pre-random
assignment) characteristics of these participants, by study group. Due to sample attrition, not
all of the origina sample members completed the subsequent surveys. In this report, the
analysisisusually limited to the 2,371 participants who responded to the 72-month survey:
1,185 control group members and 1,186 program group members (hereafter referred to as the
“report sample”). These represented 72 per cent of the original study participants.

Applicants were primarily female and nearly one third were immigrants. Almost two
thirds of the sample had completed high school of which just over one third had some
additional post-secondary education. There were on average two children under 19 years of
age per household. Data from administrative records suggest that participants spent an
average of three months in receipt of income assistance in the two years prior to random
assignment. Monthly payments of income assistance for participants in the month of
recruitment averaged over $900.

®The program and control assignment letters were mailed from SSP offices. If the |etter was returned undeliverable it was
forwarded to the relevant | A caseworker and re-sent to the last known address in the BC Ministry of Human Resources
(MHR) IA information system. Only four letters were subsequently returned to the MHR as undeliverable by the post
office.

"About 10 per cent of the program group contacted the SRDC office for clarification of therules (Berlin et a., 1998, p .8).

8Applicantsin the program group became eligible for SSP if they received income assistance for 11 of the 12 months
following the initial month of 1A receipt. This required them to have spent at least 12 out of atotal of 13 months on income
assistance.



Table 1.1: Characteristics of Report Sample Members — Program and Control Groups in the
SSP Applicant Study

Program Control Difference  Standard
Baseline Characteristic Group Group (Impact) Error
IA history
Average number of months of IA in last two years 3.1 3.1 0.0 (0.2)
Average monthly IA payment at random assignment ($) 916 928 -12 (16)
Work history
Ever worked for pay (%) 97.9 96.9 1.0 0.7)
Worked in month before random assignment (%) 24.0 23.1 0.9 2.7)
Personal characteristics
Female (%) 91.7 93.2 -1.5 (1.1)
Under age 25 (%) 155 14.3 1.3 (1.5)
Less than high school education (%) 34.3 37.2 -2.9 (2.0)
High school graduate, no post-secondary education (%) 40.9 37.6 3.3* (2.0)
Some post-secondary education (%) 22.4 23.4 -1.0 (1.8)
First Nations ancestry (%) 7.2 8.7 -15 1.2)
Immigrant (%) 29.4 29.1 0.3 (2.9)
Physical limitation (%) 19.9 19.0 0.9 (1.6)
Emotional limitation (%) 5.8 8.0 -2.2%* (1.0)
Family structure
Average number of children (under 19 years) 15 1.6 0.0 (0.0
Never married (%) 21.6 25.1 -3.5%* 2.7)
Sample size (total = 2,371) 1,186 1,185

Sources. Calculations from basdline survey data and |1A administrative records.

Notes:  Two-tailed t-tests were applied to differences in characteristics between the program and control groups.
Statistical significance levels areindicated as* = 10 per cent; ** =5 per cent; *** = 1 per cent.
Rounding may cause slight discrepanciesin sums and differences.

The Effect of Random Assignment

Random assignment of participants to the program and control groupswas a crucial aspect
of the research design, because the program'’ s effects could not be determined by simply
examining outcomes (activities and experiences, such as employment) for the long-term |A
recipients who were offered the supplement. Inevitably some long-term 1A recipientswill leave
income assistance regardl ess of whether they have access to a program like SSP. Some find
jobs on their own, others find jobs as aresult of welfare-to-work programs operated by the IA
system, and still others leave income assistance because they get married, because their
children grow up, or for other reasons. It would be a mistake to give SSP the credit for
outcomes that would have occurred even in the program’ s absence. The random assignment
evaluation design was chosen in order to obtain valid measures of the difference SSP made.
Given a sufficiently large sample, random assignment ensures that the program and control
group have close-to-identical backgrounds and characteristics. Beyond the baseline
differences seenin Table 1.1, they should differ systematically in one respect only: program
group members were given the opportunity to participate in the supplement program, and
control group members were not. The difference between program group and control group
outcomes can therefore be used to measure the effects, or “impacts,” of the program.

As aresult of random assignment in SSP, the program group and control group presented
very similar characteristics. Differences between the program and control groupsin Table 1.1
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reflect the effect of random assignment and subsequent survey non-response. Appendix A
uses baseline and administrative record data available for the full Applicant sample to
investigate the potential biases created by non-response, given that 28 per cent of the original
study participants did not respond to the 72-month survey. Table 1.1 shows that there were
dlightly more program group members with a high school diploma but without further post-
secondary education: a statistically significant difference of 3.3 percentage points between
the two groups. Furthermore, fewer program group members reported emotional limitations
on their activity, and fewer were never married, than their control group counterparts.
Although the magnitude of these differences was small, differences in such characteristics
are typically associated with income assistance, employment, and earnings outcomes, which
have the potential to introduce a bias on impact estimates. Appendix A concludes that
although impacts based on the survey sample may overestimate SSP s reductionsin IA
receipt and |A payments to some degree, thisis not likely to be large enough to change the
major findings from the Applicant study.’

THE POLICY AND ECONOMIC CONTEXT FOR THE
APPLICANT STUDY

Applicants ability to respond to the supplement offer could have been affected by
changes over time in the economic and policy environment affecting single parents on
income assistance. For this study the relevant period was the mid to late 1990s. Since
Applicants were recruited between February 1994 and March 1995, the supplement take-up
window extended roughly from December 1994 until March 1997. Figure 1.1 provides an
indication of the timing of key eventsin the SSP Applicant study and in BC welfare policy.
The period studied in this report comprises the 72 months after random assignment
(including the month of random assignment) for each sample member. For example, for the
earliest sample members randomly assigned, the period studied is February 1994 through
January 2000; for those who were randomly assigned last, the period studied is roughly
March 1995 through February 2001.

During this time, British Columbia independently made avariety of changesto its A
program. The changes are detailed in the accompanying text box. Figure 1.1 indicates that
these policy changes occurred after all Applicants were randomly assigned. These policy
changes may have influenced participants’ decisions, to a certain degree, about how to
respond to the supplement offer.

9Program and control group characteristics could differ due to chance — when random assignment is unbalanced — or dueto
differential survey non-response — when individuals with certain characteristicsin the program group are more or less likely
to respond than similar individuals in the control group. When program and control group characteristics differ in away that
might plausibly affect response to an employment-rel ated intervention, impact estimates can be adjusted statistically to
compensate for the differences. A regression adjustment of thistype, based on 16 basdline characteristics (for example, having
less than ahigh school education), was undertaken for al impacts included in this report to ensure that findings were robust to
any baseline differences between program and control groups. These checks did not suggest that unadjusted impact estimates
would misrepresent genuine program impacts, and so unadjusted impacts are presented throughout this report.
pata issues meant the take-up window for some early recruits began in December 1994, rather than February 1995.
Because the |A system issues cheques in advance of the month of need but sample selection is based on verified payment
files, some sample members were issued cheques off-line for up to two months before they were sampled. For these
sample members, early cheques contributed to their qualifying period such that eligibility determination took place before
afull 11 months had elapsed following random assignment.
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Key Changes in the BC Income Assistance Program

e The earnings disregard. One of the major changes to the British Columbia IA system
involved the “earnings disregard” — the amount that recipients were able to earn without
reducing their IA benefit. Until April 1996 single parents who had received income
assistance for more than three months were eligible for a “flat rate” disregard of $200 per
month and, for up to 12 out of every 36 months, an “enhanced” disregard of 25 per cent of
earnings in excess of the $200 disregard. Effective April 1996 the flat rate disregard was
eliminated, and the 25 per cent disregard could be used for only 12 months in a lifetime.
This change increased the attractiveness of SSP over income assistance for family heads
who chose to work while receiving income assistance.

e Benefit payments in and out of work. In August 1996 British Columbia introduced a II
monthly “Family Bonus” of up to $103 (raised to $105 in 1999) per child per month for all II
low-income families. It simultaneously reduced IA benefits by the same amount. This II

change increased income for working poor families while leaving income for IA recipients II
unchanged. As a result, Family Bonus payments reduced the relative generosity of income II
assistance, lowering the incentive for both program and control group members to remain II
on income assistance. |A benefit levels were also made less generous in British Columbia II
in 1997, when the monthly benefit for a single parent with one child was reduced from II
$982 to $879.

e Sanctions and changed application process. Two other changes in the British
Columbia IA system are potentially important. In January 1996 sanctions were introduced
that prohibited anyone who quit a job without just cause from receiving income assistance
for six months. Thus, program group members who found full-time jobs and initiated
supplement payments might not be allowed to return to income assistance if they
voluntarily left those jobs (contrary to the original design of SSP). Later in 1996 the
process of applying for income assistance was made considerably harder. For example,
applicants were required to make advance appointments and to bring various documents
to their appointments, and the issuance of on-the-spot cheques was eliminated. These
changes would be expected to reinforce the effects of sanctions, potentially decreasing
receipt of income assistance by supplement takers who quit (or lost) full-time jobs.

The policy environment was not the only factor that could have affected the impact of
SSP. Economic conditions might also have been important. Although the Vancouver area
labour market did not undergo huge changes in the mid to late 1990s, the economy gradually
improved, with unemployment falling from 9.3 per cent in 1993 to 5.9 per cent in 2000.
From 1994 through 2000 the employment rate of 25- to 44-year-old women remained very
stable in British Columbia. The employment rate of younger women fell between 1994 and
1998, before increasing again from 1998 to 2000. During this same period the general
minimum wage increased from $5.50 per hour in January 1993 to $6.00 in April 1993, $6.50
in March 1995, $7.00 in October 1995, $7.15 in April 1998, and $7.60 in November 2000.
The net effect of these changesis unclear. On the one hand, the rise in the minimum wage
would probably raise wages for lower-skilled workers, increasing the attractiveness of work.
On the other hand, conventional economic models suggest that raises in the minimum wage
would lower demand for lower-skilled workers.
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Some of these changes (for example, in the minimum wage) are taken into account in later
report analyses. One advantage of random assignment is that it limits the extent to which
outside influences, such as changes in the policy and economic context, can bias the estimates
of the impact of SSP. Because both program and control group members experience changes in
the economic and policy environment at the same time, the presence or absence of the SSP
offer remains the key systematic difference between the research groups. However, economic
and policy changes are revisited in Chapter 6 where their potential effect on differences
between SSP’ s impacts for Applicants and Recipients is discussed.

RESEARCH QUESTIONS
The key questions of this report include the following:

Who took up the supplement? What reasons did people have for not taking up the
supplement? How did those who took it up differ from those who became inéligible
because they |eft income assistance within 12 months and those who were eligible for
the supplement but did not take it up? How often did supplement takers receive the
supplement and how much did they receive in supplement payments? What happened
when supplement payments ended? Chapter 2 addresses these questions.

Did the SSP program reduce Applicants overall reliance on income assistance and
increase their participation in employment and their earnings? Did the effects extend
beyond the period when parents could receive the earnings supplement? Did these
Impacts apply across al Applicants, or were some groups better able to take
advantage of the SSP offer than others? Chapter 3 addresses these questions.

Did the program result in increases in parents income and reductions in family poverty?
What effect did the program have on hardship and expenditure? Do some subgroups
among A pplicants benefit more than others? Chapter 4 addresses these questions.

Once administrative and operational costs have been taken into account, how much
did SSP for Applicants cost? The program offered a generous financial incentive in
compensation for lost assistance payments that could create net costs for government.
How far were these costs offset by increased payroll taxes and |A savings? Chapter 5
presents a benefit-cost analysis of SSP for Applicants and compares the balance of
government costs to family benefits with asimilar analysis of the SSP Recipient
study.

How did the results for Applicants differ from those for Recipients at the study’s
outset, during supplement receipt, and after supplements had been withdrawn? What
reasons could account for these differences? Chapter 6 considers what can be learned
from a comparison of results from the two main SSP studies.

What lessons for policy emerge from the Applicant study? SSP appears to increase
full-time employment, reduce IA receipt, increase income, and reduce poverty at low
cost to government. Chapter 7 assesses what policy-makers, practitioners, and
researchers can learn from the SSP Applicant study findings.
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Chapter 2:
Supplement Receipt

The central feature of the Self-Sufficiency Project (SSP) was the earnings supplement
payment to program group members. This chapter describes which program group members
became eligible for the supplement, which program group members received the supplement,
when they received it, and how much they received. It also looks at the reasons why some
program group members did not receive supplement payments. This analysis furthers
understanding of the nature of the program’s principal treatment: who took it up and how.

To examine supplement receipt, this chapter looks only at program group members
because only they were able to receive a supplement payment. This chapter does not examine
the control group and, therefore, does not examine the effectiveness or impact of the
program. For example, even though this chapter discusses the earnings of program group
members, it does not report the impact of SSP on earnings. Analysis of impacts requires the
earnings of the program group to be compared with the earnings of the control group.
Discussion of SSP'simpacts begins with Chapter 3.

SUMMARY OF FINDINGS

e Fifty-eight per cent of program group members became eligiblefor the
supplement by remaining on income assistance (1A) for ayear or more.

e Twenty-seven per cent of the program group received at least one supplement
payment. Diverse subgroups of program group members were about equally likely to
receive at |east one supplement payment.

e Lack of work wasthe main reason that eligible program group membersdid not
receive a supplement payment.

e Supplement receipt roserapidly in the second year after random assignment. It
peaked in Month 27 when 36 per cent of eligible program group members received a
supplement payment. Subsequently, receipt declined slowly until Month 48 and then
dropped sharply as the three-year window for supplement payments ended.

e Supplement takersusually received generous, virtually uninterrupted benefits
over several years. On average, takers received nearly $20,000 in supplement
payments. Half of supplement takers received benefitsin 29 months or more during
the three-year period for supplement payments.

e SSP gavethe most generous benefitsto takerswho worked the most months full
time and to takerswho earned the least while they worked.
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RESPONSES TO THE SUPPLEMENT OFFER
There were three possible responses to the supplement offer:

e Program group members could avoid becoming eligible for the supplement by
leaving income assistance within one year of random assignment (as did 42 per cent
of program group members). High school graduates and those without employment
barriers were more likely to become ineligible.

e Program group members could become eligible and take up the supplement by
leaving income assistance in the second year for full-time employment (27 per cent of
program group members). Those who completed high school were about equally
likely to take up the supplement as those who did not complete high school. Those
with employment barriers were about as likely to take up the supplement as those
without employment barriers.

e Program group members could become eligible and not take up the supplement
(31 per cent of program group members). The least educated and those with
employment barriers were more likely to become eligible but not receive supplement
payments.

The remainder of this chapter explores these responses and the reasons for them.

Reasons for Not Becoming Eligible for the Supplement

More than 4 out of every 10 program group members left income assistance before
becoming eligible for the SSP supplement. This group isimportant because it forms alarge
proportion of the program group and, consequently, has a substantial influence on the overall
impacts of SSP. As this section notes, almost half never went back to income assistance
during the study period, while a sizable minority returned to income assistance within a year.

During focus groups, ineligible program group members gave reasons for leaving income
assistance that ranged from getting more money to placing a high value on self-reliance and
the work ethic. Some felt being an IA recipient conflicted with their own sense of self-
identity. “You know, | am an adult; | can take care of myself,” said one ineligible focus
group participant.

Some ineligible program group membersin the focus groups said they had little problem
finding work, while others experienced considerable difficulty. Some had to overcome
barriers of health, depression, or child care in order to leave income assistance. However, all
working focus group members expressed enthusiasm for their jobs. “1 love my job,” said one
participant. Virtually all said that working was substantially better than remaining on income
assistance.!

Ineligible focus group members did not spontaneously mention SSP as a factor in their
decision to leave income assistance, but most recalled the program when reminded of it.

