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PREFACE

This report was originally prepared in December 1974 to help the

City of New York anticipate changes in the welfare caseload for 1975.
The version of the report presented at that time to Deputy Mayor James
A. Cavanagh and Department of Social Services (DSS) Commissioner James
Dumpson is reproduced here in Sections I through IV without substantive
change. (These sections and the Summary that precedes them have been
copy-edited for presentation here, but the original style and tenses
have not been changed.) In these sections we identify the reasons for
recent (1974-1975) increases in the City's welfare caseload, predict the
effects of economic recession and inflation on the caseload for fiscal
year 1975 and the first six months of fiscal year 1976, and estimate the

additional budgetary cost of the predicted caseload increases to the City.

After the release of the initial report, two additional tasks were
undertaken. First, in early 1975 it was clear that the recession hit
the unemployment level in the City harder and earlier than we had assumed.
Therefore, a new set of predictions of the caseload were made in April
1975 to incorporate data on unemployment levels that the City was actually
experiencing. These revised predictions were given to the City at that
time and are presented here in Section V entitled Epilogue. Second, in
order to check on the accuracy of our predictions for the 1975/1976
period, we compared the actual caseload level and changes to ﬁhose pre~
dicted by the DSS Caseload Model. Those findings are also presented in
Section V.

In short, this report documents our analysis of the behavior of the
New York City welfare caseload during 1974 when dramatic changes were
occurring, presents our predictions for 1975 and 1976, and then takes a
retrospective look at their accuracy.

Our predictions of the New York City welfare caseload were possible
because of the DSS Caseload Model. The Model was developed by The New
York City-Rand Institute under contract to the Human Resources Administra-
tion (HRA) in 1972, with the support of HRA's Office of Policy Research

(OPR). A complete description of the Model and its use in earlier predictions
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appears in Welfare Caseload Dynamics in New York City by C. P. Rydell,

T. Palmerio, G. Blais, and D. Brown, R-1441-NYC, The Rand Corporation,
1974. In order to account for the dramatic changes in the welfare case-
load that occurred between 1972 and 1974 the original DSS Caseload Model
was revised and used in making the predictions in this report. The revi-
sions are discussed briefly in Section III and are presented in detail

in Appendix A.

A number of people supported the authors while this report was in
preparation. First, our thanks to C. P. Rydell for the design and careful
documentation of the original DSS Caseload Model and his comments during
the project. At HRA's Office of Policy Research, Valerie Leach offered
valuable suggestions regarding the reasons for caseload increases during
1974 and provided us with an updated data file on caseload activity. Mel
Levy at OPR carried out the painstaking task of maintaining the DSS Case-
load Model data file, and Ruth Lowell and Peter Peta made many valuable
contributions by cross-checking on Model revisions at every stage. Our
thanks also to Henry Rosner and Aaron Halpern from HRA's Office of Budget
and Fiscal Affairs for providing us with early editions of the Monthly
Statistical Report. At the Institute, Robert Levine and David Brown were
responsible for initiating the analysis. Valuable technical reviews of
the final report were submitted by Rydell and Ed Ignall.

Barry Richman edited the text for publication, and numerous drafts

of the report were typed by Nancy Haselkorn.



SUMMARY

The combined effects of high unemployment, a welfare allowance
increase, 8 percent inflation, and continuation of current DSS policy
on eligibility control are predicted to result in a total welfare bill
of $1.2 billion to the City of New York in fiscal year 1976. This is
$200 million higher than the level reached in fiscal year 1974. The City's
share of that bill is estimated to be $328 million--or 20 percent more
than the City paid out for HR, ADC, and ADC-U categories2 of assistance
in fiscal year 1974.

These estimates of welfare costs are based on one of five alternative
sets of assumptions ("'situations'") regarding the City's economic climate
and DSS administrative policy that were used to predict the welfare
caseload for 1975. The prediction that results in the estimated $1.2
billion outlay for welfare in fiscal year 1976 assumes that unemployment
reaches 11 percent in July, August, and September of 1975, and that a 10
percent welfare allowance increase is forthcoming in July 1975. Under
these assumptions, the caseload is predicted to average 327,000 cases
under care in the first six months of fiscal year 1976--or 25,000 more
cases under care per month than occurred in fiscal year 1974, and 15,000
cases more per month than is predicted for fiscal year 1975.

Four other cost estimates for the welfare caseload based on different
assumptions were prepared. These estimates for fiscal year 1976 range
from $280 million to $326 million of City outlays to support its share
of the welfare budget—-or $10 to $54 million more than was spent in
fiscal year 1974. The full impact of the recession and continued infla-

tion is predicted to hit the welfare rolls hardest in late 1975.

lBecause this summary and the text in Sections I through IV are
reproduced from the January 1975 version of the report, "recent" refers
to the 1974-1975 period and "remainder of fiscal year 1975" refers to
the period from late 1974 to mid-1975.

2Throughout this report HR means Home Relief, the state and city
funded category of assistance that includes individuals on Veteran
Assistance; ADC is Aid to Dependent Children, a federal, state, and
locally funded category of assistance; and ADC-U is a similarly funded
Aid to Dependent Children-Unemployed Father category of assistance.
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These predictions were made to help the City of New York anticipate
changes in the size and cost of the welfare caseload for 1975. The study
has three objectives: (1) to identify the reasons for recent increases
in the City's welfare caseload; (2) to predict the effects of economic
recession and inflation on the caseload for the remainder of fiscal year
1975 and for the first six months of fiscal year 1976; and (3) to esti-
mate the additional budgetary cost to the City of caseload increases in
fiscal year 1975 and 1976 over the cost level reached in fiscal year
1974.

There are a number of reasons why an up-to-date prediction of the
welfare caseload is needed at this time. TFirst, after two years of
steady decline in the rolls there is a possibility that the drop in
persons on welfare has "bottomed out." Second, it is likely that the
national recession will hit New York City hard, with unemployment rates
possibly reaching 10 or 11 percent or even higher. Third, a high level
of inflation is expected to continue into 1975, which will bring heightened
pressure for increases in welfare allowances. Fourth, persons formerly
receiving Aid to the Disabled, Aged, or the Blind were transferred to the
Federal Supplemental Security Income (SSI) program on 1 January 1974.
Fifth, and perhaps the most important for immediate policy, strategies
for reducing the budget deficit facing the City in this and future fis-
cal years require reliable estimates of the expenditures necessary to
support the welfare system.

The predictions of the welfare caseload in this report were made with
the DSS Caseload Model developed by The New York City-Rand Institute under
contract to HRA in 1972. Complete specification of the Model and its use
in predicting caseload change is presented in Welfare Caseload Dynamics
in New York City by C. P. Rydell, T. Palmerio, G. Blais, and D. Brown,
R-1441-NYC, The Rand Corporation, 1974. The Model was originally designed
with caseload data for the years 1963 through 1971. For the purposes of
this study, we updated and revised the Caseload Model to account for the
dramatic changes in the welfare rolls that have occurred since September
1972.
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THE WELFARE CASELOAD: 1972 TO 1974

Since the third quarter of 1972 when the welfare rolls peaked at
320,000 cases under care, there has been a steady decline in the rolls.
The caseload went as low as 299,000 HR, ADC, and ADC-U cases under care
per month in the second quarter of 1974--a drop of 21,000 cases in twenty-
one months. Two peaks in case closings since 1972 have been responsible
for the decline. One peak occurred in the first quarter of 1973 when
closings averaged 12,000 per month, and the second peak occurred in the
second quarter of 1974 when an average of 10,500 cases per month were
closed off the rolls. Both of these peaks were caused by direct adminis-
trative action taken by DSS in response to state and federal pressure to
reduce the level of ineligible recipients on the rolls.

In the third quarter of 1974, the rolls were on the rise again to
a level of 304,000 cases under care per month, or 5,000 higher than the
previous quarter. The major reason for the increase in the caseload in
July, August, and September of 1974 was a sharp increase in case reopenings.
Since the administrative initiatives of photo identification and eligi-
bility control began in mid-1972, case reopenings as a percent of total
openings have been consistently higher than they were for any quarter
during the years 1969 through 1972. 1In July, August, and September of
1974 case reopenings averaged 5,900 cases per month, which is over 1,000
more cases per month than the previous peak level of reopenings in fiscal
year 1973. We conclude that the recent high level of case reopening activ-
ity is caused to a large degree by cases coming back on the rolls after
being administratively closed, because eligible recipients could not
or did not respond to requests for recertification.

