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CONCEPTUAL ISSUES IN COST/BENEFIT ANALYSIS OF
WELFARE-TO-WORK PROGRAMS

DAVID H. GREENBERG*

During the 1980s, a number of states operated welfare-to-work programs on a
demonstration basis and subjected these demonstrations to formal cost/benefit evalu-
ations. This paper examines the evaluators’ methods and summarizes and interprets
their findings. Cost/benefit analysis of welfare-to-work programs can provide a rough
but useful assessment of a program’s efficiency in reducing welfare caseloads. But the
evaluation results are more difficult to interpret than they may appear to be. For
example, the results typically imply that such programs produce small net gains to
society when gains and losses are measured in terms of net income. However, a sen-
sitivity analysis measuring net gains and losses to welfare recipients in terms of
changes in net utility suggests that an important modification to the evaluators’ meth-
odology might well reverse this finding in many instances.

|. INTRODUCTION

During the 1970s and 1980s, many
states conducted demonstration programs
in an effort to reduce dependency among
welfare recipients by enhancing their em-
ployability. The components of these Wel-
fare Employment Programs (WEPs) varied
but usually included one or more of the
following: assessment of basic skills, struc-
tured job search, training and education,
and subsidized employment in the public
or private sector.

Analysts have subjected many, al-
though far from all, WEP demonstrations

*Department of Economics, University of Mary-
land Baltimore County. This is a revised version of a
paper presented at the Western Economic Association
International 66th Annual Conference, July 2, 1991, in
a session organized by Bradley Schiller. The author
performed much of the work on this paper while a
visitor at the Robert M. La Follette Institute of Public
Affairs, University of Wisconsin-Madison. He worked
jointly with Michael Wiseman as part of an on-going
project to assess various aspects of welfare-to-work
demonstration evaluations. Consequently, Michael
Wiseman should be viewed as a co-author of this
paper. The author also is indebted to two anonymous
referees for their helpful comments.

Contemporary Policy Issues
Vol. X, October 1992

51

to formal cost/benefit analyses. These
analyses—especially those based on the
Work/Welfare Initiative Demonstrations
conducted by the Manpower Demonstra-
tion Research Corporation (MDRC) in the
1980s—exerted considerable influence on
the Family Support Act of 1988, the
nation’s most recent attempt at welfare re-
form. From these analyses, many policy-
makers concluded that WEPs are cost-ben-
eficial. For example, Ron Haskins, a House
of Representatives staffer directly in-
volved in drafting the Family Support Act
of 1988, writes that “when subjected to rig-
orous analysis, most of the programs also
were shown to produce net benefits”
(1991, p. 620). Similarly, Haskins’s coun-
terpart on the Senate side, Erica Baum
(1991, p. 609), states that “it appeared as
if, over time, the benefits of (WEPs) would
equal or exceed the costs.” Finally, Peter
Szanton (1991, p. 596) asserts that “the
programs were cost-effective. In most
cases, they benefitted both participants
and tax-payers.”

Although WEP cost/benefit analyses
have led to rather strong policy conclu-
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sions, the analyses themselves have un-
dergone relatively little critical assess-
ment. Thus, the study presented here ex-
amines conceptual issues concerning these
analyses. Section II begins by outlining the
WEP cost/benefit accounting framework.
Section III raises a number of conceptual
points concerning this framework, placing
particular emphasis on one specific WEP
component: mandatory community work
experience programs (CWEPs). Such pro-
grams typically require welfare recipients
to work a specified number of hours each
month at a government or nonprofit
agency in exchange for their grant. Among
WEP components, CWEPs are of special
interest because they most closely embody
the original notion of “workfare,” a con-
cept that received considerable emphasis
during the 1980s. However, Section II
raises many points that also pertain to
other WEP components. Section IV illus-
trates the relevance of these conceptual
points by examining findings from
MDRC’s cost/benefit analyses of the
Work/Welfare Initiative Demonstrations.
Section V offers some brief conclusions.