“The 12-month survey recorded additional reasons for leaving income assistance. Eleven per cent of ineligible program
group members had |eft income assistance by the time of the 12-month survey because they had received support from
their spouse or partner. Another six per cent left income assi stance because they got married.
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Berlin et al. (1998) conclude that most ineligible focus group members paid little attention to
SSP because the supplement offer held little importance to them. Most planned to go back to
work soon and did not want to stay on income assistance for a year in order to receive the
supplement. Only three ineligible program group members in the focus groups said they were
tempted to remain on income assistance in order to receive the supplement. The rest were
anxious to leave income assistance and get on with their lives. “1 had no intention of sitting
on welfare for ayear just to qualify,” said one focus group member. “1 just wanted to get
back to work,” said another.

A large group of ineligible program group members were successful in leaving income
assistance and working full time. Once they had become ineligible, 46 per cent of ineligible
program group members did not return to income assistance during the study period. They
worked extensively, for an average of 37 months of full-time employment between the time
they became ineligible and the end of the study period.

In contrast, 37 per cent of ineligible program group members had returned to income
assistance — at least briefly — within a year after becoming indligible. Unsurprisingly, this
group spent more time on income assistance and less time working full time than other
ineligible program group members. After becoming ineligible for the supplement, they
received, on average, about two more years of income assi stance payments and worked full
time for an average of another two years during the study period. It is possible that some of
these ineligible people who nonethel ess returned to income assistance might have worked
more if they had been eligible for the supplement.

Reasons for Becoming Eligible for the Supplement

Fifty-eight per cent of program group members remained on income assistance long
enough to become eligible to receive the supplement. Those with less education and barriers
to employment were more likely to become eligible than those with high school diplomas
and no barriers to employment.

In focus groups, eligible participants said that they did not leave income assistance
because of their inability to find work, the lack of transportation for job search, and the
shortage of jobs with reasonable wages. Others were more likely to mention their concerns
over child care and their desire to remain on income assistance until their children were old
enough to start school. Other personal factors may also have affected participants' ability to
leave income assistance. Eligible focus group members were sometimes suffering from low
self-esteem or recovering from a marital breakdown.

Berlin et a. (1998) find that a small percentage of the entire program group (3.1 per cent)
delayed leaving income assistance in order to take advantage of the SSP supplement. This
experimental result was confirmed in focus groups where only one participant mentioned
staying on income assistance longer in order to receive the supplement. Most eligible focus
group members said they remained on welfare because of circumstancesin their lives rather
than the opportunity to receive the supplement.

The second column of Table 2.1 shows the percentage of different subgroups who
became eligible for the supplement. Less-educated participants were more likely to become
eligible than high school graduates. Those who had more children were more likely to
become eligible than those with fewer children. In contrast, those who were working or
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looking for work at baseline were less likely to become eligible than other participants.
Similarly, those who said that full-time employment was their greatest single need were less
likely to become eligible than those who expressed different needs. In short, those who were
most able and willing to work were most likely to leave income assistance within a year and
avoid becoming eligible for supplement payments.

Table 2.1: SSP Supplement Eligibility and Take-Up, by Subgroups

Received Supplement,

Percentage of as a Percentage of
Sample Program Group, Program
Group Size Eligible Eligible Group
Program group 1,186 58.3 47.2 27.5
Job readiness at random assignment
Graduated from high school
Yes 736 54.8 53.6 29.4
No 385 63.9 37.8 24.2
Employment status
Employed full time 108 39.8 67.4 26.9
Employed part time 221 45.7 55.5 25.3
Not employed, looking for work 315 57.5 49.2 28.3
Neither employed nor looking for work 515 68.2 40.5 27.6
Family structure and background
Age of sample member at random assignment
19-29 426 58.0 50.6 29.3
30-39 525 61.5 47.7 29.3
40 and older 234 51.3 39.2 20.1
Number of children at random assignment
One 592 57.1 47.0 26.9
Two 369 62.6 50.7 31.7
Three or more 176 68.2 40.8 27.8
Family background
Immigrant status
Born in Canada 836 55.9 51.2 28.6
Not born in Canada 348 64.1 38.6 24.7
Barriers to employment
Reported physical or emotional condition that
limited activity
Yes 270 58.2 33.1 19.3
No 907 58.1 51.2 29.8
Depression
At risk of depression 629 59.8 44.7 26.7
Not at risk 551 56.3 50.7 28.5
Self-expressed greatest need
Full-time employment 349 46.7 59.5 27.8
Something else / Don't know 786 64.1 44.3 284

Sources. Baseline survey data, |A administrative records, and SSP's Program Management Information System.
Notes: Subgroups are defined according to characteristics a random assignment.
Rounding may cause slight discrepanciesin sums and differences.
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SUPPLEMENT TAKE-UP AMONG DIFFERENT SUBGROUPS

Once €ligible, program group members had 12 months to find full-time employment,
leave income assistance, and begin to receive the supplement. Twenty-seven per cent of all
program group members received at |east one supplement payment. Despite representing
only a quarter of the program group, this group was critical to the effectiveness of SSP. The
incentives to leave income assistance and work full time fell aimost entirely upon this small
group because they were the ones who actually received supplement payments. In addition,
this group could, and often did, receive payments for up to three yearsif they continued to
stay off income assistance and work full time. As a consequence, this small group of
supplement takers accounted for most of the impacts of SSP that are reported in subsequent
chapters of this report.?

The percentage of takers among eligible program group membersis higher at 47 per
cent as shown in the third column of Table 2.1.% That column also shows that the subgroups
least likely to become eligible for the supplement were those that, once eligible, were most
likely to take up the supplement. Thisis not surprising because the ability and willingness
to find work were key factors not only in leaving income assistance within the first 12-
month period (thus becoming ineligible for the supplement), but also in leaving income
assistance for full-time employment in the second 12-month period (and qualifying for the
supplement).

For example, 68 per cent of eligible program group members who were working full
time at baseline took up the supplement. But among those eligible program group members
who were neither employed nor looking for work at baseline, only 40 per cent took up the
supplement. Among those eligible, high school graduates were more likely to be takers
than those who did not complete high school. Eligible program group members who stated
that their greatest single need was full-time employment were more likely to take up the
supplement than those who had other priorities. In contrast, take-up was lower among those
who were over 40 years of age at baseline, who had three or more children, or who stated
that they had a physical or emotional condition that limited their activity.

The right-hand column of Table 2.1 shows the proportion of all program group
members — those who became eligible and ineligible combined — who took up the
supplement. Aside from physical or emotional disabilities, there were few large differences
in this take-up rate among different subgroups. Those at the study outset who were
younger, employed, or better educated were approximately as likely to take up the
supplement as those who were older, unemployed, or less well educated. Therefore, the
supplement was equally popular across a broad range of characteristics and circumstances.

This similarity across different groups arises because certain characteristics could be
associated both with increasing the probability of receiving the supplement at one stage of
the program and with decreasing the probability at another stage. For example, high school

23sp could have had asmall influence on both inel igible program group members and eligible non-takers. For example, the
supplement might have caused either group to look for full-time work. However, they may have received ajob offer either
too soon or too late to receive the supplement. It is reasonabl e to assume that these effects are relatively minor compared
with the effect of SSP on those who actually received supplement payments.

%n other words, ineligible program group members are excluded in the calculation of the percentages in third column of
Table 2.1. The fourth column of Table 2.1 presents the number of supplement takers as a percentage of all program group
members (including eligibles and ineligibles).
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graduates were less likely to become éligible for the supplement but were more likely to
receive the supplement after they became eligible. The reverse was true for program group
members who had not graduated from high school. Consequently, across the entire program
group, the percentage of takers among high school graduates was similar to the percentage of
takers among those who did not graduate from high school.

However, supplement take-up was lower among program group members reporting a
physical or emotional condition that limited activity.

In conclusion, diverse groups responded differently to the incentives at different stages of
the program. However, these responses approximately offset each other so that these diverse
groups were about equally likely to take up the supplement. Different take-up rates might
emerge among different groupsif the incentives of SSP were changed at different stages of
the program. For example, if program group members had to remain on income assistance for
two years to become dligible for SSP, then the most highly educated might have had
substantially lower take-up rates than the less educated.

Why Did Eligible Program Group Members Not Take Up the Supplement?

A third of the program group became eligible for the supplement but did not receive a
supplement payment. For the most part, this was due to their inability to find enough work
rather than alack of interest in SSP.

Nearly 80 per cent of eligible non-takers surveyed at 30 months after random
assignment said they were interested in SSP. Usually these “édligible and interested” non-
takerstried to find full-time work but did not succeed in time to receive the supplement.
Seventy-one per cent of eligible and interested non-takers said they had looked for work
between random assignment and the 30-month survey. Nearly 60 per cent of eligible and
interested non-takers said that they did not take up the supplement because they could not
get ajob or enough hours of work or did not think they would be able to find ajob, as
shown in Table 2.2. It is possible that a substantial portion of these eligible and interested
non-takers might have taken up the supplement if they had been given more time for
finding work or more assistance in their job search.

However, it might have been more difficult to make the supplement more appealing
to the 22 per cent of eligible non-takers who said they were not interested in SSP.
Table 2.2 shows these eligible non-takers were more likely to say that they did not take
up the supplement because of personal and family responsibilities, alack of
understanding of SSP, or adesire to return to school. Table 2.2 shows that only 22 per
cent cited poor employment prospects. Most (58 per cent) had not looked for work
between the baseline survey and the 30-month survey. It is possible that more
information about SSP might have made the supplement more appealing to those who
lacked understanding of SSP.
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Table 2.2: Eligible Non-Takers’ Main Reasons for Not Taking Up the Supplement

Eligible Non-Takers

Proportion of Those
Interested in SSP  Not Interested in SSP

Main Reason for Not Taking Up the Supplement All (%) (%) (%)

Labour market reasons

Unable to find a job 295 35.5 8.8
Unable to get enough hours 14.6 16.9 7.4
Did not think | could find a job 6.5 6.9 5.9
Any labour market reason 50.6 59.3 22.1
Personal and family

Personal, family responsibilities 16.8 13.7 27.9
Did not want to use child care 25 1.6 5.9
Could not find adequate child care 1.9 2.0 15
Health problems 8.4 9.7 4.4
Other reasons

Did not understand offer 5.0 2.4 11.8
Wanted to complete education/training 3.7 2.0 10.3
Not enough experience/skills/education 1.6 1.6 15
Wasn't worth it 1.9 0.4 7.4
Other 7.8 7.3 7.4
Sample size 322 248 68

Sources.  30-month survey and SSP's Program Management Information System.
Notes:  Theresponses of six participants are included only in the first column because there is missing information about their interest in
SSP.

Therefore, SSP had strong appeal to alarge portion of program group members who
were prevented from taking up the supplement because they could not find sufficient work.
A sizable minority had little interest in SSP. These people were more likely to cite non-
market reasons — their family or personal situation — for not taking up the supplement.
This group would be less likely to respond to the financial incentives of SSP.

PATTERNS OF SUPPLEMENT PAYMENTS

This section describes, for takers who received the supplement, how much they
received and how often they received supplements. In doing so, it shows how SSP
program rules successfully directed a generous subsidy to long-term welfare recipients
who left income assistance to work full time for low pay. This pattern of supplement
receipt informs understanding of the effects of SSP on the labour market participation
(see Chapter 3) and incomes (see Chapter 4) of 1A recipients. The magnitude and timing
of the supplement payments will also help in understanding the cost-benefit analysis of
SSP (see Chapter 5).
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SSP eligibility rules meant that no supplement payments were paid before Month 12
after random assignment. Once €ligible, program group members had a year to find full-
time work and, subsequently, up to three years to receive the supplement. Asa
consequence, supplement receipt had all but ended by Month 60 after random assignment.
The exact timing of supplement payments can be seen in Figure 2.1. The upper linein
Figure 2.1 shows the percentage of all eligible program group members receiving a
supplement payment in each month after Month 12.* Supplement receipt increased rapidly
during the 12-month period that eligible program group members had to take up full-time
work and qualify for the supplement. By Month 27 supplement receipt among eligible
program group members peaked at 36 per cent.® Over the following two years the full-time
employment rate among takers fell. Thus supplement receipt among those eligible fell
slowly to 29 per cent by Month 48. After Month 48 monthly supplement receipt fell rapidly
as takers reached the end of the three-year period for receiving supplement payments.®

Some takers made an early start on finding full-time work. More than a quarter of takers
were working full time in the months before they became eligible for the supplement.” Nearly
two thirds of these full-time takers took up the supplement within 90 days of their eligibility
date. Other takers either delayed their job search or needed more timeto find full-time
employment. Consequently, they took up the supplement later. Of those takers who were not
working full time when interviewed for the 12-month survey, nearly half took more than
200 days to take up the supplement after they became eligible.?

Some evidence of delayed take-up can be aso be inferred from the number of eligible
program group members who took up the supplement in each successive month as a
proportion of those who were digible but had yet to take it up.® This proportion nearly tripled
from under three per cent in the 9th month of being eligible to eight per cent in the 12th
month. It is possible that some program group members were not able to take up the
supplement because they did not start their job search soon enough. They may have been able
to take up the supplement if they had had more time to look for full-time employment or had
received more assistance in their search.

*Fi gure 2.1 records the month after random assignment that the supplement chegue was issued rather than the actual (earlier)
month when the program group member earned the supplement. The difference between the two dates was caused by the
time needed to submit, verify, and process applications for the supplement.

5Dependi ng on their hours of work, supplement takers could receive a supplement payment in some months but not in
others. As aresult, the percentage of eligible program group members receiving the supplement in any one month is lower
than the 47 per cent of eligible program group members who ever received a supplement payment in any month. For
example, one quarter of all takers — people who had ever received a supplement payment — did not receive a supplement
payment in the month with the highest supplement receipt: Month 27.

A very similar pattern is seen in the percentage of all program group members receiving the supplement in a given month,
albeit the proportions are lower when expressed as a fraction of both ineligible and eligible program group members.

7Nearly two thirds of takers were either employed at the time of the 12-month survey or had looked for work in the previous
four weeks, compared with one third of non-takers. Persons could work full time and receive income assistance because |1A
payments did not automatically stop for single parents in BC who worked full time during the period of this study.
Additional earnings did not immediately result in adollar-for-dollar reduction in | A benefits.

8Eighty-five per cent of eligible respondents answered the 12-month survey between 30 and 60 days prior to becoming
eligible for the supplement.

9Thistype of percentage is frequently used to understand |abour markets. It is called a“hazard rate.” For example, suppose
there were 99 participants. If 33 of the 99 were to take up the supplement in each of the first three months of eligibility, the
hazard rate would be 33.3 per cent in Month 1 (100 X 33/99), 50 per cent in Month 2 (100 X 33/66), and 100 per cent in
Month 3 (100 X 33/33).
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Supplement Takers During and After Supplement Receipt

This section briefly looks at what happened to supplement takers during the time they
were receiving the supplement and after the supplement ended. Figure 2.2 shows the
percentage of takers receiving the supplement during months since the first supplement
chegque was issued. Everyone (100 per cent) received their first cheque in Month 1, but only
dlightly over half of all takers received a supplement in Month 35. Most of thefall in
supplement receipt during this period occurred early on, presumably dueto job loss.
Subsequently, supplement receipt dropped dramatically as the supplement was withdrawn
after Month 36. This withdrawal of the supplement was dubbed “the cliff.”

There was considerable concern at the outset of SSP that the end of generous supplement
payments could cause participants to leave full-time employment and return to income
assistance, potentially increasing poverty for themselves and their families. However,

Figure 2.2 shows that the cliff was not associated with any noticeable change in the full-time
employment rates or the | A receipt rates of takers.'® This suggests that the end of the
supplement was not associated with substantially increased hardship for takers as a whole.

Amount and Duration of Supplement Payments

As intended by the program design, SSP provided a generous benefit for program group
members who quickly found full-time work after becoming eligible for the supplement. The
benefits of SSP were particularly generous to those who worked full time for many months at

low pay.