Whether it was due to the hesitancy of welfare recipients to respond
to mail questiomnaires, unwillingness to wait in long lines, or simply
administrative confusion, many cases with eligible recipients were closed
off the rolls because the payee did not comply with regulations. The
consequence of stringent eligibility control procedures seems to be that
a number of eligible recipients are terminated from the rolls in addition
to those who are ineligible. At least up to September 1975, the reapplica-
tion and acceptance of eligible welfare recipients whose cases were closed

administratively was the major cause of caseload growth.
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At the same time, there is no available evidence that loss of
employment was a cause of the caseload increase in the third quarter
of 1974. Applications accepted for employment-related reasons were a
smaller percentage of all applications accepted in July, August, and

September of 1974 than they were in the same months of 1972 and 1973.

PREDICTIONS OF THE WELFARE CASELOAD TO DECEMBER 1975

Five prediction situations were chosen as reasonable alternatives
for DSS administrative policy and the City's economic climate in 1975.
The situations are not forecasts or recommendations, but are conditions
that might reasonably develop in coming months. For each situation, we

predict the welfare caseload. In brief, the five situations are:

SITUATION A--BASE

o DPeak unemployment rate of 9.5 percent in New York City.
e Inflation of 8.1 percent from October 1974 to October 1975.
¢ No increase in welfare allowances.

SITUATION B—-11 PERCENT UNEMPLOYMENT

e Same as "A" but unemployment rate peaks at 11 percent from
July to September 1975.

SITUATION C—-ALLOWANCE INCREASE

e Same as "A" but 10 percent allowance increase in July 1975.
SITUATION D--STRINGENT ELIGIBILITY CONTROL

e Same as "A" but a stringent eligibility control program
launched in February 1975,

SITUATION E--11 PERCENT UNEMPLOYMENT RATE AND ALLOWANCE INCREASE®

e Situations "A," "B," and "C" combined:
11 percent peak unemployment
8.1 percent inflation
10 percent allowance increase

The major conclusion is that the caseload is going to increase
in 1975 over the level reached in 1974 regardless of what economic or
policy situation prevails. For every situation the rolls are up to an
average of 312,000 cases under care per month in the last quarter of

1974--an increase of 8,000 cases per month over the third quarter of 1974.

(See Fig. S-1.)
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If we assume either 11 percent unemployment in 1975 (Situation B)
or a welfare allowance increase by mid-year 1975 (Situation C), the case-
load could expand to over 322,000 cases by December 1975--surpassing the
all-time peak level of the caseload reached in the third quarter of 1972.
A combined 11 percent unemployment rate and 10 percent allowance increase
(Situation E) will find the rolls climbing to over 330,000 cases under
care in December 1975--26,000 more cases per month than in the third quar-
ter of 1974,

In Situation D we assume a stringent eligibility program is launched
by DSS in February 1975, and that its impact on case closings is similar
to that experienced after the photo identification and mail recertifica-
tion programs. We are not recommending that a stringent eligibility
program be launched again in 1975, but we are, however, estimating the
likely effects on the caseload in 1975 if such a program were implemented.
Given the rapid rate at which cases tended to reopen after the 1974 mail
recertification program, it is clear that many eligible persons are harmed
by such programs, while some ineligibles are weeded out. Given both
the City's budget imperatives and the pressure that continues to be
applied by HEW from Washington to lower the rate of ineligibility on the
rolls, a new program in 1975 is a possible response by DSS.

Under this assumption (Situation D), the caseload would drop from
314,000 in early 1975 to 306,000 cases in the second quarter--—approximately
the level of the caseload in the third quarter of 1974. The caseload
would begin climbing again (as it has in recent months after such programs)
and reach 310,000 cases by the end of 1975. Even if a stringent eligi-
bility program were implemented in 1975, the average number of cases under
care per month in 1975 would be higher than the number of cases under care
in 1974--and this assumes no allowance increase in 1975 and a reasonable
assumption that the unemployment rate will reach 9.5 percent.

By the end of fiscal year 1975, all categories of assistance will
have nearly regained the cases they lost in the latter part of fiscal
year 1974. Cases receiving Home Relief will pass the level of 69,000
cases under care per month for fiscal year 1974 and rise to an average
level of 71,000 cases under care in fiscal year 1975--regardless of the

prediction situation. All situations result in the average number of ADC
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cases under care in fiscal year 1975 reaching 238,000 per month, except
Situation D, where a stringent eligibility control program would dampen
the ADC growth to only 234,000 cases per month--equivalent to the ADC
caseload average per month in the third quarter of 1974. While there
is no, or in some instances very little, net increase in ADC or ADC-U
cases for fiscal year 1975 over fiscal year 1974, both categories of
assistance will in effect regain the sharp drop that occurred in the
summer of 1974, regardless of the prediction situation.

The level of total unemployment was not found to be a significant
factor in explaining changes in the ADC caseload. If, in the coming
months, families headed by one unemployed person move onto the rolls
more rapidly than they have during the recent past, then our predictions
for the ADC caseload in 1975 are likely to be low. Also, if unemployment
causes more family breakups than occurred in the period 1971 through 1974,
then our predictions for ADC cases under care will be lower than actual
to the degree that the breakups result in new welfare cases. If both
unemployment and family breakups cause an increased reliance on welfare
by female-headed households, then our estimates of ADC cases under care
during fiscal year 1975 and 1976 can be considered conservative.

In early 1974 the Message of the Mayor for the New York City Execu-
tive Budget, 1974-1975 projected a decline in persons receiving public
assistance from January 1974 through to the end of fiscal year 1975.

The decline was projected to be 6,000 persons per month, or a loss of
1,890 cases per month over the eighteen-month period. At that rate of
decline, the number of cases under care per month in fiscal year 1975
would average 278,000--24,000 less than the level of fiscal year 1974.
Our prediction for the caseload in fiscal year 1975 under Situation A--a
conservative prediction--is 34,000 cases higher than the City projections

for the same period.

COSTS OF THE WELFARE CASELOAD INCREASE

The cost of welfare in New York City is predicted to rise nearly
$60 million in fiscal year 1975 over fiscal year 1974. The City's
share is estimated to be a more modest increase of $15 million, because

increased allowances are not assumed to hit the welfare system until
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July 1975. The City's share of the total welfare bill will be up $56
million in fiscal year 1976 under Situation E--an increase in costs of

21 percent over the level reached in fiscal year 1974.

EPTILOGUE

After the completion of the first version of this report in December
1974, it became apparent that the timing and severity of the recession
were different from the timing and severity assumed in any of our pre-
diction situations. By March 1975 the unemployment rate in New York City
had reached 11 percent of the labor force covered by unemployment insur-
ance. Our assumption under Situations B and E was that the unemployment
rate would reach 9 percent by the same month. More importantly from the
point of view of our caseload predictions, the level of unemployment
in March 1975 actually reached 356,000 whereas we had assumed the level
would be 255,000 by March 1975--a difference of 100,000 persons. In light
of this dramatic downswing in the economy we decided to predict the DSS
caseload for the same period used in Situations A through E with the only
change being the use of new assumptions regarding the unemployment
level. We used the same assumptions regarding acceptance rates, welfare
allowance, general service births, and eligibility controls as in
Situation B, but our Epilogue prediction assumes that unemployment peaks
at 444,000 rather than the 300,000 under Situation B. (See Table 13 in
text.)

The outcome of this changed assumption is an Epilogue prediction
of a considerably higher caseload level for 1975 than predicted under
Situation B--a fully comparable situation except for the higher unemploy-
ment level. The caseload is predicted to average 342,400 cases in the
fourth quarter of 1975 compared to 322,000 under Situation B. (See
Fig. S-2.)

COMPARISON OF PREDICTED AND ACTUAL CASELOAD

With the passing of time we have been able to look back and compare
what the actual caseload was compared to our predictions made in early
1975. By the fourth quarter of 1975 the caseload had risen to 347,300
cases—-4,900 higher than our Epilogue prediction and 25,300 higher than

Situation B. As we expected the Epilogue prediction came much closer
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to capturing the effects of the recession on the caseload than Situation
B. The Epilogue prediction is only 3,070 cases, or 0.9 percent, less
than the actual average number of cases under care during 1975. We
predicted a 9.2 percent increase in the average number of cases under
care per month during 1975 and it actually increases by 10.3 percent--an
acceptably small error. (See Table 15 in text.)l

Two conclusions can be drawn from the Epilogue prediction. First,
the importance of the level of unemployment to our predictions forcefully
documents the strong linkage between the City's economic health and the
demands on the welfare system and related public transfer programs.

Second, factors outside of DSS administrative policy clearly have
an impact on the rolls. Holding the line on allowance increases or
maintaining tough eligibility screening programs does not mean the
caseload will stop growing. Tougher administrative policies in recent
years may have dampened the expansion of welfare dependency but the
exigencies of poverty and the recession caused the caseload to continue

its expansion.