. THE COST/BENEFIT FRAMEWORK

Stated in the simplest terms, the objec-
tive of WEP cost/benefit analyses is to
measure all program costs and benefits
and to determine whether the latter out-
weigh the former. In practice, analysts can
never fully realize this objective because
not all WEP costs and benefits are measur-
able, and even when they are, measure-
ment errors often occur (see Sections III
and IV). Thus, policymakers cannot use
cost/benefit analysis in a simple, straight-
forward manner to decide whether a WEP
should continue operating. However,
cost/benefit analysis can facilitate that de-
cision by organizing what is known and
unknown about the program, thereby per-
mitting rough assessments of efficiency
and focusing attention upon those out-

comes and costs requiring political evalu-

ation.

Table 1 presents a stylized version of
the basic cost/benefit accounting frame-
work that has been popular since the late
1970s for evaluating training and employ-
ment programs, including WEPs. Details
concerning specifics of the cost/benefit ty-
pology vary among WEP evaluations due
to the nature of the treatment and the vin-
tage of the report. However, table 1 lists
those benefit and cost components that
typically have been measured and evalu-
ates them from three separate perspec-
tives: society as a whole; clients served by
the evaluated demonstration program;
and nonparticipants, including taxpayers
who paid for the program. Plus signs in-
dicate anticipated sources of benefit, and
minus signs indicate anticipated sources
of cost from each perspective. Benefits and
costs to society simply are the algebraic
sum of benefits and costs to clients and to
nonparticipants, since society is the sum
of these two groups.

Table 1 does not include intangible ben-
efits and costs—for example, the values of
leisure foregone and satisfaction gained
from substitution of work for welfare.
WEP evaluations almost never measure
such effects due to the difficulty of doing
so. A later section of this paper examines
the implications of this omission.

. METHODOLOGICAL ISSUES

The accounting framework illustrated
in Table 1 offers several advantages: poli-
cymakers readily understand it; it sug-
gests some distributional implications of
the program being evaluated by display-
ing benefits and costs from the perspec-
tives of both participants and nonpartici-
pants; and, possibly most importantly, it
is operationally feasible since analysts ac-
tually can measure each cost/benefit com-
ponent listed. However, in some respects,
the framework is not completely consis-
tent with current cost/benefit theory.
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TABLE 1
Stylized Cost-Benefit Framework for WEP Demonstrations
Social Client Nonparticipant
(A) (B) (©
(B+C)
Output Produced by Clients
In-Program Output 0 +
Gross Earnings + 0
Fringe Benefits + 0
Client Work-Related Expenditures
Tax Payments 0 - +
Expenditures on Child Care,
Transportation, etc. - - 0
Use of Transfer Programs by Clients
Transfer Payments
(e.g. AFDC, Food Stamp, Medicaid,
Unemployment Insurance) 0 -
Program Operating Costs + 0
Use of Support Programs by Clients
Support Services Received by Clients - 0 -
Allowances Received by Clients 0 + -
Program Operating Costs - 0 -

These inconsistencies potentially can lead
to incorrect policy conclusions. Thus, the
following subsections compare some of
the operational measures of WEP evalua-
tion benefits and costs with their concep-
tually correct counterparts.

A. Benefits and Costs: A Client Perspective

Figure 1, which is a standard labor-lei-
sure indifference curve diagram, identifies
theoretically correct measures of major
WEP benefits and costs to participating
welfare clients. In figure 1, AM represents
the budget constraint a client would face
in the absence of welfare programs, while
DFM represents the budget constraint she
faces in their presence. (For the moment,
ignore budget line AN.)

Figure 1 assumes that (i) the client rep-
resented in the diagram would earn the
minimum wage if she works at an unsub-
sidized job, (ii) she is eligible for welfare,
but every dollar she earns reduces her wel-
fare payment by one dollar (an implicit tax
rate of 100 percent), (iii) a condition of re-
ceiving welfare is that she work ata CWEP
job for a number of hours, h*, determined
by dividing her grant amount, JI, by the
minimum wage, and (iv) her indifference
curves are negatively sloped throughout
the relevant range. The last of these as-
sumptions is standard. The others, which
together approximate the situation that
many CWEP demonstration participants
face, keep figure 1 from becoming clut-
tered and do not affect the conclusions
presented below.