The overall generosity of SSP can be seen in Table 2.3. SSP provided takers with an
average of $19,507 in supplement payments. Takers received an average of $776 per month
during months of supplement payment.* In addition, SSP gave most takers a dependable
source of support for a substantial period of time. Half of supplement takers received
paymentsin at least 29 months over athree-year period. Most often, they received these
monthly paymentsin a single consecutive spell or in two spells with asingle break.*
Frequent interruptions in supplement payments would have been a sign that takers had a
continuing struggle to maintain full-time employment or had an uncertain commitment to
full-time employment.

%The effect of the cliff was noticeable among asmall group of takers that might be most affected by the cliff — those who
received a supplement payment in at least five of the six months prior to the end of supplement payments. The total
income of this “cliff sample” dropped about 18 per cent between the 48-month survey (before the cliff) and the 72-month
survey (after the cliff). The complete loss of the supplement was partially offset by arise in other transfers. Earnings
remained essentially unchanged. 1A payments slightly increased but were a small portion of income before and after the
cliff.

llBy design, takers had to give up IA benefits to receive supplement payments. For takers, |1A benefits averaged $952 a
month in the first 12 months after random assignment. For government, the reductionsin 1A benefits substantially offset
the cost of the supplement.

12OnIy 16 per cent of takers had more than one temporary interruption of supplement payments. A series of monthly
supplement payments counted as a consecutive spell of paymentsif there was no two-month period without a payment.
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Table 2.3: Supplement Receipt Among Supplement Takers

25 Per Cent 50 Per Cent 75 Per Cent
Received Less Received Less Received Less
Measure Than or Equalto  Average Than or Equal to Than or Equal to
Total supplement payments ($) 12,543 19,507 19,603 27,072
Supplement payments per month of receipt ($) 636 776 811 959
Months of supplement receipt 18 25 29 34
Average number of spells 1.0 1.7 1.0 2.0
Length of longest spell 13 22 22 34
Sample size (total = 326) 82 326 163 245

Source:  SSP's Program Management Information System.

To encourage full-time employment, SSP paid supplements to takers only for monthsin
which they worked full time.”® Given thisrule, it is unsurprising that takers who worked full
time in more months also received supplement payments in more months.** These differences
in full-time employment resulted in considerable variation in the months of supplement
receipt. Table 2.3 shows that 25 per cent of takers received 18 or fewer months of
supplement payments, while another 25 per cent of takers received 34 months of payments or
more. Also unsurprisingly, takers who had more months with supplement payments also
received more supplement dollars in total than takers who had fewer months with supplement
payments, as shown in Table 2.4.

In order to “make work pay,” SSP was designed to pay more to workers with the lowest
full-time earnings and less to those earning more. As aresult of these rules, workers with
below-average monthly earnings received higher supplement payments than those workers
with above average monthly earnings.” Partly as aresult, thereis substantial variation in the
monthly supplement payments received by takers. Table 2.3 shows that 25 per cent of
recipients received an average monthly supplement payment of $636 or |ess, while another
25 per cent received average payments of $959 or more.

SSP directed the most supplement dollars to takers who had the most full-time work and
to takers who earned the least while working full time. As aresult, some takers received
substantially more than others. Table 2.5 shows that total supplement payments averaged
almost $32,400 for the 25 per cent of takers who received the most money from SSP. That is

BThe program allowed some episodes of low work hours without cutting off supplement payments. To reduce the need to
return to income assistance whenever problems arose, full-time employment was defined as 30 hours per week (although
most full-time job schedules are for 35 to 40 hours), and hours were averaged over afour-week or monthly accounting
period. Thus, supplement takers usually were not penalized for brief absences — to take care of asick child, for example.
In addition, if average hours worked fell below 30 hours per week for afour-week or monthly period, the supplement was
pro-rated the first and second time this happened during a 12-month period. For the third and subsequent periodsin which
the 30-hour requirement was not met during a year, no supplement payment was made, ensuring that less-than-full-time
employment did not continue to be rewarded. However, the system allowed supplement takers another two reduced-
payment periodsin each of the two subsequent 12-month periods.

14During the three-year period for supplement payments, those who worked full time in more than 30 months received an
average of 32 months of supplement payments, while those who worked full time in 15 months or less had an average of
only 12 months with supplement payments.

15Average monthly earnings for a participant is the sum of monthly earnings between the month of the first supplement
payment and the month of last supplement payment divided by the number of monthsin this period. If takers had below
average earnings during the months between take-up and their last supplement payment, then they received an average of
$658 a month in supplement payments in those same months. If they had above average monthly earnings, they received
an average of $552 a month.
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about five times more than the average total supplement payment received by the bottom

25 per cent. More than 4 out of 10 supplement dollars went to the 25 per cent of supplement
takers who received the most in supplement payments, while less than 1 in 10 supplement
dollars went to the bottom 25 per cent of takers. As expected, the top 25 per cent of
supplement takers had more months of full-time employment and lower average monthly
earnings than the bottom 25 per cent of supplement takers.

Table 2.4: Supplement Payments Among Supplement Takers, by Months of Receipt

Number of Percentage of All Average Total
Supplement Takers Supplement Takers Supplement Payments ($)

Months of supplement receipt

1to 11 months 47 14.4 3,865
12 to 23 months 72 22.1 15,143
24 to 35 months 170 52.1 23,790
36 months or more 37 11.3 28,193
All supplement takers 326 100.0 19,507

Source:  SSP's Program Management Information System.

Table 2.5: Amount of Supplement Payments, Among Supplement Takers Ranked by Quartile

Number of Average Percentage of All Cumulative
Supplement  Supplement Supplement Percentage of All
Takers Payment ($) Payments Payments
Supplement takers whose
payments were among the
Highest 25 per cent 81 32,394 41.3 41.3
Second-highest 25 per cent 82 23,381 30.1 71.4
Third-highest 25 per cent 81 16,226 20.7 92.1
Lowest 25 per cent 82 6,145 7.9 100.0
All takers 326 19,507 100.0 100.0

Source:  SSP's Program Management Information System.

CONCLUSION

This chapter has shown that more than 40 per cent of program group members | eft
income assi stance before becoming eligible for supplement payments. About half of the
remaining eligible program group members found full-time work in time to receive
supplement payments. Most of the remaining eligible program group members said that they
were interested in SSP but could not find enough work to take up the supplement.

Twenty-seven per cent of the program group took up the supplement. Most takers
received years of generous, virtually uninterrupted supplement benefits. The most generous
SSP payments went to those who steadily worked full time and to those who received low
earnings. Therefore, SSP was successful in directing most of its benefits to those who |left
welfare for steady, full-time work. It was successful in helping to “make work pay” by
directing most of its benefits to those with low labour market earnings. What this chapter
cannot say is whether these benefits caused program group members to work full time sooner
and longer with SSP than without SSP. In order to do that, the labour-market behaviour of
the program group must be compared with the labour-market behaviour of the control group,
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who did not receive the supplement offer. The difference between these two groups — the
impact of the program — is the subject of the next chapter. Whether these benefits increased
the incomes of the program group relative to the control group is the subject of Chapter 4.

Whether the generous benefits of SSP are a cost-effective use of public fundsis the subject of
Chapter 5.
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Chapter 3:
Impact of SSP on Income Assistance and
on Employment

This chapter considers how the offer of a generous earnings supplement affected income
assistance (1A) use and employment. Specifically, the chapter estimates the impact of the
Self-Sufficiency Project (SSP) on IA receipt and average |A payments, and on full-time,
part-time, and total employment. The effects on earnings, hours, and wages are also
presented, followed by a discussion of whether SSP improved employment stability and
duration and wage growth. Finally, cumulative impacts over the entire study follow-up
period are reported.

SUMMARY OF FINDINGS

Theincentiveto remain on income assistance for ayear in order to receivethe
SSP supplement only modestly increased | A receipt and had no effect on full-
time employment. During the first year after random assignment, SSP had increased
|A receipt by 3.9 percentage points. The one-year 1A receipt requirement had no net
effect on full-time employment in the first year.

SSP increased full-time employment and reduced I A receipt for five years. From
the second year onwards, SSP significantly reduced 1A receipt and IA payments
through to the sixth year of follow-up, while simultaneously increasing full-time
employment in each of those years. The impacts were largest in Y ear 3, when SSP
reduced 1A receipt by 10.3 percentage points and increased full-time employment by
11.7 percentage points.

The supplement reduced | A paymentsfor a broad range of program group
members. For the most part, SSP’'s impacts on |A paymentsin Year 3and Year 6
were evenly distributed among members of subgroups defined by participants
characteristics at random assignment.

Program group member s ear ned mor e because of SSP through the sixth year of
thefollow-up period. SSP' s impacts on full-time employment translated into
substantial gainsin earnings for program group members. In Y ear 3 average earnings
for program group members had increased by $2,405 per year.

Impacts on earnings differed for participants who wereworking at random
assignment. In Year 3 SSP increased earnings among only those participants who
were not working full time at random assignment. After the supplement was no
longer available, in Y ear 6, program group members who were working full time at
random assignment earned substantially less on average than their counterpartsin the
control group.
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e SSP encouraged stable full-time employment of relatively long durations. SSP
significantly increased the proportion of participants who had employment spells that
lasted at least three years. Of the program group members who would not have
worked in the absence of SSP, most worked in asingle full-time employment spell,
rather than two or more spells of employment interrupted by unpaid work.

e Program group memberswho worked full time because of SSP experienced
wage growth of 20 per cent. SSP increased the proportion of program group
members who worked full time at the end of the second and sixth year after random
assignment and experienced 20 per cent wage growth.

e Over theentirefollow-up, SSP significantly and substantially increased
earningswhilereducing | A payments. The large and sustained impacts on full-
time employment and IA receipt led to considerable impacts on earnings and
reductionsin IA payments. In the first 71 months after random assignment, program
group members each earned $7,859 more on average than control group members.
Their average |A payments were also $3,362 lower during the same period.

IMPACTS ON INCOME ASSISTANCE

In order to receive the earnings supplement, program group members needed to leave
income assistance. In the Applicant study, program members also needed to establish eligibility
for the supplement by first remaining on income assistance for 12 of the 13 months following
their first month of 1A receipt. This section considers whether SSP affected participants use of
income assistance over the course of seven years following random assignment.

IA Receipt

At the outset of the SSP experiment, members of both the control and program groups
had all received income assistance for at least one month, as Figure 3.1 demonstrates. This
figure shows the proportion of program group and control group members who had received
income assistance in each of the 84 months after random assignment. The behaviour of
control group members, because they were not offered any incentives, represents what might
be expected of typical IA applicants. The impact — or the difference between the program
and control groups — isillustrated by the dashed line.

Figure 3.1 confirms that many applicants required only temporary assistance. Among
control group members, |A receipt fell at afairly constant rate throughout the follow-up
period. Seven years after they had first applied for welfare, only 19 per cent of the control
group received income assistance.

Although the offer of a generous supplement, conditional on one year of 1A receipt, did
encourage some program membersto delay their exit from income assistance, Figure 3.1
suggests that the size of the “ delayed-exit” effect was modest. SSP significantly increased 1A
receipt in months 4 through 11. In these months the impact ranged from four to seven
percentage points.”

YA recei pt is not exactly 100 per cent at random assignment because the first month of | A receipt was prior to random
assignment for a small number of sample members.
’SeeBerlinet al. (1998) for an andysis of the entry and delayed exit effects.
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At the start of the second year eligible program group members could initiate the
supplement by taking up full-time work and leaving income assistance. At thistime 26 per
cent of the program group members were working full time. Figure 3.1 provides evidence
that the incentive provided by the supplement successfully accelerated program group
members exit from welfare. At the end of the first year roughly the same proportions
received income assistance in both groups — about 62 per cent. Over the course of the
second year of follow-up, 1A receipt fell more rapidly among program group members than
among control group members, leading to large and statistically significant impacts.

For nearly five years, from months 17 through 74, SSP significantly reduced IA receipt. The
impact was largest in the months of the three-year period that supplement takers were eligible to
receive the supplement. At its peak, in Month 27, the impact was nearly 13 percentage points.

Importantly, program group members were still less likely to receive income assistance,
even after the three-year supplement receipt period had elapsed. However, because | A receipt
remained relatively constant among program group members during the last year of the
follow-up, eventually the difference compared with control group members became
statistically insignificant.

The proportions of program and control group members who received income assistance
in each of the seven years after random assignment, shown in Table 3.1, confirm the findings
from Figure 3.1. Thefirst panel indicates that SSP had a significant impact on |A receipt in
thefirst six years of the follow-up. That SSP increased |A receipt in thefirst year provides
further evidence of a delayed exit effect. The impact was relatively small, just under four
percentage points.®

In years 2 though 6, SSP significantly reduced IA receipt. The largest reduction, of
10.3 percentage points, occurred in Year 3. In Y ear 5 supplement takers had begun to lose
eigibility for the supplement, and by Y ear 6 no participants were eligible for the supplement.
Although the supplement offer no longer created an incentive to remain off income
assistance in years 5 and 6, SSP continued significantly to reduce 1A receipt. By the seventh
year, the impact had declined such that it was no longer statistically significant.

IA Payments

The previous sections show that SSP reduced | A receipt in years 2 through 6. It is not
surprising, therefore, that the second panel of Table 3.1 shows that |A payments were also
reduced in these years. In the third year of the follow-up, program group members received
an average of $1,117 lessin |A payments than control group members. This was the largest
annual reduction. In the last year of the study, the reduction had fallen to $209 and was no
longer statistically significant.

Although SSP significantly increased A receipt in the first year of the program, SSP did
not significantly increase average |A payments. Although SSP did encourage a small group
of program group members to remain on income assistance in order to become eligible for
the supplement, some might have been combining IA receipt with earnings, thereby lowering
their monthly 1A payments.

*Berlinet al. (1998) report a“ delayed exit” effect of 3.1 percentage points, representing the impact on the proportion who
stayed on income assistance for 12 out of the initial 13 months (and thus who “qualified” for the supplement offer). Thisis
different from the impact on monthly average IA receipt of 3.9 percentage points reported here.
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Table 3.1; SSP Impacts on Income Assistance

Outcome Program Group Control Group  Difference (Impact) Standard Error
Monthly rate of IA receipt (%)

Year 1 74.5 70.6 3.9%* (1.4)
Year 2 49.7 54.7 -5.0%** (1.8)
Year 3 30.9 41.2 -10.3*** (1.8)
Year 4 25.8 325 -6.7*** 1.7)
Year 5 21.9 27.1 -5, 2%xx (1.6)
Year 6 19.6 23.2 -3.6** (1.6)
Year 7 18.9 20.7 -1.8 (1.5)
Average IA payments ($/year)

Year 1 8,580 8,312 268 (204)
Year 2 5,720 6,390 -670%** (231)
Year 3 3,120 4,237 -1,117%** (194)
Year 4 2,475 3,259 -784xxx (178)
Year 5 2,081 2,712 -631*x* (168)
Year 6 1,825 2,280 -455*** (159)
Year 7 1,825 2,035 -209 (158)
Sample size (total = 2,371) 1,186 1,185

Source:  Calculations from IA administrative records.
Notes:  The estimates for each year, with the exception of payment estimates, are calculated by averaging the four quarterly estimates.
Sample sizes vary for individual measures because of missing values.
Two-tailed t-tests were applied to differences between the outcomes for the program and control groups.
Statistical significance levels areindicated as* = 10 per cent; ** =5 per cent; *** = 1 per cent.
Rounding may cause slight discrepanciesin sums and differences.

IMPACTS ON IA PAYMENTS BY SUBGROUP

While there is no doubt that the supplement offer encouraged many welfare applicantsto
leave income assistance, it is possible that SSP hel ped some applicants more than others. If
SSP were more effective for single parents with particular characteristics, for example those
with better educational attainment or with fewer employment barriers, this would improve
the understanding of how incentives work. Furthermore, such results might suggest waysin
which policy-makers could design programs that target different subgroups of |A applicants.

This section examines whether SSP’simpacts on 1A payments differed across severa
subgroups defined by participants’ characteristics at random assignment, including
educational attainment, employment status, family structure and background, and barriersto
employment. Because participants characteristics at random assignment determined
subgroup membership, any difference, within each subgroup, between program and control
group members' post-random assignment outcomes can be attributed to SSP.