LESSONS FROM THE CASELOAD MODELING PROJECT

Our experience with the City of New York suggests that there is
a demand for predictions generated independently of trend analysis, but
that the staff and budget it takes to maintain a model and generate
periodic predictions does not receive high priority. This is in part
due to the inclinations and skills of the staff, and in part due to the
low cost and comparative accuracy of trend predictions for the annual
budget estimates. If point-in-time predictions are the only objective
of caseload models, then it may be that models are not any better as
predictors than staff members with years of experience in welfare, two
or three simple projection models, and a smoke-filled room full of mirrors.
National econometric forecasting models have had years of development

and extensive use as policy analysis tools, yet they still tend to under-

lIt should be noted that no attempt was made to "test" the revised
DSS Caseload Model with actual values for the independent variables over
the prediction period. Thus, the error in our predictions results from
both the failure to properly guess what the acceptance rate, unemployment
level, etc., was going to be in 1975 and misspecification of the model's
parameters.



estimate the peaks and troughs of business cycles. Why then invest
in the design and development of welfare caseload models?

First, the DSS Caseload Model served as more than a point-in-time
prediction tool. By separating the effects of economic and administra-
tive factors, it provided a framework for measuring the impact of either
a grant increase or a "revised" eligibility program on the caseload at
a time when the City's economy was entering a recession. As an approach
to policy analysis, a caseload model serves a useful diagnostic purpose
quite independently of its use for budget forecasting.

Second, a structural model of the type designed for HRA can be
used to analyze reasons for peaks and troughs in the caselocad. It can,
in fact, identify the economic conditions and administrative policy that
would have to prevail if there were a turnaround in a monotonically
increasing or decreasing caseload. The DSS Caseload Model was able to
predict the downturn of the rolls in mid-1972 and the strong upturn in
mid-1974.

Third, conditional predictions can be made with caseload models that
do not require elaborate submodels for predicting independent variables.
If administrators know what policy is likely to be used in the near term,
they might reasonably want to know what would happen to the rolls if the
economy slacked at the same time that no new eligibility control programs
were planned. Such predictions, while not necessarily of pinpoint
accuracy, can provide an administrator with a notion of the expected new-
openings burden on caseworkers and the political pressure that might
unfold if the caseload grew too rapidly.

Finally, a model can provide an accounting framework that is valuable
for collecting time-series data on case dynamics. The New York City
Caseload Model was built in part on historical data in the DSS Monthly
Statistical Report, but a new Quarterly Data Report has also been pub-
lished by HRA's Division of Policy Research that compiles all of the pub-
lished and unpublished data necessary to update and maintain the caseload
model. It builds upon and expands the data in the Monthly Statistical
Report in order to increase its usefulness in analyzing caseload dynamics.

Because of the HRA publication of the Quarterly Data Report, the revised
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reestimated equations of the model presented in this report were

prepared in less than one month.
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I. INTRODUCTION

This report has three objectives. The first is to identify the
reasons for recent changes in the City's welfare caseload. The second
is to predict the effects of economic recession and inflation on the
caseload for the remainder of fiscal year 1975 and the first six months
of fiscal year 1976. The third objective is to estimate the additional
budgetary cost to the City of caseload increases in fiscal year 1975 and
1976 over the cost level reached in fiscal year 1974.

There are a number of reasons why an up-to-date prediction of the
welfare caseload is needed at this time. First, after two years of steady
decline in the rolls there is a possibility that the drop in persons on
welfare has '"bottomed out." Sizable increases in the number of HR, ADC,
and ADC-U cases under care were recorded in August, September, and
October 1974, but it has been difficult to judge whether these increases
will continue.l The drop in the‘rolls since 1972 is in large part
attributable to new fraud and'eligibility controls implemented by the
Department of Social Services, but there has been no clear indication
of whether the effect of the controls has run its course, or whether
further decline in the caseload should be expected.

Second, it is likely that the national recession will hit New York
City hard, with unemployment rates likely to reach 9 or 10 percent or
even higher. A high level of unemployment is sure to have an impact on
the welfare caseload, but the strength and timing of the impact has not
been measured. It is possible that caseload increases caused by unemploy-
ment will be offset to a large extent by continuation of eligibility
controls in effect since 1972. Our predictions take the combined effect
of these two influences on the caseload into consideration.

Third, a high level of inflation is expected to continue into
1975. The Consumer Price Index for New York City is likely to increase
8 percent between October 1974 and October 1975. 1In the past a high
level of inflation has stimulated increased welfare allowances to offset

the erosion of the welfare dollar. Welfare allowances were raised by

1Because it was unavailable at the time of this study, caseload data
for October 1974 are not included in our analysis.



12 percent in July 1974 and continued inflationary pressures may result
in a similar increzase by the State Legislature in the future. It is
important for the City to anticipate how much this would cost.

Fourth, a careful look at the welfare caseload is needed at this
time because persons formerly receiving Aid to the Disabled, Aged, or
the Blind were transferred to the Federal Supplemental Security Income
(SSTI) program on January 1, 1974. Because eligibility rules are more
restrictive under SSI than under the old categorical assistance programs,
the Department of Social Services is expecting more applicants for Home
Relief than there were before January 1975.

Finally, but perhaps most important for immediate policy, strategies
for reducing the budget deficit facing the City in this and future fiscal
years require reliable estimates of expenditures necessary to support
the welfare system. Predictions of caseload costs for the remainder of
fiscal year 1975 and fiscal year 1976 should be especially useful now
that the City's welfare rolls are starting an upward climb after two
years of decline.

The predictions of the welfare caseload in this report were made
with the DSS Caseload Model developed by The New York City-Rand Institute
under contract to HRA in 1972. Complete specification of the model and
its use in predicting caseload change is presented in Welfare Caseload
Dynamics in New York City by C. P. Rydell, T. Palmerio, G. Blais, and D.
Brown, R~1441-NYC, The Rand Corporation, 1974. The Model was originally
designed with caseload data for the years 1963 through 1971. For the
purposes of this study we updated and revised the Caseload Model to
account for the dramatic changes in the welfare rolls that have occurred

since September 1972.



II. THE WELFARE CASELOAD: 1972 TO 1974

In the third quarter of 1972, the HR, ADC, and ADC-U welfare
caseload in New York City reached a peak of over 320,000 cases
under care per month.l Since that time there has been a steady
decline in the rolls. They went as low as 299,000 cases under care per
month in the second quarter of 1974--a decline of 21,000 cases in twenty-
one months. (See Fig. 1.) 1In the third quarter of 1974 this trend
was dramatically reversed when the rolls increased by an average of 4,200

cases per month. (See Fig. 2.)

CAUSES OF THE CASELOAD DECLINE

The caseload has declined since September 1972 because case closings

have far outnumbered case openings. Case closings equaled or outnumbered
case openings in six of the seven quarters since 1972 when the caseload
began its decline. (See Fig. 3.) 1In general, case closings have increased
far more than case openings have decreased.

Two peaks in case closings since 1972 have been responsible for
the caseload decline. One peak occurred in the first quarter of 1973
when closings averaged 12,000 per month, and the second peak occurred
in the second quarter of 1974 when an average of 10,500 cases per month
were closed off the rolls. Both of these peaks were caused by direct
administrative action taken by DSS in response to state and federal pres-
sure to reduce the number of ineligible recipients.

The large number of closings in early 1973 came after DSS began a
major program to provide identification cards with photographs for all
welfare recipients. Mailed requests to report to welfare centers for the
photograph resulted in some confusion and frequently a failure to report.
Persons failing to report without cause were closed off the rolls. Much
of the closing activity in the first quarter of 1973 can be attributed

to the photo identification card program.

lThroughout this report we express the size of the caseload as
cases under care at the end of a month, a figure regularly released by
DSS in a Momthly Statistical Report. It is generally, but not always,
somewhat lower than cases receiving assistance. We use the under care
figure because of its accounting relationship to case openings, closings,
and transfers used in the DSS Caseload Model.
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Fig. 3. Quarterly Average of Monthly Case Openings
and Closings in New York City, First Quarter
1969 to Third Quarter 1974, HR, ADC
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Closings were also increased by two other related programs. DSS
began a new fraud control program during 1972. It systematically identi-
fied instances in which one case was receiving two or more checks or in which
checks were being sent to nonexistent addresses. At the same time, DSS
began a program of face-to-face recertification that, while small in
scale, may also have contributed to the sudden rise in case closings.
These programs, in combination with the photo identification card program,
resulted in the sharp rise in closings registered in the first quarter
of 1973.

The second peak in closings followed a mail recertification
program that was launched in early 1974. The slow pace of the face-to-
face recertification effort prompted a mail recertification program that
resulted in many failures to reply. Individuals not responding by mail
were given warning notices, and if a response was still not forthcoming,
the case was closed. Thus, there was a burst of closings in May and June
of 1974 that is largely attributable to failures to respond to the mail

recertification program.