A
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Coupling the assumption that the client
potentially could earn the minimum wage
with the assumption concerning the
CWEP hours requirement implies that the
client would be located at the welfare pro-
gram break-even, point F, while participat-
ing in CWEP. The assumption that the wel-
fare program has a 100 percent implicit tax
rate implies that the client would prefer
point D—that is, zero hours of work—to
either point F or point G, both of which
are located on lower indifference curves.
The 100 percent tax rate assumption per-
mits one to determine the equivalent vari-
ations—that is, changes in the client’s wel-
fare—associated with different policy
changes by comparing the points at which
various indifference curves intersect with
the right vertical axis of figure 1. For ex-
ample, the CWEP program forces the cli-
ent from point D to point F, located on a
lower indifference curve. DB represents

Leisure

the equivalent variation associated with
this loss; that is, the monetary amount that
would exactly compensate the client by re-
turning her to her original indifference
curve.

Figure 1 compares the theoretically cor-
rect equivalent variation measure of
CWEP participation cost to the client with
the operational measure that CWEP
cost/benefit analysis typically uses. This
latter measure, read off the left vertical
axis of figure 1, simply is the net change
in client income that results from impos-
ing a CWEP program. Since neither trans-
fer payments nor earnings change under
CWEP, the client’s net income, JI, also is
unchanged. Thus, a conventional cost/
benefit analysis will understate the cost to
the client of working in a CWEP job, DB.

This assertion is subject to two qualifi-
cations. First, although theoretically pro-
gram cost measurements should be in
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terms of either equivalent or compensat-
ing variation, these measures are ex-
tremely difficult, if not impossible, to
make operational. In contrast, changes in
income flows are readily observable. Sec-
ond, the assumption that time devoted to
CWEP activities diminishes well-being—
that is, that the client’s indifference curves
are negatively sloped—influences the size
and even the direction of the error result-
ing from using observed changes in net
income rather than using equivalent vari-
ation as the cost/benefit measure. For
many welfare recipients, CWEP participa-
tion may in and of itself be a good. Indeed,
surveys suggest that many CWEP partici-
pants enthusiastically consider the oppor-
tunity (Friedlander et al.,, 1985a and 1986;
Goldman et al., 1986). If so, indifference
curves with positive rather than negative
slopes would better illustrate client pref-
erences. Evidence presented in Section 1V,
however, suggests that most AFDC
recipients’ indifference curves are nega-
tively sloped.

Now, consider a different situation: the
benefits and costs associated with a
client’'s move from welfare to an unsubsi-
dized job. This is, of course, a major WEP
objective, and evaluations suggest that
WEPs often successfully meet this goal.
Figure 1 implies that the CWEP illustrated
in the diagram would have its desired ef-
fect. Although the client would prefer not
to work in the absence of the CWEP pro-
gram (point D), she would select working
at an unsubsidized minimum wage job
(point G) over participating in CWEP
(point F). In actual practice, the client
might move directly from welfare to the
job upon being confronted with the CWEP
requirement, or, alternatively, the client
might first participate in CWEP while
seeking private sector employment.

Comparing the operational cost/bene-
fit measure of the client’s move to private
sector employment with the correspond-
ing conceptually correct measure yields an

interesting finding. On the one hand, the
operational measure implies that the client
enjoys a net gain. Transfer payments fall
from ]I to zero, but earnings increase from
zero to KI, resulting in a net increase in
income of KJ. On the other hand, mea-
sured in terms of equivalent variation, the
client suffers a net loss equal to DC. Thus,
the conclusion drawn from the opera-
tional measure is the opposite of that
based on the conceptually correct mea-
sure.

An additional possibility is that CWEP,
perhaps augmented by job search or train-
ing, helps the client secure a better job
than she otherwise would. Figure 1 repre-
sents such a post-CWEP period as a move
between budget constraints, from AM to
AN, permitting the client to reach equilib-
rium at point H rather than at point D.
Therefore, the client is better off. As figure
1 indicates, the equivalent variation asso-
ciated with the program, equal to ED, is
positive. However, the client’s net gain in
income, L], is even larger. Hence, as in the
previous two cases, if the client’s indiffer-
ence curves are negatively sloped, the op-
erational measure of the client’s benefits
and costs will overstate her true net gain
(or understate her true net loss).