SSP’'simpact on |1A paymentsin years 3 and 6 are reported in Table 3.2 for a number of
different subgroups. Y ear 3 was selected because the largest overall impact on |A payments
occurred in this year. The longer-term effect of SSP within different subgroupsis
demonstrated by the impactsin Y ear 6.
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While impacts between subgroups may appear different, it is possible that such variation
occurred by chance and does not represent an actual difference that would occur in the
Applicant population. A statistical test is used to determine whether the variation in impacts
should be considered evidence of an actual difference. The results of these tests are reported
in the table column beside the standard errors.*

Table 3.2 shows that SSP benefited a wide range of welfare applicants. It would appear
that the supplement was equally effective at reducing A payments for group members
regardless of their characteristics at random assignment. The impacts were not significantly
different for virtually al of the subgroups shown in the table. However, in Y ear 6 SSP was
more effective among those with low labour market participation at random assignment.

IMPACTS ON EMPLOYMENT

While reducing I A receipt was an important goal of the SSP experiment, the program
also aimed to encourage self-sufficiency through full-time employment. A reduction in
Income assi stance does not necessarily trandlate into impacts on full-time employment.
Welfare recipients may leave welfare for anumber of other reasons, including marriage or
receipt of other government transfers. This section describes the effect that SSP had on
participants employment behaviour.

Full-Time Employment

Just under 14 per cent of both the program and control group members were working full
time when they began participating in the SSP experiment. Figure 3.2 indicates that full-time
employment increased steadily as time passed since the initial welfare application. Over the
course of the first year, when it was necessary for program group members to remain on
income assistance in order to qualify for the SSP supplement, full-time employment within
the program and control groups was similar.

After the first year full-time employment among program group members rose quickly
until around Month 45 when just under half of the program group worked full time. Full-time
employment within the program group remained fairly constant throughout the remainder of
the follow-up period.

The combination of the initial rapid increase followed by a sustained steady rate of full-
time employment in the program group meant that SSP increased full-time employment for
over four and a half years. Asthe year-long supplement qualification period came to an end,
SSP began to increase full-time employment significantly. The impact grew over the course
of the second year of the program. By Month 27 the impact had reached more than
12 percentage points. For the next year SSP continued to increase full-time employment by a
large amount — over 10 percentage points.

“The abbreviation “n.s” (not significant) indicates that the variation in impactsis not statistically significant, meaning there
is ahigh probability that they occurred by chance. The ability to detect a difference, or the “power” of the statistical testis
affected by the sample size. With subgroups that have relatively few members, differences must be large before they can be
detected by the statistical tests.
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Over time the impacts began to fall because full-time employment in the program group
remained fairly constant in the later years of the study and control group members steadily
increased their full-time employment. By Month 71 the impact was only four percentage
points and still statistically significant. While the impact was falling for most of the months
of the last year of follow-up, SSP still significantly increased full-time employment.

Another way of illustrating the effect of SSP on full-time employment is shown in the
first panel of Table 3.3, which reports the average monthly full-time employment ratesin
each of the first six years of the follow-up. It is possible that SSP could have discouraged
full-time employment among program group members because members of the program
group had to remain on income assistance for at least a year in order to qualify for the
supplement. Table 3.3 suggests that this undesired effect did not occur. Program group
members were just as likely to work full time as control group membersin the first year of
the follow-up.

Table 3.3: SSP Impacts on Employment

Program Control Difference Standard
Outcome Group Group (Impact) Error
Monthly full-time employment rate® (%)
Year 1 20.7 19.3 14 (1.4)
Year 2 32.6 24.9 7.7 (1.6)
Year 3 42.8 311 11.7%* (1.8)
Year 4 45.3 35.7 9.6*** (1.8)
Year 5 45.1 394 5.8%*x (1.9)
Year 6 47.4 42.5 4.9%** (1.9)
Monthly part-time employment rate (%)
Year 1 13.7 13.7 -0.1 1.2)
Year 2 14.4 13.9 0.5 1.2)
Year 3 12.4 13.9 -1.5 1.2)
Year 4 11.5 14.7 -3.2%* (1.2)
Year 5 12.3 14.6 -2.3* (1.3)
Year 6 13.6 15.8 -2.2* 1.3)
Monthly employment rate (%)
Year 1 34.4 33.0 1.4 (1.6)
Year 2 47.1 38.9 8.2%** (1.8)
Year 3 55.1 44.9 10.2%** (1.8)
Year 4 56.8 50.4 6.4%** (1.8)
Year 5 57.4 54.0 3.5* (1.9)
Year 6 60.9 58.3 2.6 (1.8)
Sample size (total = 2,371) 1,186 1,185

Sources. Calculations from 12-month, 30-month, 48-month, and 72-month follow-up survey data.

Notes: The estimates for each year are calculated by averaging the four quarterly estimates.
Sample sizes vary for individual measures because of missing values.
Two-tailed t-tests were applied to differences between the outcomes for the program and control groups.
Statistical significance levels areindicated as* = 10 per cent; ** =5 per cent; *** = 1 per cent.
Rounding may cause slight discrepanciesin sums and differences.
# Full-time employment” is defined as working 30 or more hoursin at least one week during the month.
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In the following five years SSP had the desired effect on full-time employment —
program group members were far more likely to be working full time than their control group
counterparts. Y ear 2 was the first year that program group members could receive the
supplement if they left income assistance and took up full-time work. In this year SSP
increased full-time employment by 7.7 percentage points. The impact rose in the third year to
11.7 percentage points. In years 4 through 6, the impact on full-time employment fell but
remained statistically significant.

Total Employment and Part-Time Employment

The large impacts on full-time employment could have resulted from two different types
of employment behaviour. First, SSP might have encouraged program group members who
would not have worked at all to take-up full-time employment. Second, because the
supplement rewarded only full-time employment, SSP might have induced participants who
would have worked part time in the absence of the program to work full time. The first kind
of change in behaviour would be demonstrated by a negative impact on no employment and a
positive impact on full-time employment. A negative impact on part-time employment,
coupled with a positive impact on full-time employment, would constitute evidence of the
second type of change in employment behaviour.

The second panel of Table 3.3 suggests that SSP encouraged only a small proportion of
single parents who would have been working part time to increase their work effort. In the
third through sixth year of follow-up, SSP reduced part-time work in the range of one to
three percentage points. The reduction was statistically significant in years 4, 5, and 6. The
small impacts on part-time employment imply that the increase in full-time employment
resulted primarily from people who worked full time because of the supplement and would
not have worked at all in its absence.

Because the impacts on full-time employment were quite large and the reductions in part-
time employment were fairly small, SSP significantly increased total employment in years 2
through 5.

IMPACTS ON EARNINGS, HOURS, AND WAGES

The following section describes the effect of SSP on earnings, hours, and wages. Because
SSP increased employment and full-time employment in particular, it islikely that SSP also
Increased earnings among program group members. Earnings might have increased because
individuals worked more hours or because they earned higher wages. The analysis also considers
whether an impact on hours or higher wages might have contributed to the impact on earnings.

Earnings

The average earnings in years 1 through 6 are reported in Table 3.4. In the first year of
the program average earnings in both groups were similar and relatively low, about $4,800.
The rapid increase in full-time employment among program group membersis reflected in
their average earningsin years 2 and 3. In the third year of the study program group
members average earnings were $10,571, more than double the earningsin the first year. In
comparison, control group members earned only $8,166, on average. This means that SSP
improved program group members average earnings by over $2,400.
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Table 3.4; SSP Impacts on Earnings

Outcome Program Group Control Group Difference (Impact) Standard Error
Average earnings ($)

Year 1 4,805 4,884 -79 (375)
Year 2 7,894 6,489 1,405*** (448)
Year 3 10,571 8,166 2,405 (498)
Year 4 11,602 9,776 1,825*** (550)
Year 5 12,591 11,241 1,350** (610)
Year 6 14,033 12,727 1,305** (647)
Sample size (total = 2,371) 1,186 1,185

Sources. Calculations from 12-month, 30-month, 48-month, and 72-month follow-up survey data.

Notes: Sample sizes vary for individual measures because of missing values.
Two-tailed t-tests were applied to differences between the outcomes for the program and control groups.
Statistical significance levels areindicated as* = 10 per cent; ** =5 per cent; *** = 1 per cent.
Rounding may cause slight discrepanciesin sums and differences.

In years 4 to 6 the impact fell somewhat from its peak in Year 3. However, SSP
continued to have a significant and large impact on earnings until Y ear 6. In the last year of
the program, when program group members' three-year period of supplement receipt had
elapsed and there was no longer an incentive to work full time, program group members’
average earnings were still $1,305 higher than those of the control group and still statistically
significant.

Hours and Wages

The first panel of Table 3.5 shows the distributions of weekly hours worked in months
26, 44, and 71. In Month 26, SSP increased the proportion of program group members who
were working by 12.7 percentage points. The increase in employment was fairly evenly
distributed among the full-time work hours. SSP did not increase employment with fewer
than 30 weekly hours. Thisis not surprising since only full-time work was eligible for the
supplement.

SSP'simpact on wages is shown in the second panel of Table 3.5. The mgjority of
program and control group members who worked in Month 26 earned wages $3.00 or more
above the minimum wage. SSP increased employment significantly in this group. However,
the people who went to work because of SSP worked primarily in low wage employment.
SSP had the largest significant impact on employment with wages less than $0.99 above the
minimum wage.

SSP generated less additional employment in Month 44 than in Month 26. The proportion
who did not work was reduced by only 5.6 percentage points. SSP also encouraged more
full-time work in Month 44 by reducing the proportion who worked fewer than 30 hours. The
extra full-time work was concentrated in employment offering 35 to 40 hours per week.

In Month 44 athird of the program group was earning at least $3 more than the
minimum wage, sightly higher than the control group where only 30 per cent had thislevel
of earnings. SSP was also responsible for increases in employment offering wages within $1
of minimum wage. SSP significantly increased employment with these wages by two
percentage points.
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Table 3.5: SSP Impacts on the Distributions of Wages and Hours, Months 26, 44, and 71

Month 26 Month 44 Month 71

Control Difference  Control Difference  Control Difference
Outcome Group (Impact) Group (Impact) Group (Impact)

Hours worked per week

Not working 55.2 =127 % 46.5 -5.6%** 40.7 -1.0
Hours per week unreported® 1.4 -0.7* 1.3 -0.6 0.9 -0.4
Fewer than 30 134 0.9 14.6 R R 15.9 -2.9%*
30 3.4 2.4 %% 3.3 1.9%* 4.1 0.0
31-34 1.1 1.9%** 2.1 0.3 1.6 1.5**
35 4.1 3.3%** 4.5 3.0%** 4.2 1.3
36-39 4.3 15 4.9 2.9%* 6.0 0.8
40 12.0 2.2 14.6 3.4** 17.5 0.1
More than 40 5.1 1.2 8.3 -1.1 9.2 0.6
Hourly wage rate

Not working 55.2 =127 %% 46.5 -5.6%** 40.7 -1.0
Wage unreported® 5.0 -1.2 6.9 -1.0 6.9 -1.5
Less than minimum wage” 3.2 1.6* 3.5 -0.6 4.0 0.0
Minimum to $0.99 above minimum 5.0 6.0*** 5.8 1.9* 5.7 -0.3
$1.00 to $1.99 above minimum 4.6 1.1 4.3 1.0 3.6 1.2
$2.00 to $2.99 above minimum 3.1 1.4* 3.5 1.0 6.0 -2.3%**
$3.00 or more above minimum 23.8 3.8** 29.6 3.3* 33.1 3.9*
Sample size 1,185 2,371 1,185 2,371 1,185 2,371

Sources. Calculations from 12-month, 30-month, 48-month, and 72-month survey data.
Notes: Sample sizes vary for individual measures because of missing values. This may cause slight discrepanciesin sums and differences.
All analyses were only for those who responded to the 72-month survey.
Two-tailed t-tests were applied to differences in outcomes between the program and control groups. Statistical significance levels
areindicated as* = 10 per cent; ** =5 per cent; *** = 1 per cent.
Rounding may cause slight discrepanciesin sums and differences.
#Sample members in this category were employed during the month but did not report enough information about hours worked
and/or earnings for the outcome in question to be calculated.
®|n British Columbia the minimum wage was $5.50 per hour from the beginning of the random assignment period in
November 1992 until April 1993, when it rose to $6.00. The minimum wage increased to $6.50 in March 1995 and to $7.00 in
October 1995. In April 1998 it was increased again, to $7.15.

By Month 71, SSP had very little impact on employment. The distribution of weekly hours
within the program group was quite similar to that in the control group. There was a small
reduction in the proportion working less than 30 hours per week that is offset by a small
increase in the proportion working 31 to 34 hours per week.

Although no more people were working because of SSPin Month 71, Table 3.5 provides
some limited evidence that SSP might have affected the distribution of wages in this month.
SSP reduced employment that paid between $2 and $2.99 above minimum wage by
2.3 percentage points. It also increased employment that paid $3 or more above minimum
wage by 3.9 percentage points. Both impacts were statistically significant.
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IMPACTS ON EARNINGS BY SUBGROUP

Because the impacts on earnings were quite substantial, it is instructive to consider
whether all program group members’ earnings were equally affected by the program. This
section examines whether SSP’ s impacts on earnings differed across the same subgroups
discussed earlier in this chapter.

The results presented in Table 3.6 show that, for most of the subgroups, SSP' s impacts on
earnings did not significantly differ across groups. Daggers indicate that the variation in the
Impactsis statistically significant which, in turn, implies areal differencein the impacts.
However, some important differences in the impacts appear in the second panel of Table 3.6,
which presents the impacts for participants grouped by their employment status at random
assignment. In both years 3 and 6 the earnings gains were concentrated among welfare
applicants who were not employed at random assignment.

InYear 3, SSPincreased earnings by over $3,000 for those who, at random assignment,
were not employed but looking for work and neither employed nor looking for work. In
contrast, the difference in average earnings between program and control group members
who were working part time or working full time was not statistically significant. Itis
possible that SSP was | ess effective among program group members who were working at
random assignment because members of this group did not require an incentive to change
their employment behaviour. Because they were already working at random assignment,
they might have been willing to remain in low-paying work in order to qualify for the
supplement.

The pattern of impactsin Y ear 6 suggests that SSP may not have been advantageous for
those who were employed full time at random assignment. Table 3.6 shows the members of
the program group who were working full time at random assignment earned nearly $6,500
less than their counterparts in the control group.

Because participants in this study were all welfare applicants, relatively few sample
members were working full time at random assignment. It is not typical to qualify for welfare
while working full time; and to combine work and welfare, earnings must be relatively low.

It appears that the availability of an earnings supplement reduced the chances that peoplein
this untypical category had to improve their earnings over time, relative to earnings gains
among those not offered the supplement.

The large negative impact among participants who were working full time at random
assignment is countered by a positive and significant impact on earningsin Y ear 6 for those
who were neither employed nor looking for work at random assignment.
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IMPACTS ON EMPLOYMENT STABILITY AND DURATION AND
WAGE GROWTH

The designers of SSP hoped that when welfare applicants went to work because of SSP
they would find work that could be sustained for long durations. When work is sustained
over longer durations, workers have greater potential to experience wage growth. Both
employment duration and wage growth may be important contributors to longer-term self-
sufficiency.

Employment Stability and Duration

Employment stability, which implies continuous work uninterrupted by unpaid breaks,
can be viewed as a desirable outcome for single parents for a number of reasons. Instability
may be disruptive for children and families, could lead to financial hardship, and may mean
less employment over all. Moreover, during periods out of work, experience and skills can
become out of date.

The full-time employment that SSP encouraged was predominantly stable, as Table 3.7
demonstrates. SSP increased the proportion of people who had worked in one full-time
employment spell by 6.3 percentage points, whereas there was no impact on full-time
employment in more than one spell. In this table an employment spell is defined as a
continuous spell of consecutive months of full-time employment uninterrupted by two or
more consecutive months without full-time employment.