REASON FOR THE RECENT CASELOAD INCREASE

After this sequence of administrative efforts to weed out ineligible
recipients, why have the welfare rolls suddenly begun to increase again?
Openings began a rapid increase in early 1974 and were still on their
way up in the third quarter of 1974. (See Fig. 3.) At the same
time closings dropped sharply. A careful look at the reasons for case
openings throws considerable light on the reasons for recent increases
in cases under care.

Two major categories of case openings are new openings and reopenings.
A new opening is defined as a case opened for a recipient who has never
been on welfare before or who was on welfare but in a different category of
assistance than that being applied for. A reopening, on the other hand,
is an opening for a recipient who has been on welfare before in the same

category of assistance.

lHR cases were not subject to the mail recertification program. In
fact, HR case closings dropped sharply during the period that ADC and ADC-U
closings were increasing. The drop in HR case closings was due to the
"pending" status of many cases while they were awaiting decisions
regarding transfer into the SSI program. The effects of this HR/SSI



A dramatic increase in reopenings was the reason for the caseload
increase in July, August, and September of 1974. Case reopenings as a
percent of total openings have been above 50 percent for nearly all
quarters since early 1973. (See Fig. 4.) Prior to 1973 case reopenings
never rose above 40 percent of all openings. Since the administrative
initiatives on case identification and eligibility control began in mid-
1972, case reopenings as a percent of total openings have been consistently
higher than they were for any quarter during the years 1969 through 1972.

In July, August, and September of 1974, case feopenings averaged
5,900 ﬁer month, which is over 1,000 more cases per month than the
previous peak level of reopenings that was reached in fiscal year 1973.
(See Table 1.) Thus, the above average level of activity in reopenings
is a major reason for the recent caseload increase.

As noted, this surge in case reopenings occurred simultaneously
with a series of administrative initiatives on eligibility and fraud
control. While these program initiatives have probably weeded out many
ineligible recipients, we conclude that the recent high level of case
reopening activity is caused to a large degree by cases coming back on
the rolls after being closed because eligible recipients could not or
did not respond to requests for recertification. A combination of adminis-
trative confusion and/or reluctance of recipients to respond to mail
questionnaires may have generated many closings. Shortly after the
welfare check stopped arriving, the payee responded by returning to the
welfare center to reapply. The consequence of stringent eligibility
control procedures seems to be that a number of -eligible recipients are
terminated from the rolls in addition to those who are ineligible.1

Another possible reason for the rise in case reopenings is that
individuals formerly on welfare found a job, went off the rolls, lost
the job, and are now reapplying for public assistance. However, there
is no evidence that loss of employment has been a cause of increased

reopening activity in the third quarter of 1974. Applications accepted

lThe possibility exists that those individuals reopening onto the
rolls are actually ineligible but that eligibility checks are less
severe at application than after one is on the rolls. This seems a very
low possibility because of new, lengthened application procedures and
continued pressure from the state and federal governments to bring
ineligibility rates down to minimum levels.



Table 1

AVERAGE NUMBER OF MONTHLY CASE REOPENINGS BY CATEGORY
OF ASSISTANCE FOR FISCAL YEAR 1970 THROUGH FIRST
THREE MONTHS OF FISCAL YEAR 1975

Average Number of Monthly Reopenings
by Category of Assistance

Aid to
Dependent
Aid to Children——

Fiscal Home  Dependent Unemployed All Case
Year Relief Children Father Types
1970 1,780 1,554 197 3,531
1971 1,699 1,558 220 3,476
1972 2,158 1,495 100 3,753
1973 2,188 2,416 65 4,670
1974 1,741 2,230 29 4,000
July, August,
and September
of fiscal
year 1975 1,863 4,009 35 5,907

SOURCE: DSS, Monthly Statistical Report.

NOTE: Detail may not add to totals because of rounding.



(openings plus transfers) for employment-related reasons as a per-
cent of all applications accepted averaged lower in July, August, and
September of 1974 than they did in the same months of 1972 and 1973.
For all cases, applications accepted for employment-related reasons
were 10 percent in the third quarter of 1974 compared to 13 and 25
percent in the third quarter of 1973 and 1972, respectively. (See Table
2.) There is no available evidence, therefore, that reopening activity
has been related to recent increases in unemployment.1

Our conclusion is that the recession did not make a significant
contribution to the growth of the rolls up to September 1974. Most of
the increase in cases under care came from a reopening of cases that
were closed during periods of intensive recertification and eligibility
control operations by the Department of Social Services. Whether it was
due to the hesitancy of welfare recipients to respond to mail question-
naires, the dislike of waiting in long lines, or simply administrative
confusion, many cases with eligible recipients were closed off the rolls
because the payee did not comply with regulations. After a period with-
out public assistance, persons on these cases reapplied for welfare and
were soon on the rolls again. The reopening of cases closed through
administrative initiative was the major cause of caseload growth in the

third quarter of 1974.

lWhile case reopenings do not appear to have been stimulated by
employment-related reasons, closings may be lower than average due to a
lack of jobs for the poor. Closings were down in the third quarter of
1974 to an average of 8,000 per month from a peak of 10,500 closings per
month in the second quarter of 1974. (See Fig. 3.) However, discounting
the peak closing activity in early 1973 and the second quarter of 1974
that was related to administrative factors, the 8,000 closings per
month in the third quarter of 1974 is comparable to the average closing
activity since 1969.
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ITI. PREDICTIONS OF THE WELFARE CASELOAD TO DECEMBER 1975

The DSS Caseload Model is designed to account for the relationship
between changes in DSS administrative policy, the City's economy, and
the number of cases under care. Thus, predictions of the caseload for
1975 can be made only if assumptions are made about likely administrative
policies and economic activity in 1975. The accuracy of predictions made
with the DSS Caseload Model depends upon the assumptions made regarding
administrative policy and the economy in 1975. Therefore, the caseload
predictions in this report are of the "what...if'" variety. For example,
what will the size of the caseload be in early 1975 if unemployment
reaches X percent and there is a major policy change regarding eligibility?
Because there are a number of economic and administrative conditions that
have a good chance of occurring in 1975, we have predicted the welfare
caseload under five alternative situations that might reasonably unfold
in the coming year. Each situation is well within the range of predictions
currently being made about the City's economy--particularly the unemploy-
ment level. With respect to administrative policy in DSS, the assumed
variation in policy is within the range followed in the recent past.

In addition, we have chosen the situations to isolate the effects
of a change in welfare allowances on the caseload from an increase in
the rolls attributable to rising unemployment. Then, by including these
two conditions in one situation, we are able to measure the combined

effects on the caseload for 1975.

THE STRUCTURE OF THE DSS CASELOAD MODEL

The DSS Caseload Model is based upon a simple accounting identity:

Change in - Case _ Case + ( Net ) .
Cases Under Care Opening Closings Transfers
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In order to make predictions of the future caseload, it is necessary to
have separate predictions of case openings, case closings, and net
transfers for each of the three categories of assistance: HR, ADC, and
ADC~U. It is case openings, closings, and net transfers that must
be linked to economic factors and administrative policy in order to
predict the level of future caseloads. Table 3 summarizes the struc-
ture of the openings, closings, and net transfers models.l Monthly
case openings are specified as a function of: average openings per
month during the previous year; extra reopenings that are caused by
recent case closings; work days per month; acceptance rate; welfare
allowance in constant dollars; recent unemployment; and general service
births. The openings model operates on the principle that if nothing
has changed in the past year, then openings in the current month should
be the same as they averaged during the past year. This is the first
factor determining openings on the right-hand side of the equal sign in
Table 3. The rest of the model corrects the basic estimate in the
event that changes have occurred from the average conditions of the
past vear. For example, a sudden, sharp increase in administrative
case closings is likely to create reopenings higher than average, as
mentioned in the last section, and this should be taken into account.
Or a 12 percent increase in the welfare allowance will suddenly make
welfare more attractive (the constant dollar allowance will be higher
than the average for the previous twelve months) and we should expect more
openings than usual. A sudden jump in unemployment would have the same
effect. Because average openings in the previous twelve months and
extra expected reopenings caused by recent closings are obtained from
either actual or estimated caseload data, our prediction situations will
require assumptions about the future for only the last five variables.
Estimated monthly closings are shown in Table 3 to be a function
of: a long-run closing rate; a short-run closing fraction; work days

per month; welfare allowance in constant dollars; and recent unemployment.