B. Benefits and Costs: The Nonparticipant
Perspective

1. Intangible Benefits. The preceding sec-
tion emphasized that one should estimate
changes in utility when measuring clients’
WEP benefits and costs. The same concept
applies in measuring nonparticipant ben-
efits and costs. As the general political
support for WEPs suggests, WEP-induced
reductions in welfare recipients’ leisure
time may increase some nonparticipants’
utility. In principle, cost/benefit analysis
of these programs should incorporate this
intangible WEP benefit. However, this has
never been done due to practical difficul-
ties.
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2. In-Program Output. The procedures that
evaluators have used to measure the value
to nonparticipants of CWEP participants’
in-program output implicitly rest upon a
key assumption regarding bureaucratic
behavior: that government and nonprofit
agencies employing CWEP workers base
their decisions on taxpayers’ desires. More
specifically, these evaluators implicitly
analogize government and nonprofit
agencies with competitive private sector
markets. They assume that the wage an
agency would be willing to pay to employ
an additional worker corresponds to the
value taxpayers place on the additional
output the worker would produce. This
obviously is a strong assumption. Let us
first examine a situation in which it is
valid.

Figure 2 represents a government or
nonprofit agency that might be assigned
CWEP workers. The horizontal line, S,
represents the labor supply curve, set at
the market determined wage that the
agency must pay each low skilled worker
it hires. The downward sloping line, D,
represents the agency’s demand curve for
low skilled workers, assumed to slope
downward as a result of diminishing re-
turns and (as implied by the bureaucratic
behavior assumption) because the agency
prioritizes its tasks so that, as its budget
expands, successively less important ser-
vices are performed. (Ignore curve D* for
the moment.)

Figure 2 indicates that, in the absence
of CWEP workers, the agency would hire
R regular workers. However, if a CWEP
program provided the agency with P par-
ticipants, the agency would employ a total
of R+P workers. Thus, if the bureaucratic
behavior assumption is valid, the value to
taxpayers of the CWEP workers’ addi-
tional output would equal area A. Unfor-
tunately, however, typically direct mea-
surement of Area A is impossible since
government and nonprofit agencies rarely
sell their output in market transactions.
Consequently, the demand curve depicted

in figure 2 is unobservable. However, even
though government and nonprofit agen-
cies that “employ” CWEP participants pay
nothing for participants’ services, one
readily can value the area under the sup-
ply curve between R and R+P simply by
determining the wages and fringe benefits
that these agencies would have to pay
workers hired in the open market to do
the CWEP participants’ jobs. Conse-
quently, evaluators usually use the area
under the supply curve—that is, area A
plus area B—as the measure of CWEP out-
put value.

Let us now look at a situation in which
the bureaucratic behavior assumption is
invalid because an agency produces less
output than taxpayers collectively desire,
perhaps due to budget constraints result-
ing from the public good characteristic of
its services. The two demand curves in fig-
ure 2 represent these circumstances. As be-
fore, curve D indicates agency demand for
workers, but the area under demand curve
D* now represents the value that taxpayers
place on the agency’s output. Conse-
quently, the value to taxpayers of the P
CWEP participants’ additional output
now equals the sum of areas A, B, and C.
Thus, under these circumstances, the sup-
ply curve based measure of the CWEP
workers’ output (that is, areas A plus B)
understates the true value by an area
equal to C.

3. Public Sector Displacement. So far, the
analysis here has presumed that an agency
simply would add available CWEP work-
ers to the regular work force that it would
hire in the absence of CWEP. This need not
be the case. The agency instead might sub-
stitute CWEP workers for regular workers.
In terms of figure 2, this behavior on the
agency’s part, which is usually referred to
as “displacement,” would increase total
agency employment by less than the P
number of CWEP workers it was pro-
vided, resulting in an overstatement of the
value of CWEP participants’ output.
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FIGURE 2

Several WEP evaluations that investi-
gated this issue by surveying agencies em-
ploying CWEP workers consistently
found displacement to be very small (see,
for example, North Carolina DHR, 1985,
pp. 19-20; Goldman et al., 1986). However,
while these findings are suggestive, they
are far from definitive. For example, eval-
uators limited their examinations of dis-
placement to the demonstration period.
Long-run displacement under a perma-
nent CWEP program could be far greater
than that occurring during a demonstra-
tion.