Table 3.7: SSP Impacts on Employment Stability and Duration in the 71 Months After Random

Assignment
Program Control Difference Standard
Employment Outcome Group Group (Impact) Error
Stability of full-time employment (%)
Did not work full time in months 1 to 71 21.2 29.5 -8.2%x* (1.8)
One full-time employment spell in months 1 to 71 40.6 34.3 6.3*** (2.0)
Two or more full-time employment spells in months 1 to 71 38.2 36.3 1.9 (2.0
Duration of longest full-time employment spell in
months 1to 71
Average months of longest full-time employment spell 30.1 27.2 2.9%%* (1.0
Did not work full time in months 1 to 71 (%) 21.2 29.5 -8.2%x* (1.8)
Less than 1 year (%) 17.3 18.6 -1.3 (1.6)
Between 1 and 2 years (%) 17.9 17.7 0.2 (1.6)
Between 2 and 3 years (%) 14.7 14.1 0.6 (1.4)
Between 3 and 4 years (%) 10.6 7.6 3.0** (1.2)
4 years or longer (%) 18.3 12.6 5.7%** (1.5)
Sample size (total = 2,371) 1,186 1,185

Sources. Calculations from baseline survey data and 12-month, 30-month, 48 month, and 72-month follow-up survey data
Notes: Two-tailed t-tests were applied to differences between the outcomes for the program and control groups.
Rounding may cause slight discrepanciesin sums and differences.
Statistical significance levels areindicated as* = 10 per cent; ** =5 per cent; *** = 1 per cent.
A full-time employment spell is a continuous spell of consecutive months of full-time employment uninterrupted by two or more
consecutive months without full-time employment.
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Employment stability is only one part of the story. A person might have stable
employment, but that employment might not continue for very long. For this reason, two
measures of employment duration — the average length of the longest full-time employment
spell and the distribution of the durations of longest spells— are aso reported in Table 3.7.

The average length of the longest full-time employment spell experienced by each
member of the control group in the follow-up period was about 27 months. For the program
group members, the average length was almost three months longer.® Although this suggests
that SSP did not have alarge effect on full-time employment duration, it appears that
virtually all of the program group members who would not have worked full timein the
absence of SSP, worked continuously for more than three years. The largest proportion of
program group members experienced employment spell durations of at least four years,
which isover haf of the length of the follow-up period. In contrast, SSP did not significantly
encourage any full-time employment with longest-spell durations of less than three years.

Wage Growth

Sustaining full-time employment over long durations is considered important because of
the possibility of alink between employment duration and wage growth. When workers
remain employed they can develop their skills and productivity, which can lead to promotion
and advancement. SSP’ s effects on wage growth are presented in Table 3.8, which considers
the wage growth for those who worked full time at the end of Year 2 and Y ear 6.

Table 3.8: SSP Impacts on the Distribution of Wage Growth Between End of Year 2 and End
of Year 6, for Sample Members Working at Both Points in Time

Program Control Difference Standard

Outcome Group Group (Impact) Error
Wage growth for full-time workers (% in each wage

growth category)

Did not work full time at both points in time 75.4 81.7 -6.3*** a.7)
Worked full time but wage unreported® 3.0 2.9 0.1 (0.7)
Wage decreased 3.7 2.7 1.0 0.7)
Wage increased less than 5 per cent 1.4 1.1 0.3 (0.5)
Wage increased 5 to 10 per cent 1.7 1.7 0.0 (0.5)
Wage increased 10 to 20 per cent 3.0 1.8 1.2* (0.6)
Wage increased more than 20 per cent 11.9 8.2 3.7 (1.2)
Sample size (total = 2,371) 1,186 1,185

Sources. Calculations from 30-month and 72-month follow-up survey data.
Notes: Two-tailed t-tests were applied to differences between the outcomes for the program and control groups.
Statistical significance levels areindicated as* = 10 per cent; ** =5 per cent; *** = 1 per cent.
Rounding may cause slight discrepanciesin sums and differences.
#Sample members in this category were employed during the month but did not report enough information about hours worked and/or
earnings for the outcome in question to be calculated.

*Thei mpact on the average duration of the longest spell may not indicate an actual increase in spell duration and might
instead reflect the effect of censoring and the acceleration of full-time employment in the program group. The data are
“censored” at the end of the follow-up because participants behaviour cannot be observed after the last interview. Program
group members’ employment spells might appear longer because they found their jobs earlier in the follow-up. If
observations had continued indefinitely, it is possible that control group members’ full-time employment spells might have
persisted as long as those in the program group.
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Thefirst row of Table 3.8 shows that relatively few people in both the program and
control groups worked full time both at the end of Year 2 and at the end of Y ear 6. While just
one fifth of the control group members were working full time at both pointsin time, SSP
increased this proportion among program group members by 6.3 percentage points. The
remaining rows show the wage growth for those employed at both pointsin time.

Most of the people who worked full time at the end of the second and sixth year
experienced high levels of wage growth of more than 20 per cent. Over the same period the
minimum wage grew by less than nine per cent, implying that much of the wage growth
resulted from advancement or progression.® Most of the 6.3 percentage points of extra
employment generated by SSP also provided wage growth of at least 20 per cent.

Because wage growth can be fully explored among only the participants who worked for
arelatively long period, these results are generated by only about one quarter of the
participants — the sample members who worked full time at the end of Year 2 and Y ear 6.
Asaresult, it might not be reasonable to expect that the broader population of welfare
applicants would also experience 20 per cent wage growth.

CUMULATIVE IMPACTS

Over the course of the follow-up period, SSP had considerable impacts on IA use,
employment, and earnings. However, the size and direction of those impacts varied over
time. In the first year of the study, when program group members could qualify for the
supplement by remaining on income assistance, SSP increased |A receipt and had no effect
on full-time employment. Following the first year the impacts grew — 1A use declined and
full-time employment rose. Later, the impacts diminished. Considering cumulative impactsis
one way to gauge the net or total effect of the program over the follow-up period.

Table 3.9 presents measures of cumulative I1A use, full-time employment, and earnings.
Thefirst panel shows that in the 71 months after random assignment, SSP increased program
group members average number of months of full-time work by four months. The impact on
the total number of months of 1A receipt is areduction of three months.

Although the impact on cumulative full-time employment and | A receipt when received
over thislong period appears relatively modest in size, it should be remembered that the bulk
of thisimpact occurred in just years 2 through 4. In addition, SSP did change the behaviour
of a considerable number of people. About 80 per cent of the program group worked in at
least one of the 71 months after random assignment. Among those in the control group, the
proportion was eight percentage points lower.

Because the impacts on |A receipt and full-time employment were large and persisted for
several years, the cumulative impacts on earnings and |1A payments were substantial. Over
the six years of the follow-up period, program group members earned $7,859 more than
control group members. SSP a so reduced average |A payments by $3,362.

®The minimum wage was $7.00 per hour in Y ear 2 after random assignment. In April 1998 it was increased to $7.15. In
November 2000 the minimum wage was increased again to $7.60. The end of Y ear 6 occurred between February 2000 and
February 2001. As aresult, a person employed at the end of Year 2 and at the end of Year 6 at the minimum wage would
have had an increase of 2.1 per cent or 8.6 per cent, depending on when they were randomly assigned.
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Table 3.9: Cumulative SSP Impacts on Full-Time Employment, IA Receipt, Earnings, and IA

Payments
Program Control Difference Standard

Outcome Group Group (Impact) Error
Months 1to 71
Total number of months employed full time 37 33 4rx* Q)
Did not work full time (%) 21.3 295 -8.2%** (1.8)
Total number of months of IA receipt 26 30 -3rrx 1)
Total earnings ($) 58,029 50,170 7,859*** (2,387)
Total IA payments ($) 23,651 27,012 -3,362*** (904)
Months 1to 84
Total number of months of IA receipt 29 32 -3rx 1)
Total IA payments ($) 25,625 29,224 -3,599*** (1,022)
Received IA in all months (%) 3.1 4.6 -1.4* (0.8)
Received IA in 24 or more months (%) 45.9 52.6 -6.7%** (2.1)
Received IA in 60 or more months (%) 15.6 20.2 -4.6%** (1.6)
Sample size (total = 2,371) 1,186 1,185

Sources. Calculations from 12-month, 30-month, 48-month, and 72-month follow-up survey data, |A administrative records, and SSP's Program

Management Information System.

Notes:  Two-tailed t-tests were applied to differences between the outcomes for the program and control groups.
Statistical significance levels areindicated as* = 10 per cent; ** =5 per cent; *** = 1 per cent.
Rounding may cause slight discrepanciesin sums and differences.

Because SSP was evaluated using a random assignment experiment, the estimates of
program effects provide reliable and unbiased estimates of the average impact. The average
impact is calculated by simply subtracting the average outcomes among control group
members from the average outcomes among program group members. However, most of the
members of the program group never received the supplement because they either did not
remain on income assistance for one year after random assignment or they did not work full
time within one year of becoming eligible for the supplement. Thus, the experimental
impacts tend to underestimate the effect of the program among those partici pants who
actually received the supplement. A rough estimate of the effect per supplement taker can be
obtained by dividing the experimental impact by the proportion of program group members
who received the supplement. Since 27.4 per cent of the program group took up the
supplement, the per-supplement-taker effects would be about four times as large as the
impacts reported in Table 3.9."

The data used to estimate impacts on IA use comes from administrative records. Asa
consequence, the follow-up period extends to 84 months, or seven years, after random
assignment. Cumulative impacts over thislonger follow-up period are reported in the second
panel of Table 3.9. The impacts on total months of A receipt and cumulative |A payments
over 84 months are fairly close to the impacts over 71 months, implying that the impacts
were concentrated in the earlier years of the study. This finding is consistent with the results
presented earlier in the chapter.

Measures of the intensity of 1A use are shown in the last three rows of Table 3.9. Very
small proportions of each group remained on income assistance for the entire seven-year

"This approach assumes that only those who actually received the supplement were affected by it. It is possible that some
program group members' behaviour was affected by the offer even though they were not supplement takers.
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follow-up period. SSP further reduced the proportion receiving income assistance in all
84 months after random assignment. SSP had a much larger impact on the proportions of
people who received income assistance for more than 24 months or more than 60 months.
While 52.6 per cent of the control group received income assistance for at least 24 of the
84 months, only 45.9 per cent of the program group had similarly intense 1A use.

CONCLUSIONS

The results presented in this chapter reveal how an earnings supplement that “makes
work pay” can reduce |A receipt and increase full-time employment leading to higher
earnings. Although the program requirement of one year of 1A receipt in order to qualify for
the supplement led to a modest increase in A receipt, on the whole SSP facilitated program
group members' transition into the labour market. The qualifying period had no net impact
on full-time employment among program group members who, once eligible, responded
strongly to the supplement’ s incentive by taking up full-time employment.

The effects of SSP were not limited to the period that the supplement was available to
program group members who had established their eligibility. Impacts on 1A receipt and full-
time employment persisted for five years. During the last of these years, no program group
members received the supplement. The persistence of the effects over thislong period may
be in part due to the fact that people who worked full time because of SSP worked primarily
in employment that lasted over four years and experienced wage growth of over 20 per cent.
SSP also had sizeable impacts on earnings — impacts that remained large six years after
random assignment.
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Chapter 4:
Impact of SSP on Economic Well-Being

The previous chapters consider impacts on employment and earnings as well asincome
assistance (1A) and supplement receipt. Although increasing employment and reducing
welfare dependence were primary goals of the Self-Sufficiency Project (SSP), equally
important were reducing poverty and improving the overall economic circumstances of
participants. This chapter considers the impact of SSP on the full range of income sources of
participants, their total family income, and the extent of poverty. Related effects on basic
expenditures, assets, and material hardship are discussed as well as housing quality and
mobility. Differences in subgroup impacts on income and poverty are also explored.

SUMMARY OF FINDINGS

SSP significantly increased income and reduced poverty of Applicant program
group membersand their familiesthroughout much of the follow-up period. By
encouraging full-time work and higher earnings through the provision of generous
earnings supplements, SSP |led to significantly higher average incomes for program
group members. As aresult, SSP substantially reduced the incidence of poverty
among families in the program group throughout the follow-up period.

Therisein incomeled to an increasein total expenditures on basic necessities for
food, clothing, and housing throughout much of the follow-up. When considered in
aggregate, total expenditures on rent, groceries, dining out, clothing, and child care
were higher for program than control group members at al three follow-up interviews.
At the 30- and 48-month interviews, there was an impact of approximately $65 on these
monthly expenditures. Even at the 72-month interview, long after supplement payments
had ended, there was a prolonged impact of $52 per month.

When income gains and expenditureimpacts wer e largest, material hardship was
reduced for some program group members. At the 30-month interview SSP reduced
the proportion of program group members who reported using a food bank by three
percentage points relative to the control group. SSP appears to have had little effect on
housing mobility, neighbourhood quality, or housing arrangements, including the extent
of home ownership, renting, the use of group shelters, or other housing arrangements.

SSP led to increased income and reduced poverty among Applicants with awide
range of characteristicsin the program group. Although some subgroups appear to
have had consistently higher income gains throughout the follow-up, few of these
differences reached the level of statistical significance. For example, program group
members with a high school diploma or equivalent at the time of random assignment
had higher income gains throughout the follow-up than those without a diploma.

Also, income and poverty impacts appear concentrated among those who were born
in Canada.
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INCOME AND POVERTY

SSP' s generous earnings supplement was designed to encourage work and provide a
significant boost to the incomes of low income families, which could lead to important
positive effects such as a reduction in poverty for parents and their children. Table 4.1
presents data on income and poverty for the six months preceding each of the key follow-up
interviews at 30, 48, and 72 months after random assignment. The first column under each
period presents outcomes for the control group, while the second column shows the impact of
SSP — the difference between the outcomes for the program and control group.

Earnings, Supplement Receipt, and Income Assistance

The top panel of Table 4.1 presents sources of individual income. Asthe last chapter
illustrates, SSP increased earnings and decreased receipt of income assistance throughout much
of the follow-up period. The largest impacts on earnings, supplement receipt, and income
assistance were observed in the six months prior to the 30-month interview and, to alesser
extent, the 48-month interview, when many supplement takers were still in receipt of supplement
payments. However, SSP also led to a prolonged though smaller impact on earnings in the six
months prior to the 72-month interview, even though supplement eligibility had ended. This
impact was statistically significant but only at the 10 per cent level. SSP also decreased |1A
payments by $27 per month during the six months prior to the 72-month interview.

Other Transfer Payments and Income Sources

The last two rows of the first panel show impacts on other transfer payments and income
sources. Although other transfer payments such as Employment Insurance (EI) were not a
direct focus of SSP, they may have been influenced indirectly as the program affected
employment status and earnings. For example, as SSP increased full-time employment and
earnings, alarger number of program group members could likely qualify for El benefits,
possibly increasing entitlements and benefit rates. If they subsequently lost their jobs and
began receiving El, SSP might have increased El payments. The fourth row of Table 4.1
indicates that this did not occur, as there is no significant difference between the amount of
other transfer payments received by the program and control groups.

Other income sources were also not targeted by SSP but could have been affected
indirectly. For example, the extraincome from increased earnings and supplement payments
may have allowed program group members to stop renting rooms to boarders, or to cease
pursuing child support or alimony payments. The last row of thefirst panel of Table 4.1
shows that there were no significant changes in these other sources.