1The summary of the DSS Caseload Model presented here is only
intended to indicate the structure of the Model in general terms. Com-—
plete specification and explanation of the Model is provided in Chapter
VIII of Welfare Caseload Dynamics in New York City by C. P. Rydell
et al., R-1441-NYC, The Rand Corporation, 1974.
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Because of the way caseload data are collected, it was necessary to
separate the case closing estimate into: (1) the probability that a
case under care for longer than six months would close off the rolls;
and (2) the percent of cases that close within six months after opening.
The product of the long-run closing probability and cases under care plus
the product of short-run closing fractions and recent openings gives a
basic estimate of case closings in any month. As in the instance of the
openings model, this basic estimate is then corrected to reflect any
sharp change in economic and administrative factors. For example, we
expect that an increase in the constant dollar welfare allowance over
the past twelve months would make welfare more attractive, and thus,
closings would decrease~-just the opposite of the effect expected in the
openings model. Rises in unemployment over the previous twelve month
average makes job hunting more difficult, and closings would decline.
The net transfers model is simply the difference between transfers
into a case category, for example HR, and the transfer of cases from HR
into another category. Over any period of time, the average rate of
transfers between assistance categories can be calculated, and this

average rate is used when estimating case transfers in 1975.

REVISION OF THE DSS CASELOAD MODEL: 1971 THROUGH 1974
When the DSS Caseload Model was developed in 1972, the separate

openings, closings, and transfers models were estimated from caseload
data for the years 1963 through 1971. The welfare caseload grew
dramatically during those years--at no point was there a decline in

the number of cases receiving assistance. Because of the change in DSS
administrative policies in 1972 and the steady drop in number of

cases under care, we revised the DSS Caseload Model for the period
January 1971 through September 1974. The results of our reestimation
are shown in Appendix Tables A-1 through A-5, and are compared with the
results for 1963 through 1971 presented in Appendix Tables A-6 and

A-7. 1In general, the results are similar; there are small variatioms

in the size of the coefficients of the explanatory variables.
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One major addition to the DSS Caseload Model during reestimation
was the use of "shock'" variables to account for the sharp change in
closings that occurred in early 1973 and mid-1974. (See Fig. 3.)

As we explained in Section II, these administrative changes resulted in
peaks in total closing activity that were largely responsible for the
caseload decline witnessed from 1972 to 1974. Because of the excep-
tionally powerful effect of photo identification and mail recertification
in causing increases in closings for ADC and ADC-U cases, we isolated
these effects from "normal" case opening, closing, and transfer activity
during the study period. A somewhat different combination of adminis-
trative decisions caused an abnormal level of closing activity for HR
cases during these same periods.

Two dummy or 'shock'" variables were added to the ADC and ADC-U
closings equations. The value of a binary variable is set at I
during the periods when exceptionally high closings are expected, and
0 during periods when case closings are "normal."l The most active
stage of the photo identification card program was during the months
from December 1972 to March 1973, and we set the first shock variable
at 1 for those months and at 0 for all other months. The second shock
variable is set at I for the months of April through July 1974 when
the mail recertification program was underway. The variable is 0
for all other months. The exact specification and estimation of these
variables is shown in Appendix Tables A-2 and A-3.

Two shock variables are also used in the HR closing equation,
but only one of the variables reflects the effects of an eligibility
control program. The first shock variable for HR cases takes on the
value of I for the period when the photo identification card program
was underway, December 1972 to March 1973, and 0 for all other months.
HR cases were not subject to the mail recertification program and,
therefore, did not undergo the sudden increase in closings found for

the ADC and ADC-U cases.

lThere is, of course, still a variation in normal case closing
activity that is "explained" by the other variables in the closings
equations--i.e., recent unemployment, grant level, long-run closing
rate, and short-run closing fractionms.
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Closings of HR cases after January 1974 do show a sharp decline,
however, that coincides with the implementation of the Federal Supple-
mental Security Income (SSI) program. The decline in closings was
caused by many cases being held in a status called HR/SSI Pending,
when they might otherwise have been closed off the rolls. Many cases
stayed in the pending status until the fall of 1974 when the Social
Security Administration clarified the eligibility guidelines for SSI
and a concerted effort was made to take action on the HR/SSI Pending
cases. The second shock variable in the HR closings equation is set
at I for the period from January 1974 to September 1974 when the
HR/SSI Pending status caused the sharp drop in closings. The shock
variable is set at 0 for all other months. The exact specification
and estimation of this variable is shown in Appendix Table A—l.1

There were two objectives in adding the shock variables to the
closing equations of the DSS Caseload Model. First, because we system-—
atically account for a sudden and unusual change in case closing activity,
the overall fit of the closings equations is improved. The coefficients
of variation in Appendix Table A-5 are considerably smaller, and the
percent variation in the Caseload explained is considerably higher than
was the case without the shock variables.

Second, with the shock variables we can predict the impact on
the future caseload if similar eligibility control programs are antici-
pated by DSS. As an example of such a prediction, below we include a
prediction of the caseload for 1975 and 1976 if a stringent eligibility
control program were carried out by DSS for the HR, ADC, and ADC-U
caseload from February through May 1975.

In summary, the DSS Caseload Model is really three separate models-—-—
openings, closings, and net transfers--for each of three categories of
assistance. Separate estimates of openings, closings, and net transfers

are made for each month and added according to the accounting identity

1 . . . . .
Appendix A also describes our assumptions regarding the adjustment
in case transfer activity necessitated by the implementation of the
SSI program.
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shown on page 11. This process is repeated for each of the three assis-
tance categories and the cases under care per month are added across all
categories to estimate the change in total cases under care.

Because of shifts in DSS administrative policy since 1972, we
reestimated the parameters of the DSS Caseload Model for the period from
January 1971 through September 1974 to capture the effect of those
policy changes in predictions for 1975. We also added "shock'" variables
to account for the sharp change in ADC and ADC-U case closings that
occurred in early 1973 and 1974 after implementation of the photo identi-
fication and mail recertification programs, respectively. We also
specified shock variables for HR closings--one to account for an increase
in closings due to the photo identification program, and another to account
for a drop in HR closings in 1974 that was caused by the institution of
an HR/SSI Pending category of assistance. In order to make predictions
for 1975, however, we must make reasonable assumptions about future

administrative policy and changes in the City's economic climate.

FIVE ALTERNATIVE SITUATIONS FOR 1975

The five situations we have chosen as reasonable alternatives for
1975 are designed to measure the separate effects of high unemployment,
an allowance increase, and stringent eligibility control on the welfare
caseload. To measure the separate effects of each of these assumptions,
we start from a base situation in which no major changes in policy or the
economy are foreseen. In our final situation, we predict the combined
effect of high unemployment and an allowance increase on the 1975
caseload. ,

Because September 1974 was the last month for which welfare case-
load data were available at the time of this analysis, it should be
noted that October, November, and December of 1974 are the first
three months of our prediction period. The prediction period runs to
December 1975. Our predictions are summarized as an average number of
cases under care per month in the five quarters from October 1974 to
December 1975.
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Situation A

Situation A is the base upon which all of our other predictions are
made. It was chosen as a conservative prediction in the sense that the
assumptions about the economy and DSS administrative policy are largely
an extension of what is happening today.l

Work Days Per Month. This variable is used in the model to correct

predictions for the number of days in a month that welfare centers are
open and accepting applications.2 In each of the five situations, we
assume no change in the number of working days in any one month. The
number of working days in a month used in the caseload prediction for
1975 is listed in Table 7.1 of Rydell et al., Welfare Caseload Dynamics
in New York City, R-1441-NYC, The Rand Corporation, 1974.

Acceptance Rate. Acceptance rate is a reflection of both adminis-

trative policy and the number of eligible recipients who are applying
for assistance. It is defined as the ratio of case openings per month
to the number of applications for openings considered during the month.
During periods of toughened eligibility control, acceptance rates will
drop as applicants are checked to make sure every step of eligibility
determination is closely followed. On the other hand, after the massive
closing of cases that followed the photo identification program, ADC
acceptance rates went up because more of the applicants were eligible
than usual. Acceptance rates might also go up after an allowance increase
because more persons in the nonwelfare population become eligible for
assistance. (Acceptance rates for the 1971 to 1974 period are listed

in Appendix Table B-2.)

Our assumption regarding acceptance rates in Situation A is that
they will remain within a small range of the mean value for the period
of 1971 through 1974. For HR, we assume a constant rate of 60 percent;
for ADC, a range from 73 to 70 percent; and for ADC-U, a range from
76 to 80 percent. (See Table 4.) These same assumptions are used
for all situations except Situation D, where a greater variation is
assumed to accompany any new eligibility control program.

1

At the time of this writing, December 1974.