Labor
R+P

4. Private Sector Displacement. Most WEP
demonstrations have aimed at increasing
program participants’ unsubsidized pri-
vate sector employment. To the extent that
these efforts were successful, some partic-
ipants undoubtedly took jobs that nonpar-
ticipants otherwise would have held. If
these nonparticipants became unem-
ployed or accepted lower wage jobs as a
result, the WEP obviously imposes a cost
on them. WEP cost/benefit analysis has
not measured this cost, which is another
displacement effect. However, this cost’s
importance depends upon local labor mar-
ket conditions. For example, if local unem-
ployment was low during the demonstra-

Reproduced with permission of the copyrightowner. Further reproduction prohibited without permissionyyyana




58 CONTEMPORARY POLICY ISSUES

tion period, displaced nonparticipants
should have found alternative job oppor-
tunities relatively easily and displacement
effects should have been small. But if un-
employment was high—the actual situa-
tion at many WEP demonstration sites—
displacement could have been substantial.

C. Benefits and Costs: The Social Perspective

The cost/benefit literature usually em-
phasizes the social perspective because it
provides the most comprehensive view-
point from which to assess program effects
and determine whether a program in-
creases or decreases overall economic effi-
ciency. For example, evaluators who find
that a WEP produces a positive net gain
for society as a whole can conclude that
total available social output has increased
and, hence, that the program has im-
proved economic efficiency. However,
since WEP evaluations compute social
benefits and costs simply by algebraically
summing gains and losses to clients with
those to nonparticipants, evaluators treat
a dollar gained or lost by a client as iden-
tical to a dollar gained or lost by a non-
participant. Consequently, for example,
evaluators would conclude that a WEP
demonstration that caused welfare
recipients’ transfer dollars to fall does not
affect society as a whole, since benefits to
nonparticipants in the form of govern-
ment budgetary reductions would exactly
offset the loss to clients.

A stark example illustrates the short-
coming inherent in this approach. Sup-
pose a state is considering abolishing its
AFDC program and conducts a cost/ben-
efit analysis to assess the potential conse-
quences. Using the standard approach, the
state probably would find that, from a so-
cial perspective, benefits from eliminating
AFDC would far exceed costs. For exam-
ple, an examination of the cost/benefit
components listed in table 1 implies that
eliminating AFDC would engender two
social benefits: (i) elimination of AFDC op-

erating expenditures and (ii) earnings
growth that would occur as former AFDC
recipients are forced to increase their work
hours. Former recipients’ increases in the
use of child care, transportation, and so-
cial service programs would partially off-
set these benefits but probably only to a
small extent.

If a traditional cost/benefit study does
indicate that society would be better off by
eliminating welfare programs such as
AFDC, one might well ask why these pro-
grams continue to exist. One possibility is
that the convention upon which evalua-
tors base social perspective calculations—
that dollars gained or lost by welfare re-
cipients and by nonparticipants are equiv-
alent—does not accurately reflect social
preferences. The very existence of welfare
programs suggests that society, in so far as
the political process expresses its will, is
willing to sacrifice efficiency in order to
increase the incomes of the poor.

The cost/benefit literature typically
treats such issues by using distributional
weights that in principle reflect society’s
view of what constitutes an equitable dis-
tribution of income. For example, evalua-
tors might assign nonparticipants’ gains
and losses a weight of one and WEP dem-
onstration participants’ gains and losses a
weight greater than one. Given these
weights, evaluators could then compute
benefits and costs from the social perspec-
tive.

Unfortunately, however, the values of
weights appropriate for this purpose are
unknown. One possible approach to this
problem is to use several of the alternative
weighting schemes suggested in the liter-
ature to conduct sensitivity tests (see, for
example, Gramlich, 1981, pp. 118-123;
Pearce, 1983, pp. 59-71). A second ap-
proach is simply to report unweighted
benefits and costs for program partici-
pants and nonparticipants but not for so-
ciety as a whole, thereby requiring policy-
makers to apply their own set of implicit
weights in interpreting the results.
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IV. COST/BENEFIT FINDINGS FROM THE
WORK/WELFARE INITIATIVES

Table 2 summarizes results from the Man-
power Demonstration Research Corporation’s
(MDRC) cost/benefit analysis of a 1980s series
of WEP demonstrations that enrolled AFDC
applicants and recipients: the Work/Welfare
Demonstrations. MDRC based its excellent
evaluations of these demonstrations on clas-
sical experimental designs, and one may view
the cost/benefit components of the MDRC
evaluations as state of the art. Thus, the find-
ings reported in table 2 are useful in illus-
trating appropriate and inappropriate conclu-
sions from WEP cost/benefit analyses.