Projected Taxes and Net Transfer Payments

The middle panel of Table 4.1 presents the impacts of SSP on taxes and net transfer
payments. Projected taxes include both federal and provincial income taxes as well as El and
Canada Pension Plan (CPP) premiums. Transfer payments include the SSP supplement, 1A
payments, and other federal and provincial transfers (e.g. El benefits, GST credit, Child Tax
Benefit and associated supplements, and other provincial tax credits). Hence, net transfer
payments refer to the difference between the total amount spent by both levels of government
on transfers, including the SSP supplement, and revenues received through increased income
and payrol| taxes.
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Table 4.1: SSP Impacts on Monthly Income and Net Transfer Payments in the Six Months Prior to the

30-Month, 48-Month, and 72-Month Follow-Up Interviews

30-Month Interview 48-Month Interview 72-Month Interview
Control Difference® Control Difference?® Control Difference®
Outcome Group (Impact) Group (Impact) Group (Impact)
Sources of individual income ($/month)
Earnings 645 205*** 889 129** 1,116 106*
SSP supplement payments 0 167*** 0 136*** 0 0
IA payments 434 o 270 =67 *** 180 -27**
Other transfer paymentsb 266 -7 328 -16 328 -2
Other unearned income® 151 -13 166 -18 184 4
Projected taxes and net transfers ($/month)
Projected income taxes® 126 72%** 191 4Q*** 247 36**
Net transfer payments® 597 -28 427 3 277 -65**
Total monthly individual and family income
Individual income ($) 1,515 229%** 1,677 162%*=* 1,832 89
Individual income net of taxes ($) 1,389 157 *** 1,486 112%** 1,585 52
Family income ($)f 1,753 271 % 2,068 243%** 2,349 191 **
Income below LICO (%)° 78.0 =14 4% 66.7 -6.3** 63.1 -1.8
Below 50% of LICO 20.6 -0.6 214 -0.4 25.3 0.9
50 to less than 75% of LICO 40.1 =117 29.8 -5.0** 25.7 -5.5%*
75 to less than 100% of LICO 17.3 -2.0 15.5 -0.9 12.1 2.8
Income above LICO (%)° 22.0 14.4%* 33.3 6.3** 36.9 1.8
100 to less than 150 % of LICO 15.7 8.7+ 19.6 4.1* 19.5 -0.8
150 to less than 175% of LICO 2.9 3.4%* 5.7 -0.4 6.5 -0.8
175 to less than 200% of LICO 1.2 0.8 2.8 11 3.2 1.0
200% of LICO or more 2.2 1.5* 5.2 1.4 7.7 2.3
Sample size 1,185 2,371 1,185 2,371 1,185 2,371

Sources. Calculations from the 30-month, 48-month, and 72-month survey data, IA administrative records, and payment records from SSP’'s Program

Notes:

Management Information System.

Sample sizes vary for individual measures because of missing values. This may cause slight discrepanciesin sums and differences.

All analyses were only for those who responded to the 72-month survey.

Two-tailed t-tests were applied to differences in outcomes between the program and control groups. Statistical significance levels are indicated

as* =10 per cent; ** =5 per cent; *** =1 per cent.

Rounding may cause slight discrepanciesin sums and differences.

#Sample size in this column isthe sum of the program and control group sizes.

®|ncludes the Child Tax Benefit, the Goods and Services Tax Credit, El, provincial tax credits, and, for the 48- and 72-month sample only, the
BC Family Bonus.

‘Includes aimony, child support, income from roomers and boarders, and other reported income.

“Includes projected El premiums and CPP premiums deducted at payroll and projected income taxes. Payroll deductions and income taxes
were projected from federal and provincial tax schedules and data on earned and unearned income and SSP supplement payments; the actual
taxes paid by sample members may differ from these projections.

Includes public expenditures on SSP, |A payments, and other transfers, net of income tax revenue.

fFamily income is measured as the sum of the sample member’ s income and the labour earnings of any other members in that person’s family.

9Calculated by comparing annualized family income with the low income cut-off (LICO) defined by Statistics Canada for the sample
member’ slocation and family size.

The middle panel of Table 4.1 shows that the SSP supplement paid for itself through
reductionsin IA payments and increased tax revenues. In the six months prior to both the 30-
and 48-month interviews, during which supplement eligibility and payments continued, SSP
resulted in statistically significant decreasesin IA receipt and increased taxes. Thiswas
enough to offset the cost of the supplement payments, as indicated by the fact that net
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transfer payments did not differ significantly from zero.! At the 72-month interview
eigibility for the supplement had ended for all participants and no longer represented a cost
for government. Furthermore, the sustained earnings gains for the program group at

72 months resulted in positive impacts on income taxes, which athough lower than earlier in
the follow-up, were still statistically significant. SSP also led to a prolonged reductionin 1A
receipt, which along with impacts on income taxes resulted in a decrease in net transfers that
was statistically significant at the 72-month interview.

Individual and Family Income

Thefirst three rows of the last panel of Table 4.1 present the impacts of SSP on total
individual income, income net of taxes, and total family income. Once again, the largest
impacts were observed in the six months prior to the 30-month interview, when supplement
receipt was at its highest level. Individual income of the program group was $229 per month
more than the control group while the impact, after-tax, was a statistically significant
increase of $157. The impact on family income was a so the largest in the six months prior to
the 30-month interview. The program group received $271 more than the control group.?
Impacts were similar in the six-month period prior to the 48-month interview, though
somewhat smaller, as a growing number of control group members became employed and
some supplement takers lost their jobs. For the six months prior to the 72-month interview,
although the program group still reported higher individual and family incomes than the
control group, only the impact on family income is statistically significant.

Poverty

Significant increases in income can be expected to reduce poverty for some. The last
panel of Table 4.1 presents the proportion of sample members with income below Statistics
Canada' s low income cut-offs (L1COs)? in the six months before each interview.* Table 4.1
illustrates that SSP |ed to significant reductions in poverty throughout much of the follow-up
period. In the six months prior to the 30-month interview, when supplement receipt was at its
highest, SSP reduced the proportion of families with incomes below the L1COs by
14.4 percentage points. The impact was largely for families with incomes in the 50 to 75 per
cent of LICOs range, where a significant 11.7 percentage point reduction was observed. At

1Chapter 5 presents a more complete analysis of the net cost or benefit of SSP to participants, government, and society asa
whole, which considers the full range of costs and benefits, beyond transfers and taxes, and for the full six-year follow-up
rather than six-month periods prior to each interview.

2Experi mental impacts are, by necessity, calculated as the difference between the average program group and control group
outcomes. Although these are the most reliable estimates of the true impact of the treatment, they do underestimate the
actual effect of SSP on families who took up the supplement. As explained in Chapter 3, arough estimate of SSP's effect
per supplement taker can be calculated by dividing the impact by the fraction of the program group who took up the
supplement. Since just over onein four (27.5 per cent) program group members received at least one supplement payment
at any point in the follow-up, the increase in income then, per supplement taker, at the 30-month interview was quite
substantial, estimated at $985 per month (the observed impact of $271 divided by 0.275).

3These numbers are calculated by comparing annualized family income with the LICOs for each family as defined by
Statistics Canada. The LICOs are arelative measure of disadvantage or inequality and should not be interpreted as a strict
measure of poverty.

*These measures rely on measures of family income that must be interpreted with caution for two reasons. First, arelatively
high proportion of sample members could not provide amounts when asked about earnings of other family members. Asa
result, over 25 per cent of respondents have missing values for family income. Second, family income combines the
respondents’ individual income only with other family member earnings. This measure potentially excludes other sources
of income received by family members. As aresult, absolute measures of poverty using the LICOs may be overestimated.
Several categories above and below LICOs are therefore presented.
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48 months SSP reduced the proportion with incomes below the L1COs by 6.3 percentage
points. Again, most of the reduction in poverty wasin the 50 to 75 per cent of LICOs range,
well below the cut-off.

In the six months prior to the 72-month interview, up to six years after random
assignment, SSP reduced the proportion of those whose income was 50 to 75 per cent of
LICOs by over five percentage points. There was no statistically significant decreasein the
proportion with incomes below 100 per cent of LICOs. Rather, the “severity” of poverty was
reduced as the proportion in the lower category, 50 to 75 per cent of LICOs, decreased while
the proportion at 75 to 100 per cent of LICOs increased.

Table 4.1 also provides a breakdown of the impacts for above LICOs categories. It is
interesting to note that the increase in the proportion of families with income above LICOsis
not limited to categories close to the cut-offs (at 100 to 150 per cent of LICOs). For example, in
the six months prior to the 30-month interview, of the 14.4 percentage point impact on those
above LICOs, just over half were in the 100 to 150 per cent of LICOs range. The remaining
5.7 percentage points of the impacts are derived from familiesin the 150 to 175 per cent of
LICOs range (3.4 percentage points) and above (2.3 percentage points). A similar pattern for the
impact is observed at 48 months. SSP thus increased income considerably above the LICOs.

Interestingly, at 72 months, even though there was no statistically significant impact on the
proportion with incomes above LICOs, there was movement “up” the range of categories.
First, as mentioned earlier, the proportion with income in the 50 to 75 per cent of LICOs range
decreased while the proportion in the 75 to 100 per cent of LICOs range increased. Second, for
the above L1COs categories, when considered together, there was an increase of 3.3 percentage
points in the proportion of families with incomes of 175 per cent of LICOs and above. SSP did
not simply reduce poverty by moving families close to the low income cut-offs “across’ and
above the cut-offs. SSP reduced poverty for many who were well below the cut-offs, and
continued to move families up the “income ladder” for most of the follow-up period.

EXPENDITURES, ASSETS, AND MATERIAL HARDSHIP

A significant increase in monthly income could have helped some families increase spending
on necessities such as food, clothing, and housing. This may also have reduced hardships such as
the need to use food banks and poor housing. Some may also have been able to increase savings
or reduce debt levels, thereby reducing the likelihood of future hardship. Table 4.2 presents
Impacts on expenditures, hardship, and assets at the 30-, 48-, and 72-month interviews.

Expenditures

Increased income appears to have led program group members to increase their total
expenditures throughout much of the follow-up period. When considered in aggregate, total
expenditures on rent, groceries, dining out, clothing, and child care were higher for program
group members than control group members at the 30-, 48-, and 72-month interviews.
However, the pattern of expenditure impacts was different at each interview. At 30 months
SSP increased the expenditures of program group members by $65 per month. More than
three quarters of this increased expenditure was on food (both groceries and eating out), child
care, and clothing for the respondents and their children. There was no statistically
significant increase in expenditure on rent at 30 months.
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Table 4.2; SSP Impacts on Expenditures, Hardship, and Assets

30-Month Interview

48-Month Interview

72-Month Interview

a

Control Difference® Control Difference?® Control Difference
Outcome Group (Impact) Group (Impact) Group (Impact)
Expenditures ($/month)°
Spending on groceries 424 17* 443 15 497 13
Spending on eating out 55 7** 64 3 90 10*
Spending on children’s clothing 46 4* 35 1 26 1
Spending on own clothing 16 4rx* 19 2%* 21 1
Spending on child care 40 16+ 51 9 36 -1
Rent 593 15 628 25* 670 17
Total expenditures on above items 1,171 B65*** 1,241 63** 1,336 52**
Hardship (%)
Used food bank in last three months 11.8 -3.0** 9.6 -1.1 10.7 -1.2
Couldn't get groceries 31.6 -1.7 28.9 -2.3 24.4 1.1
Gas or hydro turned off 2.1 -0.7 2.1 -0.2 1.7 1.0*
Any hardship reported 34.7 -2.3 31.9 -2.7 28.0 0.0
Money in bank
Amount of money in bank ($) 431 -39 603 138 n/a n/a
Money in bank unreported (%) 9.0 -1.8 10.9 -0.5 n/a n/a
No money in bank (%) 27.3 -6.2%** 22.8 -0.6 n/a n/a
$1-$499 in bank (%) 49.0 3.3 47.8 -2.3 n/a n/a
$500 and above in bank (%) 14.7 4.7*** 18.5 3.4** n/a n/a
Debt
Amount of debt ($) 3,466 -426 4,800 299 n/a n/a
Debt unreported (%) 0.2 -0.2 0.0 0.3* n/a n/a
No debt (%) 47.4 -2.0 38.1 -2.7 n/a n/a
Debt of $1-$2,499 (%) 215 3.5* 23.7 1.0 n/a n/a
Debt of $2,500 and above (%) 31.0 -1.3 38.2 1.5 n/a n/a
Sample size 1,185 2,371 1,185 2,371 1,185 2,371

Sources. Calculations from 30-month, 48-month, and 72-month follow-up survey data.

Notes:  All analyses were only for those who responded to the 72-month survey.
Two-tailed t-tests were applied to differences between the outcomes for the program and control groups.
Statistical significance levels areindicated as* = 10 per cent; ** =5 per cent; *** = 1 per cent.
Rounding may cause slight discrepanciesin sums and differences.
Sample sizes vary for individual measures because of missing values.

#Sample size in this column isthe sum of the program and control group sizes.

PSample members were asked at each interview how much they spent in an average week on each of these items. Food expenditures were
converted to monthly estimates by assuming 4.33 weeks per month. For other items, the precise questions were as follows. For use of afood
bank: “In the past three months, have you or other members of your family used afood bank to obtain groceries for your household?’ For
children’s clothing: “On average, how much do you and your family spend each month on children’s clothing?’ For monthly rent: “What do
you and your family pay for your monthly rent or mortgage? (Do not include subsidies that are paid directly to you.)”

At 48 months the impact on total expenditures was $63 per month. In contrast to the 30-
month expenditure impacts, there was a statistically significant increase in expenditures on
rent ($25 per month), and this was the largest expenditure impact. Other than asmall increase
in clothing expenditures for the respondents, expenditure impacts in the other categories were
lower than those observed at the 30-month interview and failed to reach statistical
significance. At the 72-month interview, given the smaller impact on income, there was a
smaller impact on total expenditures of $52 per month. Differences in spending on groceries,
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clothing, child care, and rent were not statistically significant. There was a small but
statistically significant increase in spending on eating out.

Hardship

At each survey wave, respondents were asked several questions that attempted to gauge
the extent of hardship they experienced. Specifically, they were asked whether, in the three
months prior to each interview, they needed to use afood bank, had difficulty getting
groceries, or had their gas or hydro turned off because they were unable to pay the bill. The
second panel of Table 4.2 presents data on these hardship measures for the 30-, 48-, and 72-
month interviews.

At the 30-month interview SSP reduced the percentage of program group members who
reported using a food bank by three percentage points relative to the control group. At the 48-
month interview, although the program group reported experiencing less hardship, none of
these differences was statistically significant. There was also little difference in reported
hardship at the 72-month interview, though the program group was slightly more likely to
report that gas or hydro was turned off, but the impact was small (one percentage point).

Savings and Debt

The third panel of Table 4.2 presents data on savings and debt for the 30- and 48-month
interviews. The 72-month survey did not include a module on savings and debt. In the earlier
period, program group members appear to have used their additional income from SSP to
increase their savings. At the 30-month interview, although there was no statistically
significant difference in the average amount of savings, SSP reduced the proportion of
program group members with zero savings by more than six percentage points. There was
also astatistically significant increase of more than four percentage points in the proportion
of program group members with more than $500 in the bank. This impact persisted at
48 months, when an increase of over three percentage points was observed.

There was little impact on debt at either the 30- or 48-month interviews. Although the
average amount of debt appears to have decreased at 30 months, the impact did not achieve
statistical significance. However, there was a small increase in the proportion of the program
group with debt between $1 and $2,499. The increase appears to be comprised of program
group members who either incurred new debt (who were previously debt-free) and others
who reduced earlier outstanding debt of $2,500 or above. There were no significant impacts
on debt levels at the 48-month interview (except for atrivia impact of 0.3 per cent for those
with debt unreported).

HOUSING ARRANGEMENTS, MOBILITY, AND QUALITY

Housing arrangements could be expected to improve with increased income as a result of
SSP. Increased employment that in turn generated increased income may have helped
Applicants to move into higher-quality housing in better neighbourhoods or even to buy their
own homes. However, the opposite could also be possible, if Applicants becameineligible
for government-subsidized housing because of increased income, necessitating a moveto
different — possibly poorer quality — housing. Data from the 30-, 48-, and 72-month
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surveys, presented in Table 4.3, suggest that SSP had little impact overall on housing
arrangements, mobility, and quality.