2All other things being equal, a month with twenty-two working

days will result in more cases opened, closed, and transferred than a
month with twenty working days.
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Welfare Allowance. In Situation A, we assume no increase in the

basic allowance provided by DSS. But the variable in the DSS Caseload
Model is constant dollar allowance (adjusted for inflation), so we

must make a projection of the rate of inflation in 1975. Our projection
is that the Consumer Price Index will increase 8 percent from October

1974 to October 1975, and 5.8 percent from January 1975 to December

1975. The same increase in the Consumer Price Index is used in all

five prediction situations. However, in Situations A, B, and D, we

assume that in spite of the increased cost of living, there is no increase
in the nominal allowance granted by DSS. (See Table 5 for our assump-
tions regarding the monthly welfare allowance in the prediction period,
the projected Consumer Price Index, and the monthly constant dollar welfare
allowance under the alternative situations.)

Unemployment. In Situation A, we assume that unemployment will rise
steadily to a peak level of 276,000 in July, August, and September of
1975 for an unemployment rate of 9.5 percent. Given that New York City
is usually over the national unemployment rate by a little less than
2 percent, our rate of 9.5 percent for New York City assumes a national
rate of 7.5 to 8.0 percent. This is an estimate that is consistent
with many of the more conservative predictions for the national economy
in 1975. (See Table 6 for the number of unemployed, labor force,
and unemployment rate under Situations A, C, and D.)

General Service Births. General service births-—-or births in wards

of public hospitals—-have been on the decline in recent years. This is
in part a reflection of lower birth rates in the population at large
and in part a reflection of low-income families choosing private hospitals
for child birth--now that Medicaid covers the cost of delivery. Our
assumption under all five situations is that this general downward
swing will continue, and that seasonal fluctuations will follow a
path consistent with the recent past. (See Table 7.)
Eligibility Control. The "shock'" variables added to the revised

DSS Caseload Model force us to explicitly state our assumptions regarding
new programs that might drastically alter case closing activity during
the prediction period. In Situation A, and all other situations

except D, we assume that the shocks to closing activity caused by an
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Table 7

NUMBER OF GENERAL SERVICE BIRTHS IN NEW YORK CITY
USED TO PREDICT THE WELFARE CASELOAD,
OCTOBER 1974 THROUGH DECEMBER 1975

Month General

and Service

Year Births
October, 1974 3,700
November 3,800
December 4,000
January, 1975 4,200
February 3,800
March 4,200
April 3,700
May 3,200
June 3,800
July 3,800
August 4,000
September 4,000
October 3,400
November 3,500
December 3,700

SOURCE: Estimates by NYCRI on the basis of his-
torical data provided by the New York City Department
of Health. For General Service Births over the period
January 1971 to September 1974, see Table B-5.
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eligibility control program and the start-up consequences of the SSI
program will not repeat themselves. Specifically, in Situation A we
set the photo identification shock variable at 0 for the prediction
period for all categories of assistance. We assume that the mail re-
certification program will not be repeated and set that shock variable
at 0 for ADC and ADC-U categories of assistance.

Our assumption regarding the shock variable for HR/SSI Pending
cases is that HR closings will tend to be lower through December 1975,
and then closings will rise again to "normal' levels as the status
of the HR/SSI Pending cases is resolved. We make this assumption in

all five prediction situations.

Situation B

Situation B is the same as Situation A except that we assume that
unemployment will rise higher than 276,000, or 9.5 percent of the labor
force. Instead, we assume that the number of unemployed will peak at
300,000 in July, August, and September of 1975--or that 11.0 percent
of the New York City labor force will be out of work. Using the 2 per-
cent rule of thumb, Situation B assumes a 9 percent unemployment rate
nationwide. (See Table 6 for our unemployment assumptions under Situation

B.)

Situation C

Situation C is the same as Situatidn A except that we assume that
a 10 percent increase in welfare allowanées is granted in July 1975.
The last increase in allowances, which came in July 1974 was a 12
percent cost-of-living hike that was mandated by the State of New York.
With inflation continuing at high levels into 1975, a 10 percent or simi-
lar increase would very likely be forthcoming. (See Table 4 for our

allowance increase assumptions under Situation C.)

Situation D
Situation D is the same as Situation A except that we assume a
stringent eligibility program is implemented from February through May

1975 that is similar in its impact on the rolls to that found after the
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launching of the mail recertification program in mid-1974. To predict
the effect of this program on the HR, ADC, and ADC-~U caseload we make
changes in both the shock variables and in acceptance rates.

In this situation the mail recertification shock variable for ADC
and ADC-U is set at a value of I for the months of February through
May 1975 and at 0 for all other months. No changes are made to the
shock variables for HR closings because neither of them represent the
effects of a program comparable to mail recertification.

During stringent eligibility programs there is a tendency for
acceptance rates to drop sharply during the program, followed by a peak
in acceptance rates after the initial impact of the program has faded
out. It is during this period that many of the recertified eligibles
come back onto the rolls. The acceptance rate'assumptions for the HR, ADC,
and ADC-U categories of assistance in Table 4 under Situation D assume
this drop over the February to May period with a peak in the following
three months.

It should be emphasized that we are not recommending that a stringent
eligibility program be launched in 1975. We are, however, estimating
the likely effects on the caseload in 1975 if such a program were imple-
mented. Given the rapid rate at which cases tended to reopen after the
1974 mail recertification program, it is clear that many eligible persons
are harmed by such programs, even though some ineligibles are weeded out.
Nevertheless, given both the City's budget imperatives and the pressure
that continues to be applied by HEW in Washington to lower the rate of
ineligibility on the rolls, a new program in 1975 is a possible response
by HRA.

It should be noted in any case that, because of our reestimation
of the DSS Caseload Model for 1971 through 1974, the effect of generally
tightened eligibility procedures is included in all of our predictions.
Situation D represents the change in caseload activity if a stringent
program like mail recertification were implemented again. As we have
seen in 1973 and 1974, the effects on the caseload are more like a shock
to the welfare system than the more gradual effects that would be

felt under a general tightening of eligibility procedures.
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Situation E

Situation E builds upon Situation A, except we assume that unemploy-
ment reaches 11 percent and that there is a 10 percent increase in welfare
allowances in July 1975. 1In this situation, more people are likely to
be looking to welfare because of unemployment, and more persons are
likely to be eligible because of allowance increases. We estimate the
combined effects of a recession and changing administrative policy.
(See Tables 4 and 6 detailing our assumptions regarding unemployment

and allowance increases under Situation E.)

PREDICTION OF THE WELFARE CASELOAD UNDER FIVE ALTERNATIVE SITUATIONS

Our predictions for the welfare caseload from the fourth quarter
of 1974 to the fourth quarter of 1975 are summarized graphically in
Fig. 5, and in tabular form in Table 8. The major conclusion is
that the caseload is going to increase in 1975 over the 1974 level
regardless of what economic or policy situation prevails. For every
situation the rolls will average 312,000 cases under care per month in
the last quarter of 1974--an increase of 8,000 cases per month over
the third quarter of 1974.

Under Situation A, the average number of cases under care per month
in 1975 will be 318,000, or 14,000 more cases per month than in the third
quarter of 1974. (See Table 8.) This is a situation with no welfare
allowance increases and a peak unemployment rate of 9.5 percent--a conser-
vative assessment for 1975.

Even under Situation D, with a stringent eligibility control program
launched in February 1975, the average number of cases under care per
month will be 310,000--or 6,000 more per month than we saw in the third
quarter of 1974.

If we assume either 11 percent unemployment in 1975 or a welfare
allowance increase by mid-year, the caseload could expand to over 320,000
cases--surpassing the peak level of the caseload reached in the third
quarter of 1972. A combined 11 percent unemployment rate and 10 percent
allowance increase will find the rolls climbing to 331,000 cases under
care in December 1975--27,000 more cases under care per month than in

the third quarter of 1974.
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Fig. 5. Prediction of Average Monthly Number of HR, ADC
and ADC-U Cases Under Care Under Alternative
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A 10 percent allowance increase in July 1975 (Situation C) would result
in a somewhat greater number of cases under care in December 1975 than
if unemployment reached 11 percent (Situation B). But both Situations B
and C would generate the same level of average number of cases under care
in 1975--320,000 per month.

Fig. 5 graphically shows our prediction of the effect of a strin-
gent eligibility control program launched in February 1975. The caseload
would drop from 314,000 in early 1975 to 306,000 cases in the second quar-
ter—--roughly the level of the caseload in the third quarter of 1974. But
after the stringent eligibility control program in early 1975, the case-
load would begin climbing again (paralleling the experience in late 1974)
and reach 310,000 cases by the end of 1975. Even if a program like this
were implemented in 1975, however, the average number of cases under
care per month in 1975 would be higher than the number under care in 1974--
and this assumes no allowance increase in 1975 and a reasonable assumption
that the unemployment rate will reach 9.5 percent. If unemployment were
to rise to 11 percent, even with a stringent eligibility control program,
the caseload might reach 314,000 cases under care by December 1975.