To obtain the estimates reported in
Table 2, MDRC needed to incorporate the
fact that some benefits and costs of the
Work/Welfare Demonstrations extended
beyond the demonstration period. For ex-
ample, as a result of having participated
in a demonstration program, some indi-
viduals potentially could enjoy increased
earnings but only by paying higher taxes,
incurring greater job-required expenses,
and receiving fewer transfer payments
over the remainder of their working lives.
Incorporating these streams of future ben-
efits and costs into the cost/benefit anal-
ysis required MDRC to specify three im-
portant parameters: the time horizon, the
discount rate, and the decay rate. (Space
limitations preclude discussion of
MDRC’s assumptions concerning these
parameters. For a detailed assessment of
these evaluations, see Greenberg and
Wiseman, 1991.)

Table 2 separately reports estimates for
one-parent (AFDC-R) and two-parent
(AFDC-U) households, and when avail-
able, for new AFDC applicants and prior
AFDC recipients. Parentheses indicate
when benefits or costs are in the opposite
direction from that intended by the dem-
onstration programs—for example, when
net remuneration from employment de-
clines or amounts of transfer payments in-
crease. The first three columns in table 2
present estimated benefits and costs from

the client perspective, and the next four
present estimated benefits and costs from
the nonparticipant perspective. Columns
A and D respectively report total net gains
(or losses) from these two perspectives,
while columns B, C, E, F, and G provide
information on the benefit and cost com-
ponents that together account for these
gains (or losses). For example, column B
reports clients’ estimated net gain from
employment under each demonstration
program—that is, estimates of the sum of
increases in earnings, fringe benefits, and
any work-related allowances paid under
the program less the sum of tax payments
and client job-required expenditures on
child care and transportation. Column C
indicates changes in clients’” AFDC and
other transfer benefits. Column E presents
MDRC’s valuations of CWEP output. Col-
umn F is the sum of tax increases paid by
clients, reductions in transfer payments
paid to clients, and reductions in transfer
program operating costs, all of which one
may view as benefits to nonparticipants.
Finally, column G shows the government’s
cost of operating the treatment programs.
The total net gains and losses implied
by columns A and D are not especially
large. For example, a program resulting in
a net client or nonparticipant gain of
$1,000 per treatment group member (a fig-
ure that is larger than most of those ap-
pearing in either column A or D) and en-
rolling one million AFDC recipients each
year (a figure that seems improbably
large) would produce a total annual gain
of $1 billion. This gain may be usefully
compared to AFDC’s budgetary cost,
which currently approaches $23 billion
per year (U.S. House of Representatives,
1991, table 17). Also note that of the table’s
19 sets of estimates, 17 imply net gains for
nonparticipants while only 10 indicate net
gains for participants. In nine cases, the
demonstrations apparently did not result
in large enough earnings gains to offset
participant losses in transfer payments.
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Column H in table 2, which is com-
puted by summing the benefit-cost com-
ponents reported in columns B, C, E, F,
and G, presents estimates of net gains and
losses from the social perspective. Sixteen
of the 19 reported estimates indicate net
gains while only three imply net losses.
Taken at face value, therefore, these find-
ings imply that the policies tested in the
Work/Welfare Demonstrations generally
resulted in modest social net gains. How-
ever, any comprehensive assessment must
determine whether the estimates reported
in column H are sensitive to the assump-
tions MDRC used to derive them. The re-
maining three columns in table 2 permit
an investigation of this issue.

Column [ tests whether the social net
gain estimates are sensitive to the choice
of distributional weights. In contrast to the
figures appearing in column H, which as-
sume that society values the gains and
losses of AFDC recipients and non-
recipients equally, the figures appearing in
column I assume that society values AFDC
recipients’ gains and losses at twice those
of nonrecipients. In other words, partici-
pants receive a distributional weight of
two and nonparticipants a weight of one.
Although these weights obviously are ar-
bitrary, they likely overstate society’s gen-
erosity towards AFDC recipients and thus
test whether the net social gain and loss
estimates are sensitive to a rather extreme
assumption. Comparing columns H and I
indicates that this assumption causes 10 of
these estimates to become more positive
and nine more negative. More impor-
tantly, however, only three change sign.
Although all three sign changes are from
positive to negative—that is, from a net
gain to net loss—in two cases the original
estimated net gain was well under $100.
Hence, conclusions concerning whether
the Work/Welfare Demonstrations were
cost-beneficial to society likely are not
very sensitive to the choice of distributio-
nal weights.