Thefirst panel of Table 4.3 presents impacts on housing arrangements, including the
extent of home ownership, renting, shared rent or accommodations, the use of group shelters,
and other housing arrangements. SSP appears to have had little impact on housing
arrangements at any point in the follow-up.

The second panel presents impacts on housing mobility. At the 48-month interview SSP
appears to have reduced the extent of housing mobility among program group members:
48 per cent of the program group moved since the last interview compared with 52 per cent
of the control group. Furthermore, SSP reduced by almost four percentage points the
proportion of multiple house movesin the run up to the 48-month interview. This statistically
significant reduction in housing mobility coincided with increases in expenditures on rent at
48 months, discussed above. One interpretation is that increased income of program group
members allowed them to afford rent increases or other transitory housing expenses that
might have otherwise necessitated a move.

The final panel of Table 4.3 suggests that SSP had little effect on housing and
neighbourhood quality. There was a small positive impact of almost four percentage points
on self-assessed neighbourhood quality at the 48-month interview, where 56 per cent of the
program group reported high neighbourhood quality compared with 52 per cent of the control

group.

IMPACTS ON INCOME AND POVERTY — BY SUBGROUPS

The impacts described above illustrate that SSP was successful in increasing income and
reducing poverty among Applicant program group members. However, the above analysis
does not indicate whether the benefits of SSP were shared evenly among members of the
program group. It is possible that impacts were concentrated among particul ar subgroups,
while others were largely unaffected by SSP. For policies to be designed and targeted
effectively, it isimportant for policy-makers to understand which groups are most likely to
benefit from SSP.

This section looks at SSP impacts on income and poverty by subgroup. These subgroups
are based on characteristics of the research sample observed at baseline, such as job-
readiness, employment status, family structure, family background, and barriersto
employment. Within each of these subgroups, the program and control group members would
have been similar to each other with regard to all factors that affect income and poverty,
except that program group members were offered the supplement and control group members
were not. Therefore, differences between outcomes for program and control group members,
within subgroups, can be tested for statistical significance and will still represent the best
estimate of the true impact of the program on this subgroup.
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In trying to determine whether impacts were larger for certain subgroups than for others,
it isimportant to remember that estimated impacts could vary simply by chance. A statistical
test is also required for assessing the significance of differencesin impacts between
subgroups. Thus an additional test was used to determine whether differences between
subgroup impacts were due to chance. Tables 4.4 and 4.5 present results on income and
poverty for selected subgroups. For each outcome, the results of the “between groups’ test
are shown in the columns next to the impacts. Daggers indicate that the variation is
statistically significant, making it reasonable to conclude that there was areal difference
between subgroups in the impact of SSP.>

Impacts on Individual Income by Subgroup

Table 4.4 presents impacts on individual income by subgroup for the 30-, 48-, and 72-
month interviews. At 30 months statistically significant differences in subgroup impacts were
observed with respect to job-readiness at random assignment, employment status, and family
background at baseline. The first panel of Table 4.4 shows that program group members who
had a high school diploma or equivalent at baseline experienced significant income gains due
to SSP, while those without a diploma experienced no increase in income. With respect to
employment status at baseline, those were already working at baseline were less likely to
experience income gains than were those who were unemployed at baseline. For example,
there was a $321 impact on individual income at the 30-month interview for those who were
unemployed yet looking for work at baseline but no statistical difference for those who were
working at baseline. One reason income gains due to SSP occurred predominantly among
those who were not employed at baselineis that this group had more to gain from moving
into employment.

The second panel of Table 4.4 shows that differencesin impacts were also associated
with the respondent’ s family background. Specifically, income impacts were concentrated
among program group members who were born in Canada. For example, there was a $270
impact on individual income at the 30-month interview for those born in Canada but a much
lower impact of $126 for immigrants, which was significant only at the 10 per cent level.
Furthermore, the impact on incomes of those born in Canada persisted at the 72-month
interview, while there was no statistically significant difference for immigrants.

Impacts on Poverty by Subgroup

Table 4.5 presents impacts on the proportion of families with income below the LICOs,
by subgroup, for the 30-, 48-, and 72-month interviews. The first panel reveals asimilar
pattern of subgroup impacts on poverty to those observed for individual income for
subgroups based on employment status at baseline. Reductions in poverty were higher for
families where the respondent was not working at baseline. For example, at the 30-month
interview the percentage of families in the program group with income below LICOs was
reduced by 20.6 percentage points relative to the control group, for those respondents who
were not employed but looking for work at baseline. However, there was no impact on
poverty among those families where the respondent was employed full time at baseline.

*The abbreviation “n.s.” (not significant) indicates that the variation in estimated impactsis not statistically significant,
meaning that the observed subgroup differences could easily be due to chance and should not be regarded as evidence that
impacts actually differed between the subgroups.
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In fact, at the 72-month interview the families of respondents who were already working
full-time at baseline experienced a negative impact, with an increase in poverty relative to the
control group, while families of respondents who were neither working nor looking for work
at baseline continued to experience significant poverty reduction at 72 months. Although, a
similar subgroup difference was not found to be statistically significant on individual income
at 72 months, the pattern of impactsis consistent with this result on poverty. One
interpretation of thisfinding is that SSP encouraged these program group membersto stay in
low-paying jobs — which they combined with income assistance at baseline — in order to
qualify for and continue to receive supplement payments, while the control group had time to
find better paying jobs throughout the follow-up period. However, this subgroup result
should be interpreted with caution. First, the estimate for this subgroup may be unreliable
given the small size of the sample of respondents who were employed full time at baseline
(145). Second, avery high proportion of this subgroup — about 40 per cent — has missing
values for the underlying poverty measure, which may bias the results.

CONCLUSIONS

By encouraging full-time work and higher earnings by providing a generous earnings
supplement, SSP significantly increased income and reduced poverty among Applicant
program group members throughout much of the follow-up period. Impacts on income were
largest at the 30- and 48-month interviews. However, some impacts on family income and
poverty were also observed at the 72-month interview, well beyond the period of supplement
eligibility.

Increased income permitted program group members to increase their total expenditures
on basic necessities such as food, clothing, and housing throughout the follow-up period.
When considered in aggregate, total expenditures on rent, groceries, dining out, clothing, and
child care were higher for the program group than the control group at the 30-, 48-, and 72-
month follow-up interviews. These added expenditures appear to have helped reduce material
hardship for some program group members, in particular when the gains were largest around
the time of the 30-month interview.

SSP led to increased income and reduced poverty for many Applicants with awide range
of characteristicsin the program group. However, sample members baseline characteristics,
such as job-readiness, employment status, and family background, accounted for some
differences in subgroup impacts. Impacts on income were smaller at various pointsin the
follow-up for those without a high school diploma and those who were already employed at
baseline, while potentially disadvantaged subgroups, such as immigrants, experienced little
Income gain or poverty reduction from SSP.
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Chapter 5:
Can Work Incentives Pay for Themselves?
A Benefit-Cost Analysis

INTRODUCTION

The preceding chaptersillustrate how the Self-Sufficiency Project (SSP) increased
employment and earnings of Applicant program group members while reducing their reliance
on income assistance (1A). SSP also led to significant improvements in overall economic
well-being and reductions in poverty throughout much of the follow-up period. Importantly,
Chapter 4 illustrates that these impacts were achieved with no net increase in public transfer
payments. This suggests that the supplement offer to Applicants may have paid for itself
through higher taxes on earnings and reductionsin 1A payments that were generated by the
program. However, the earlier analyses of taxes and net transfers were limited to six-month
periods in advance of each follow-up interview and considered only the costs associated with
the transfer payments themselves. This chapter expands on these analyses by comparing a
more complete set of benefits and costs of the SSP supplement and program delivery to
Applicants. It considers these benefits and costs for the full six years of follow-up.

The benefit-cost analysis presented in this chapter will answer the following questions:

e What were the costs of the various components of SSP including the supplement
payments and operating expenses for the delivery of program services to Applicants?

e From the perspective of Applicantsin the program, did SSP result in net financial
benefits or costs?

e From agovernment budget standpoint, was SSP cost-effective? How were the costs
and benefits shared between federal and provincial governments?

e From the perspective of society as awhole, did SSP result in net financial gains or
losses?

e How did the costs and benefits of SSP for Applicants compare to those in the SSP
Recipient study of long-term welfare recipients? How efficient was SSP for
Applicants compared with other welfare-to-work initiatives?

The main results from the benefit-cost analysis begins on page 80. They are preceded by
an important discussion of how they were derived, including a description of analytical
perspectives and limitations and an account of the sources for estimates of the different costs
and benefits of SSP. Those who wish to move straight to the results may wish to skip these
preceding sections.
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SUMMARY OF FINDINGS

SSP resulted in substantial financial gainsfor Applicant program group
membersand their familiesthroughout the six-year follow-up. SSP led to
significant improvementsin families’ financial well-being including increased
income from ear nings, fringe benefits, and SSP payments. Over the full six-year
follow-up, SSP produced an average financial gain — net of increased taxes on
earnings and reduced welfare benefits — of $7,504 for the program group.

SSP resulted in avery low increase in cost to gover nment budgets. The total cost
of SSP, including supplement payments and operating costs, was nearly offset by
increased tax revenue and decreased welfare benefits. After accounting for all costs
and benefits, there was a small net cost to the government budget of only $660 per
program group member over the full six-year follow-up period.

SSP was a remar kably efficient way to transfer income to welfare applicants
when compared with other transfer programs. Some estimates suggest that transfer
programs may require $1.50 in government expenditure for each $1 in financial gains
to families.* In comparison, SSP for Applicants required aremarkably low net increase
in costs to the government budget: about 10¢ in government expenditures for each $1
in financial gain to families.

From the per spective of society asa whole, benefits from SSP substantially
outweighed its costs. Costs from one perspective may be benefits from another. This
analysis presents benefits and costs from three different perspectives. SSP program
group members, the government, and society as a whole. The impact on program
group member income? of $7,504, less government budget costs of $660, represents a
gain to society as awhole. Thus, SSP provided a benefit to society of $6,844 for each
program group member.

SSP led to significantly larger financial gainsfor Applicantsthan for Recipients
and was much mor e cost-effective in doing so. The net financial benefit to
Applicant program group members ($7,504) was about 50 per cent higher than that
observed for Recipientsin British Columbia ($5,007).® For every $1 in financial gains
to program group members in the Recipient study the net cost to government was
approximately 67¢.* While modest compared with other transfer programs, this was
still much higher than the Applicant study, where the cost to government was about
10¢ per $1 in financial gains to program group members.

See Burtless, 1987, 1994, for adiscussion of the effici ency of transfer programs (noted in Michalopoulos et al., 2002).

*Total income in the benefit-cost analysisincludes earnings and fringe benefits as well as cash transfer payments from SSP
and income assistance. Average earnings and cash transfer payments in the benefit-cost analysis do not match numbers
shown earlier in the impact analysis because results in the benefit-cost analysis were adjusted for inflation and discounted
to account for the fact that income gains early in the program could be invested and therefore were more valuable than
income gains | ater in the period.

%%To ensure comparability between the two studies, a small adjustment was made to the figure reported in the SRDC report

Making Work Pay: Final Report on the Self-Sufficiency Project for Long-Term Welfare Recipients, July 2002.
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BACKGROUND

The objectives of SSP for welfare applicants differed from many previous welfare-to-
work studies and initiatives in ways that are important to a benefit-cost analysis. First, SSP
was offered to Applicants in part to determine whether new applicants for welfare would stay
on income assistance longer in order to qualify for the earnings supplement being offered by
SSP. Although these “ entry-effects’” were minimal (see Berlin et al., 1998), these potential
costs to government, in the form of increased |A payments, need to be accounted for in a
benefit-cost analysis. Second, the broader purpose of the SSP A pplicant study was to
determine whether an earnings supplement would increase employment and self-sufficiency
and reduce poverty among new welfare applicants. These dual goals of reducing poverty and
welfare dependence were fundamental to both the SSP Applicant and Recipient studies, and
different from many previous initiatives where the primary goal was to move people from
welfare to work and produce cost savings to government.

This chapter presents the net benefits and costs of SSP per program group member, over
and above the costs and benefits that would have been incurred in the absence of SSP. Net
costs and benefits are presented for the full six years of follow-up, as thisis the maximum
duration of data available for all sample members.® Asisthe case in preceding chapters that
describe program impacts, all program and control group members, not just those who took
up the SSP supplement, were included in cal culating the gross and net costs of the program.
Moreover, the analysis presented in this chapter includes estimates only for the SSP
Applicant study. It does not include costs incurred by individuals in the SSP Recipient study
or costs for the SSP Plus group members who received a range of employment servicesin
addition to the financial incentives of regular SSP.° The costs presented in this chapter do not
include start-up costs or costs related to the research or evaluation of SSP.”® The text box on
the following page reviews in more detail the analytical approach and the key data sources
used for thisanalysis.

Analytical Perspectives

An important issue in benefit-cost analysis of government programs is determining who
bears any costs or benefits from the program. A program’s effects can sometimes be gains
from one perspective and |osses from another. The analysis presented here will show the net
benefits and costs of SSP from the perspective of the following groups. SSP program group
members, the government budget, and society as awhole. Table 5.1 illustrates these three
perspectives and the expected financia effects for each of them. The main financial effects of
SSP are shown asagain (+), loss (-), or neither again nor aloss (0), according to
expectations regarding their value.

®Similar to each of the preceding chaptersin this report, impacts are presented for the 72-month survey sample. However,
the calculation of unit costs uses the entire SSP baseline Applicant sample.

®A benefit-cost anal ysis of SSP for long-term recipients was presented in the SRDC report Making Work Pay: Final Report
on the Self-Qufficiency Project for Long-Term Welfare Recipients, July 2002.

"The federal government funded the demonstration and evaluation of SSP.

8Any costs associated solely with the research and evaluation of SSP were deducted from expenditures.
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Analytical Approach, Accounting Methods, and Data Sources

Analytical Approach II
The analytical approach used for the SSP Applicant study benefit-cost analysis is similar to the II
methods employed for the SSP Recipient study. Many of the techniques were originally II
developed for the benefit-cost analysis conducted as part of MDRC’s Demonstration of State II

Work/Welfare Initiatives. ® ® Minor distinctions were introduced in this analysis to accommodate II
the data and unique features of SSP. The general approach is to place dollar values on SSP’s II

effects and its use of resources, wherever possible, either by directly measuring them or by II
estimating them. This benefit-cost analysis incorporates positive and negative financial II
estimates even when they do not reach the level of statistical significance, because they II
nonetheless represent the best estimates available. II
Accounting Methods II
The benefit-cost estimates presented in this chapter cover a six-year observation period II
starting with the month of random assignment. The observation period is defined as the period II
of time for which program effects can be directly measured using available data. For the SSP II
Applicant study, earnings data are available through the month of the final follow-up interview, II
72 months after random assignment. This six-year observation period includes the one-year II
qualifying period for Applicants and five years of follow-up after the onset of supplement II
eligibility. i
All benefit-cost amounts in this chapter are expressed in “constant” Year 2000 dollars, II
eliminating the effects of inflation on the values. The benefit-cost estimates are also expressed II
in terms of net present values per program group member. “Net” means that the estimated II
amounts represent differences between estimates for program and control group members. II
The estimates are in “present value” terms because the accounting method of “discounting” is II
used to express the dollar value today of program effects that occur at different points in time. II

Although many of SSP’s costs were incurred early in the program, particularly in the first three II
years when SSP receipt was heaviest, some costs and benefits continued to be realized in later II

years. Therefore, simply comparing the nominal dollar value of program costs with benefits II
over multiple years would be problematic because a dollar’s value is greater in the present than II
in the future, as it can be invested to earn income. II
In order to make a fair comparison between benefits and costs over multiple years, it is II
essential to determine their value at a common point in time — for example, the present. This II
was accomplished by discounting, a method for reducing the value of benefits and costs II
accrued in later years relative to benefits and costs accrued in early years. In the SSP analysis, II
the end of each sample member’s first year following random assignment was used as the II
comparison point for the investment period. Gains that were accrued after that point were II

discounted to reflect their value at the end of Year 1. In calculating these discounted values, it II
was assumed that a dollar invested at the end of Year 1 would earn a real rate return of five per II
cent annually. II

(continued) II

—
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Analytical Approach, Accounting Methods, and Data Sources (Cont'd)

Data Sources

SSP’s effects on earnings, income assistance, and SSP payments were measured using the
same sources as chapters 3 and 4. This chapter uses additional data on receipt of fringe
benefits from employment, income and sales taxes, child-care subsidies, transportation and
transition-to-work allowances, and program operating costs. Effects on earnings were
measured using data collected from SSP follow-up surveys. Impacts on IA receipt were
measured using data collected from administrative records maintained by the province of
British Columbia. Impacts on Employment Insurance (El) benefits were estimated from
administrative records obtained from Human Resources Development Canada. SSP
payments were measured using data collected from the program’s payroll office. SSP’s effects
on fringe benefits, federal and provincial taxes, tax credits and child-care subsidies could not
be measured directly, but were imputed based on survey and administrative records. Data on
the costs of operating the SSP transfer program were estimated using expenditure reports
from Social Research and Demonstration Corporation (SRDC) and SSP program offices for
the fiscal years 1993-94 through 1998-99. The costs of operating the IA program could not be
measured directly, but were imputed using annual reports and other sources from the
provincial government.d

®For additional information, see Long & Knox, 1985.