(This combination of assumptions is not shown in Table 8.)

DISTRIBUTION OF CASELOAD GROWTH AMONG CATEGORIES OF ASSISTANCE

By the end of fiscal year 1975, cases under care in all categories
of assistance will have risen to their levels of the latter part of
fiscal year 1974. The monthly average of cases receiving HR will be
59,000 in fiscal year 1974 and will rise to an average level of 71,000 in
fiscal year 1975--regardless of the prediction situation. (See Table 9.)
All situations show the average number of ADC cases under care in fiscal
year 1975 reaching at least 237,000 per month, except Situation D, where a
stringent eligibility control program would dampen the ADC growth to only
234,000 cases per month--equivalent to the ADC caseload average per
month in the third quarter of 1974. While Table 9 shows no net increase, or
only a small net increase, in ADC or ADC-U cases for fiscal year 1975 over
fiscal year 1974, both categories of assistance have in effect regained

the sharp drop that occurred in the summer of 1974.
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Table 9

AVERAGE NUMBER OF CASES UNDER CARE FOR FISCAL YEAR 1974,
AND PREDICTIONS FOR FISCAL YEARS 1975 AND 1976 UNDER
ALTERNATIVE SITUATIONS REGARDING THE CITY'S
ECONOMY AND HRA'S ADMINISTRATIVE POLICY,

HR, ADC, AND ADC~U CATEGORIES OF
ASSISTANCE

Average Number of Cases
Under Care Per Month

All Case
Fiscal Year HR ADC ADC-U Types
1974
(Aetual) 56,924 239,353 3,615 301,892
1975 ,
Situation A 70,900 237,600 3,800 312,300
Situation B 71,200 237,700 3,800 312,700
Situation C 70,900 237,600 3,800 312,300
Situation D 71,100 234,200 3,700 309,000
Situation E 71,200 237,700 3,800 312,700
1976

(First six months
of fiscal year 1976

only)

Situation A 73,100 240,000 5,300 318,400
Situation B 75,800 240,400 5,300 321,500
Situation C 76,800 241,900 5,300 324,000
Situation D 73,300 230,600 5,100 309,000
Situation E

79,600 242,300 5,400 327,300

NOTE: Because of an error in the December 1974 reestimation
of the DSS Caseload Model, the predictions for the ADC-U
cases are slightly higher than those presented in the

first draft of this report.
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The highest predicted increase in the rolls is for HR cases under
Situation E--an 11 percent unemployment level and a 10 percent allowance
increase. Under this situation, the average number of HR cases under care
per month would reach nearly 80,000 in the first six months of fiscal year
1976 (July through December 1975)--or 21,000 more cases per month than
we saw in fiscal year 1974, 1In other words, the combined effects of a
recession and a new allowance increase would hit hardest in the latter
part of 1975.

Compared to HR, the ADC and ADC-U cases show considerably more modest
increases into 1975. One reason is that ADC cases are less directly
sensitive to changes in the economy. Except for breakups of low-
income families that might be caused by the recession, eligibility for
ADC is influenced more by changes in family composition than a sudden
loss of income by prime earners in a household. If an intact family
loses its earnings due to unemployment, they are more likely to turn
to Home Relief than Aid to Dependent Children.

Because the recession had not yet become severe in the period for
which we reestimated the DSS Caseload Model (1971-1974) we found that the
level of total unemployment is not a significant factor in explaining
changes in the ADC caseload. 1If, in the coming months, families headed
by one unemployed person move onto the rolls more rapidly than
they have during the recent past, then our predictions for ADC in 1975
are likely to be low. Also, if family breakups due to unemployment
occur more than was experienced over the period 1971 through 1974, then
our predictions for ADC cases under care will be lower than actual
to the degree that the breakups generate new welfare cases. Thus,
if it is expected that both unemployment and family breakups will cause
an increased reliance on welfare by female-headed households, then our
estimates of ADC cases under care during fiscal year 1975 and fiscal
year 1976 can be considered conservative.

A major reason for the prediction of small increases in ADC-U cases
is that ADC-U is harder to qualify for than HR. Because of strict rules
regarding a minimum number of continuous months worked prior to applica-

tion and a requirement that the applicant qualify for unemployment insurance,
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many potential family cases are not eligible for ADC-U. Typically,
they are placed on Home Relief if they meet the means test. So we would
expect HR to be affected considerably more by the recession than ADC-U.
Finally, the full effect of the recession, which is assumed to have
reached its worst phase in mid-1975, is not reflected in our predictions
for 1975. We expect that it will be early 1976 before the full consequences
of the economic downswing can be measured in terms of the welfare case-
load. Families have savings that they can live on after loss of jobs,
and unemployment insurance will support many of the unemployed for up
to a year. When both of these sources run out, however, the consequences
for welfare could be continued growth in the rolls beyond that which

we have predicted for 1975.

SUMMARY OF PREDICTED CHANGES IN THE TOTAL WELFARE CASELOAD AND A COMPART-
SON TO CITY PROJECTIONS

Under prediction Situations A, B, C, and E, there will be a minimum
of 10,000 more cases under care in fiscal year 1975 than in fiscal year
1974. (See Table 10.) The largest increase for fiscal year 1976 is
under Situation E, where a net gain of 25,000 cases per month will be
added to the rolls.

In early 1974, the Message of the Mayor for the New York City Execu-
tive Budget, 1974-1975 projected a decline in persons receiving assistance
from January 1974 through the end of fiscal year 1975. The decline
was projected to be 6,000 persons per month or, at a ratio of 3.174 per-
sons per case (average case size during recent months of 1974), a loss
of 1,890 cases per month over the eighteen month period. At that
rate of decline, the number of cases under care would drop to 268,000
by June 1975. The average number of cases under care in fiscal year
1975 would be 278,000 per month, or a net drop of 24,000 cases per month
under the fiscal year 1974 level of 302,000 cases. (See Table 9.)

Thus, the net increase predicted for the caseload in fiscal year
1975 (Table 10) does not include the 24,000 cases by which we estimate
the caseload will increase over City budget projections made in early
1974. Our prediction for the caseload in fiscal year 1975 under

Situation A--a conservative prediction--is 34,000 cases higher than



33

Table 10

PREDICTED INCREASE IN AVERAGE NUMBER OF HR, ADC, AND ADC-U
CASES UNDER CARE IN FISCAL YEARS 1975 AND 1976 OVER ACTUAL
CASELOAD IN FISCAL YEAR 1975, FOR FIVE ALTERNATIVE
PREDICTION SITUATIONS

Change in Average Number of Cases Under
Care Per Month From Fiscal Year 1974

Situation@
Fiscal Year A B C D E
1975b +10,410 +10,810 +10,410 +7,110 +10,810

First six months
of fiscal year 1976 +16,510 +19,610 +22,110 +7,110 +25,410

SOURCE: Table 9.

NOTE: Increases are rounded to the nearest ten cases.

a s s . .
See text for definition of the prediction situations.

bIncludes actual caseloads for the first quarter of fiscal
year 1975.
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City projections for the same period. The 24,000 cases can be added
similarly to each of the prediction situations for fiscal year 1975
shown in Table 10 in order to compare our predictions to the City's
early caseload projections for fiscal year 1975.

The City's prediction of the caseload for fiscal year 1975 was
made at a time when the rolls were dropping steadily because of the
mail recertification and related eligibility control programs. In
January 1975 (the same month the Institute predictions were given
to the City), the Department of Social Services submitted their fiscal
year 1976 budget requests with an assumption that the caseload would
increase by 12,000 persons per month during fiscal year 1976--or
3,780 cases per month. This growth rate would result in approximately
10,000 more cases under care in December 1975 than we predict under

Situation E, Table 8.
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IV. BUDGETARY COSTS OF WELFARE CASELOAD INCREASES
IN FISCAL YEAR 1975 AND FISCAL YEAR 1976°

Two steps were followed when calculating costs of predicted increases
in the size of the welfare caseload:

Step 1: For each category of assistance, the average monthly
welfare cost per case during July, August, and September
of 1974 was multiplied by the number of cases under care
predicted for each month of fiscal year 1975 and fiscal
year 1976. The costs per month were then summed for the
twelve months of fiscal year 1975, and summed for the
first six months of fiscal year 1976, and then doubled
to reflect an annual rate. Costs for each assistance
category were then added to estimate total welfare
costs. (See Table 11.) For the first three months
of fiscal year 1975, actual rather than estimated costs
were used. Under Situations C and E a 10 percent
allowance increase was assumed to be in effect in
July 1974. The costs for fiscal year 1976 reflect this

increase.

Step 2: To calculate the City's share of total welfare costs,
different proportions of the total bill were used for
each category of assistance. Our estimates assume
that the City pays 50 percent of the cost of HR cases
and 25 percent of the cost of ADC and ADC-U cases.
(See Table 11.)