Section III suggests that estimates of
CWEP output values could be either over-
or understated, depending on whether the
agencies employing CWEP participants
produce the amount of output desired by
nonparticipants and whether CWEP par-
ticipants displace workers these agencies
hire through normal channels. Here the
analysis focuses on the implications of a
possible overstatement. Thus, column ] of
table 2 makes the extreme assumption that
CWEP output should be valued at zero. As
a comparison of this column with column
H suggests, the estimates of social net
gains and losses are quite insensitive to
this assumption, except for the West Vir-
ginia demonstration.

Section III implies that if indifference
curves representing the tradeoff between
income and leisure are negatively sloped,
net gains for WEP participants would be
overstated (or, alternatively, net losses un-
derstated). The best evidence concerning
the slope of the indifference curves of low
income family heads—that is, persons
similar to WEP participants—probably
comes from compensated substitution ef-
fect estimates based on data from a series
of income maintenance experiments con-
ducted during the 1970s. These imply that
the indifference curves of the heads of
most low income households are not only
negatively sloped but probably quite steep
(see Burtless, 1986, for a summary of these
estimates). This finding suggests that mea-
suring net gains to and losses to
Work/Welfare Demonstration partici-
pants in terms of income change, as
MDRC did, rather than in terms of
changes in utility, might produce substan-
tial bias. Column K of table 2 explores this
possibility by presenting estimates of net
social gains assuming that losses in
participants’ utility resulting from reduc-
tions in leisure fully offset any increases
in participants’ utility resulting from
higher earnings. Although this assump-
tion may seem excessive, the analysis in
Section Il suggests that, under certain cir-
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cumstances, a WEP actually may cause
losses in utility resulting from leisure re-
ductions to exceed the increases in utility
resulting from income gains.

Comparing columns H and K indicates
that the estimates of net social gains and
losses are quite sensitive to this assump-
tion, with virtually all estimates becoming
substantially more negative and nine of
the 16 initially positive estimates taking
on negative values. In interpreting these
findings, however, one must consider two
situations in which the assumption that
gains in earnings were fully offset by
losses in leisure is almost certainly too
strong. The first occurs when WEP pro-
grams help clients obtain a better job—
that is, move them to a more steeply
sloped budget constraint. Although most
Work/Welfare Demonstrations put little
emphasis on augmenting participants’
human capital, both the Baltimore and the
San Diego II demonstrations did. The sec-
ond situation occurs when WEP partici-
pants do not consist of the general AFDC
population, but of persons who desire to
participate. Such persons voluntarily re-
linquish leisure; thus, their indifference
curves may be much less negative than
those of typical welfare recipients. Partic-
ipation in only two of the Work/Welfare

Demonstrations—those in New Jersey and
Maine—was voluntary. However, while
participation in the remaining demonstra-
tions was mandatory, this provision was
more strongly enforced in some (for exam-
ple, those in San Diego) than in others (for
example, the one in Baltimore).

V. CONCLUSIONS

This paper has suggested that WEP
cost/benefit analyses are more difficult to
conduct successfully and to interpret than
they may appear to be. Nevertheless, they
can provide useful insights. For example,
MDRC’s cost/benefit analyses of the
Work /Welfare Initiative demonstrations
imply that the tested policies resulted in
modest net social gains. Sensitivity tests
suggest that, with one important excep-
tion, this finding is quite robust with re-
spect to alternative assumptions. The ex-
ception concerns the value of the demon-
stration participants’ leisure time. Had
evaluators taken the value of participant’s
leisure time into account, the positive
findings for a number of the demonstra-
tions might well have been reversed.
Thus, techniques for incorporating the
value of WEP participants’ leisure time
into WEP cost/benefit analyses are an im-
portant topic for future research.
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