®The description of the analytical approach and methods used in this report was adapted from previous
MDRC reports (Riccio, Friedlander, & Freedman 1994; Kemple, Friedlander, & Fellerath, 1995; Miller et
al., 2000; and Bloom et al., 2000).

Estimates are expressed in constant dollars by using GDP implicit price deflators from Statistics Canada.
Annual reports of the Ministry of Social Services for the 1995-96 fiscal year were used for British
Columbia (currently the Ministry of Human Resources).

Table 5.1: Examples of Costs and Benefits of SSP for Applicants, by Accounting Perspective

Accounting Perspective

Component of Analysis Program Group Government Budget Society
Employment

Increased earnings and fringe benefits + 0 +
Increased tax payments - + 0
Transfer payments

Increased SSP payments + - 0
Increased IA payments in Year 1 — from delayed IA exits + - 0
Decreased IA payments in years 2 through 6 - + 0
Increased El + - 0
Program operating and administrative costs

SSP operating costs 0 -

Increased administrative cost of SSP payments 0 - -
Decreased administrative cost of IA payments 0 + +
Use of other supports for work

Increased child-care subsidies 0 - -
Increased transportation/transition-to-work allowances 0 - -
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The program group’ s perspective identifies net gains or losses for members of the
program group, indicating how they fared as aresult of the program. As shownin Table 5.1,
the program group should experience financial gains from increased earnings, SSP payments,
and possibly increased El payments.® Given the possible “ entry-effects’ associated with the
Applicant study, program group members may have received dlightly more income assistance
during the one-year qualifying period than did control group members. On the other hand,
there may be financial losses for this group in terms of higher income taxes and decreased
income assistance in the five years following the onset of supplement eligibility. If the
benefits from earnings and other supports exceed the value of higher taxes and decreased
Income assistance, the program may be considered a net financial gain from the standpoint of
the program group.

The government budget perspective identifies gains and losses incurred by a combination
of the federal and provincial governments that fund assistance and employment programs.
For example, the federal government funded the SSP evaluation, but it islikely that in reality
such a program would be funded and run as a provincia government program. Although this
analysis does not attempt to account for transfers from the federal government to the
provincial government of British Columbia (such as the Canada Health and Socia Transfer),
it will consider benefits and costs for the federal and provincial governments separately.
Gains to the government budget occur through reduced income assistance, increased income
and sales taxes, and through decreases in tax credits paid to low-income families. Losses
occur through supplement payments, the cost of operating the program and administering the
supplement, and any increase in associated supports for work.

The perspective of society as a whole combines the perspectives of two groups: the
program group and those outside the program (the taxpayers who fund the federal and
provincial government budgets). For a given component, a net gain to society occurs only
when again to one of these groupsis not at the expense of another group. For example,
Table 5.1 shows that a gain from earnings and fringe benefits would benefit the program
group, but is neither a benefit nor a cost for the government budgets; thus the net result isa
gain for society. A net lossto society occurs when aloss from one perspectiveis not again
from another. For example, the operating cost of SSP represents a cost to government
budgets, but this cost produces no direct financial effect on the program group. So SSP's
operating cost is considered a cost to society. Program effects that constitute a net gain from
one perspective but a net loss from another are considered transfers that have no financial
consequences from the societal perspective. For example, the payments from SSP and
income assistance represent a gain for the program group members who receive them, but a
cost to the government budget.

When adopting the societal perspective, it is assumed that the value placed on adollar
gained or lost is equivalent for each of the groups. This assumption may not be valid.
Typicaly, participants in programs such as SSP have much lower incomes than the average
taxpayer. Thus, it islikely that adollar isworth more to a member of the program group than

°Child-care subsidies and transition-to-work allowances are not counted as benefits for the program group, as government
provides these supports to working families to offset added costs of employment. This approach differs from that used in
the SSP Recipient study analysis, where supports for work were treated as benefits to the program group. When
comparisons are made with the Applicant study results, appropriate adjustments are made to the Recipient study benefit-
cost outcomes.
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it isto the average taxpayer who funds the government budgets. Nonetheless, this analysis
treats each dollar the same, no matter to whom in society it accrues.

Limitations of the Analysis

This analysis accounts for the major financial effects of SSP, but there are some
limitations inherent in the approach. First, although the benefit-cost estimates reflect the
best estimates available, they should be considered only approximations. SSP was designed
and run as an independent research demonstration, completely separate from any
government-run programs. This meant that program staff and tailor-made operating
procedures and management information systems were serving only SSP participants. If
SSP were run as part of — or in place of — another government program such as income
assistance, the operating costs would likely be lower due to economies of scale.

Second, not all of the effects of SSP are measurable in dollars. There are other less
tangible outcomes affected by SSP such as family and child well-being, which are difficult
to monetize. This analysis does not account for these types of non-financial effects.
However, readers should take them into account when assessing the overall value of the
program. Moreover, there may be effects of SSP that were not included in the accounting
framework, and hence not measured. These include, for example, the possible displacement
of other workers resulting from the increased employment of program group members. Such
displaced workers may become unemployed or may accept lower-paying jobs. Similarly,
there may be indirect, long-term benefits for program group members brought on by
increased work experience and financial stability.

Third, similar to findings presented earlier in this report, the benefit-cost results discussed
in this chapter were derived using data from the single-site SSP Applicant study, which was
conducted in British Columbiafrom 1994 to 2000. Asis the case when interpreting any
experimental results, differences or changes in the policy environment and population should
be considered before attempting to generalize the findings to other populations, locations, or
time periods.

The next section of the chapter describes the major components of the analysis, followed
by adiscussion of the costs of operating SSP and administering the supplement payments.
The chapter then describes the financial benefits of SSP for Applicants, and finishes with a
discussion of the net benefits and costs of the program from each of the perspectives
described above.

MAJOR COMPONENTS OF THE COST ANALYSIS

Figure 5.1 illustrates the main components of the SSP cost analysis. It shows that the
gross cost of SSP for each program group member (box D) is made up of three main
components. expenditures on SSP, IA, and EI program operating costs and management
information systems (box A), expenditures on SSP, I1A, and El transfer payments (box B),
and expenditures by outside agencies for supports for work (box C).

A dditional caveats regarding costing estimates are discussed in the section entitled “ SSP Operation Expenditures.”
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Figure 5.1: Simplified Diagram of the Major Components of Gross and Net SSP Costs
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The costs that would have accrued to SSP sample members in the absence of SSP are
represented by the control group. These costs are shown in the second column. Similarly, the
gross costs for each control group member (box H) are made up of three main components:
expenditures on |A and EI operating costs (box E), expenditures on IA and El transfer
payments (box F), and expenditures on support services (box G).

The net cost of SSP, that is the cost per program group member, is shown in box N. The
net cost is obtained by subtracting the gross cost per control group member (box H) from the
gross cost per program group member (box D).

COSTS OF SSP FOR THE OBSERVATION PERIOD

This section presents estimates of the costs of SSP per Applicant program group
member during the six-year observation period. It shows the variation in the costs of SSP
across program components and support services. This information may be useful to
administrators and planners who want a comprehensive understanding of the nature of the
government’ s investment in SSP. For example, by examining the costs presented in this
section it is possible to determine which elements of the program account for most of SSP's
costs.

SSP Operating Expenditures

SSP operating expenditures cover costs for all program group members and are allocated
across four main program activities. outreach, orientation, pre-supplement activities, and
supplement initiation and payment-related activities. The average cost per program group
member was calculated first by estimating a unit cost — the cost per participant or per month
of participation. The unit cost includes staff time spent operating the activity and any
associated overhead costs, including office expenses and management.* The unit cost was
then multiplied by the participation rate (for one time activities) or the average number of
months of participation (for longer term activities).*

Table 5.2 presents the estimated unit and gross costs of operating SSP per Applicant
program group member. The total operating cost averaged $1,060 per Applicant program
group member, dightly less than the average cost observed for Recipients, given
differences in participation rates between Applicants and Recipients for the various
program activities.

llFigure 5.1lisasimplified illustration of the cost analysis, which highlights only the primary components. There are other
potential costsimplicit in the analysis that are not included in the figure, for example increases in other transfers or tax
credits.

L0ffice expenses and management were allocated to the various activities based on the percentage of staff time spent on
each of the activities.

BThe average months participating in a given activity includes zeros for program group members who never participated in
the activity.
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Table 5.2; Estimated Unit and Gross Operating Costs for SSP Program Services to Applicants

Average Cost per

Costs per Average Percentage Average Months Program Group

Expenditures by SSP Offices Participant ($) Monthly Cost ($) Participating Participating Member ($)
Outreach 29 n/a 100 one time 29
Group or individual orientation 192 n/a 56 one time 107
Pre-supplement contact® n/a 11 100 5.2 59
Supplement initiation and

payment-related activities® n/a 125 6.9 865
Total operating costs® 1,060

Sources. Calculations from SRDC expenditure reports, timesheets prepared by Bernard C. Vinge and Associates and Saint John Family Services
caseworkers, and SSP's Program Management Information System (PMIS) for the fiscal years 1993-94 through 1998-99.

Notes: The costs shown are in 2000 dollars. Rounding may cause slight discrepancies in sums and differences.

8t is assumed that those who never took up the supplement participated in pre-initiation activities for 12 months. This assumption may
underestimate the unit cost for this service but overestimate the average number of months participating.

®This cost does not include the actual SSP payments or the cost of administering the payments. These expenses are included in Table 5.3.

°This cost does not include the cost of SSP's PMIS, which isthe computer system used to record activities and track cases. These expenses are
included in Table5.3.

Outreach

Activities categorized as outreach included all activities related to contacting and talking
with program group members prior to their participation in an SSP orientation session. It
included staff activities such as sending notification letters following random assignment,
reminder |etters at the midway point of the qualifying period, eligibility letters for program
group members, and invitations to SSP orientation sessions. Notification |etters were sent
shortly after random assignment, which occurred for Applicants between February 1994 and
March 1995. Outreach activities relating to program eligibility would have occurred a year
later for Applicants, after their one-year qualifying period.

Table 5.2 shows that the average cost for conducting outreach was $29. Given that
outreach was the initial tool used by staff to inform program group members about SSP and
their potential eligibility, the participation rate for this component was 100 per cent.

Orientation

Orientation refersto group and individual sessions, delivered to eligible program group
members, to inform them about the program and provide the details of program participation.
Thisincluded staff time spent preparing for and conducting the sessions, travelling to and
from group orientation sessions held in locations other than the SSP offices, and making
home visits to conduct individual sessions. Most orientation sessions were delivered to
eligible program group membersin the 1995-96 fiscal year, following their one-year
qualifying period.

Table 5.2 shows that the average unit cost for group and individual orientation sessions
was $192 per participant. However, only 56 per cent of Applicant program group members
qualified for the supplement and subsequently participated in an orientation session. Asa
result, this trandates into a $107 cost for orientation activities per Applicant program group
member.
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Pre-supplement Contact

This component of SSP included activities that occurred between a program group
member’ s orientation and the time at which he or she took up the supplement. For those who
did not take up the supplement, this would be the one-year time period in which they could
have taken up the supplement.™ The types of services offered during this period included, for
example, responding to inquiries from participants regarding SSP work requirements or
referrals to outside agencies that provided job-search or child-care assistance.

The average cost per month for pre-supplement activities was about $11. On average,
Applicant program group members were in this pre-initiation phase for 5.2 months.”® Asa
result, the cost for pre-supplement activities per Applicant program group member was
approximately $59.

Supplement Take-Up and Payment-Related Activities

This category included all program activities related to initiating the supplement and
settling payment-rel ated issues once participants began to receive the supplement. It included
tasks such as checking job retention and compl eting supplement voucher requirements each
month. The cost shown in Table 5.2 does not include the payments themselves or any
administrative costs associated with the payments or the payment office. Administration of
the supplement took place in a different location than the SSP program office. These costs
are treated separately from operating expenses of the program, and are presented in a later
table.

Asshown in Table 5.2, this was the most expensive component in terms of program
operations. The average cost per Applicant program group member for take-up and payment-
related activities was $865, making up more than three quarters of the total operating costs.™

Caveats for Interpretation of SSP Operations and Cost Estimates

SSP was first and foremost a research demonstration project that used an experimental
design to evaluate program impacts. Although the Applicant study, in particular, was
designed to simulate the effect of an ongoing program, as opposed to one that was newly
implemented (as was the case for the Recipient study), similarities with an ongoing program
were limited to their effect on the behaviour of those offered the supplement. There were still
many aspects of SSP that differed from “real-world” implementation. For example, many of
the program offices, staffing structures, and operating procedures would be different in a
“full-scale” implementation. Several caveats arise that are important to bear in mind when
Interpreting the cost estimates provided above. Some of these arise specifically out of the

“For those who took up the supplement, the number of months between their orientation and the date they took up the
supplement was defined as the pre-initiation phase. It was assumed that those who never took up the supplement
participated in these activities for the full 12 months. This assumption may underestimate the unit cost for this service, but
overestimate the average number of months of participation.

Bneli gible Applicants (those who left income assistance within their qualifying year) had zero months of pre-initiation but
areincluded in the average, as the costs are being calculated per Applicant program group member.

)¢ may seem somewhat surprising that the payment-rel ated expenses would be so costly given that there was a payment
officein Halifax, Nova Scotia. However, as the program progressed, the participants became comfortable dealing with
SSP program staff. Therefore, program staff at the site offices spent a significant amount of time on these types of
activities. It islikely that these and other operating costs would be significantly lower if SSP were to be operated as an
ongoing government program.
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approach to costing program activitiesin asocial experiment, while others are inherent in the
differences between operating a demonstration project and a “real-world” implementation.

First, the unit cost estimates underlying the above operating expenses were cal cul ated
using data from SRDC and project partners, which spanned six years' of project operations.*®
Utilizing data on operating costs and participant use of program services over the length of
the study, as opposed to data from individual years, smoothes annual cost fluctuations,
captures changes in participant service utilization over time, and provides the most accurate
estimate of actual costsincurred for the SSP Applicant study. However, the relative cost of
the various program activities could vary somewhat in a“real world” implementation, where
entry into the program would be ongoing and variable subject to seasona and economic
factors.

Second, as mentioned earlier, the SSP demonstration was run compl etely independently
from other government programs. This meant that al of the staff, office equipment, and
development of complex management information were paid for and used exclusively for
SSP. If SSP were run as an ongoing government program, the expenses and resources would
be shared by other programs, or services would be subcontracted to existi