In each situation, the cost of welfare in New York City is predicted
to rise nearly $60 million in fiscal year 1975 over fiscal year 1974.
(See Table 12.) TFor the most part, the five situations begin to differ
only in fiscal year 1976, although in Situation D, because of the strin-
gent eligibility controls assumed, the fiscal year 1975 increase would
be somewhat less than in the other situations——$44 million.

On the basis of caseload increases for the first six months of
fiscal year 1976, the annual cost of welfare would rise to a sum
nearly $200 million more than was paid out in fiscal year 1974. This
increase would arise under Situation E--where unemployment is
assumed to reach 11 percent and a welfare allowance increase of 10

percent is granted in July 1975.

1Because of differences in accounting procedures and assumptions
regarding definition of the caseload, the cost estimates in this section
are not comparable to those presented in the Message of the Mayor for
the New York City Executive Budget, 1974/1975 for the City of New York.
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Table 11

TOTAL COST OF WELFARE AND CITY SHARE OF
TOTAL COST FOR FISCAL YEAR 1974, AND PREDICTIONS
FOR FISCAL YEARS 1975 AND 1976 UNDER
ALTERNATIVE ECONOMIC AND POLICY SITUATIONS

Situation
A B C D E
Fiscal Total Welfare Cost
Year ($Millions)
1974
Actual 973 973 973 973 973
19752 1,032 1,032 1,032 1,017 1,032
l976b 1,045 1,050 1,165 1,008 1,172
City Share of Welfare Cost
($Millions)
1974
Actual 272 272 272 272 272
1975a 287 287 287 283 287
19760 291 293 326 281 328

SOURCES: DSS, Monthly Statistical Report;
predictions by The New York City-Rand Imstitute

NOTE: Costs include outlays for HR, ADC, and
ADC-U categories of assistance.

aIncludes actual costs for the first
quarter of fiscal year 1975.

bAnnual rate, calculated by doubling
predictions for the first six months of fiscal
year 1976.
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Table 12

PREDICTED INCREASE IN TOTAL WELFARE COSTS AND CITY
SHARE OF WELFARE COSTS FOR FISCAL YEARS 1975 AND 1976
OVER ACTUAL COSTS FOR FISCAL YEAR 1974, UNDER
ALTERNATIVE SITUATIONS REGARDING THE ECONOMY
AND ADMINISTRATIVE POLICY

Situation

A B C D E

Change in Total Welfare
Fiscal Cost Over Fiscal Year 1974
Year ($Millions)

1975% +59  +59 + 59 +44 + 59

l976b +72 477 4292 435  +199

Change in City Share of
Welfare Cost Over Fiscal
Year 1974
($Millions)

1975% | 415 415 + 15 +11 + 15

1976b +19 +21 + 54 +9 + 56

SOURCE: Table 11.

NOTE: Costs include outlays for HR, ADC,
and ADC-U categories of assistance.

aComputation includes actual costs
for the first quarter of fiscal year
1975.

bComputed as an annual rate, by
doubling predictions for the first six
months of fiscal year 1976.
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The City's share of the total welfare bill will be up $56 million
in fiscal year 1976 under Situation E--an increase of 21 percent over
the level reached in fiscal year 1974. A somewhat more modest increase
of $15 million is expected in fiscal year 1975 because increased allowances
are not assumed to hit the welfare system until July 1975.
The increase in City costs would be less for the other situations.
The actual outcome depends upon how high unemployment actually goes,
how likely the pressure of inflation is to cause allowance increases,
and how possible it is for the City to impose administrative stringency

at a time of increased difficulties for the welfare populationm.
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V. EPILOGUE

After completion of the first draft of this report in Decem-
ber 1974, it became apparent that the timing and severity of the
recession was different than assumed under any of our prediétion situa—-
tions. By March 1975 the unemployment rate in New York City had reached
11 percent of the labor force covered by unemployment insurance. Our
assumption under Situations B and E was that the unemployment rate would
reach 9 percent by the same month. More importantly from the point of
view of our caseload predictions, the level of unemployment in March
1975 actually reached 356,000 whereas we had assumed the level would
be 255,000 by March 1975--a difference of 100,000 persons. In this
section we present a revised prediction of the caseload. It imcorporates
data on the actual sharp rise in unemployment through March 1975 and
a new assumed level from April to December. We also present a compari-
son of the predicted caseload to the actual caseload during the predic-

tion period.

AN EPILOGUE PREDICTION

We decided to predict the DSS Caseload for the same period used in
Situations A through E with the only change being the use of new assump-
tions regarding the unemployment level. This prediction is summarized
here to show how a more severe recession than originally assumed would
effect the rolls by late 1975. Our assumption regarding the severity
of the recession for the rest of the year 1975 is just that--an assump-
tion. It is not intended to be a prediction.

Table 13 shows the unemployment levels used in our "Epilogue
prediction" situation. Note that this situation involves the use of
actual unemployment levels for the October 1974-March 1975 period and
assumed levels from April 1975 on. The unemployment levels used in
prediction Situations B and E are presented in Table 13 for comparison.

The massive leap in unemployment in January 1975--up 68,000 persons—-—
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is a sudden increase that is not reflected in the Situation B and E
levels of unemployment. We also assume a constant labor force over
the prediction period rather than declining one as in Situations

B and E. (See Table 13.)

Other assumptions used in our Epilogue prediction are:

e Same acceptance rates as used under Situations A, B, C, and E.
(See Table 4.) ’

e No increase in monthly welfare allowance, or the same as
Situations A, B, and E. (See Table 5.)

® Same level of General Service Births as in all other prediction
situations. (See Table 7.)

@ Same "'shock variable assumptions as in Situations A, B, C,
and E.

The result of these assumptions is an Epilogue prediction of a
caseload level for 1975 considerably higher than predicted under
Situation B--a fully comparable situation except for the higher unemploy-
ment levels. (See Table 14.) If unemployment reached a peak level of
440,000 by the fall of 1975 as assumed, then we expected the DSS
caseload to average 342,000 cases per month in the fourth quarter of

1975--20,000 cases higher than predicted under Situation B.

COMPARTISON OF PREDICTED AND ACTUAL CASELOAD

How well did we do with the Situation B and Epilogue predictions?

By the fourth quarter of 1975 the caseload had risen to 347,300 cases—-
4,900 higher than our Epilogue prediction and 25,300 higher than the
Situation B prediction. (See Table 1l4.) As we expected the Epilogue
prediction came much closer to capturing the effects of the recession
on the caseload than Situation B. The Epilogue prediction is only
3,070 cases, or 0.9 percent, less than the actual average number of
cases under care during 1975.

A better test of the predictions is to look at percentage changes
in the caseload over the prediction period. For all of calendar
1975 we predicted a 9.2 percent increase in the rolls, and it actually
increased by 10.3 percent—-an acceptably small error. (See Table 15.)

With each successive quarter, the difference between predicted and
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Table 14

PREDICTED AND ACTUAL AVERAGE MONTHLY UNDER CARE
WELFARE CASELOAD IN NEW YORK CITY, FOURTH QUARTER 1974
THROUGH FOURTH QUARTER 19754

Average Number of Cases Under
Care Per Month
Epilogue Situation B  Actual
Time Period Prediction Prediction  Caseload
July-September 1974
Actual 304,000 304,000 304,000
October-December 1974 312,000 312,000 313,700
January-March 1975 320,200 317,000 322,100
April-June 1975 329,200 319,000 331,800
July-September 1975 336,500 321,000 339,500
October-December 1975 342,400 322,000 347,300
Average number of cases
under care 1975 332,100 320,000 335,170
Cases under care in
December 1975 343,000 322,000 349,000

SOURCE: Predictions by The New York City-Rand Institute;
actual caseload from City of New York, Human Resources
Administration, Monthly Statistical Reports, 1975.

%See text for a description of the prediction situa-
tiom.
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Table 15

COMPARISON OF ACTUAL AND PREDICTED PERCENTAGE
CHANGE IN THE AVERAGE MONTHLY UNDER CARE CASELOAD
IN NEW YORK CITY FROM THE THIRD QUARTER 1974
TO THE THIRD QUARTER 1975

Change in the Average Number

of Cases Under Care Per Month

Predicted Case-

Actual Caseload 1load--Epilogue

Time Period Number Percent Number Percent
October-December 1974 9,700 3.2 8,000 2.6
January-March 1975 18,100 5.9 16,200 5.3
April-June 1975 27,800 9.1 25,200 8.3
July~September 1975 35,500 11.7 32,500 10.7
October-December 1975 43,300 14.2 38,400 12.6
Calendar 1975 31,170 10.3 28,100 9.2
December 1975 45,000 14.8 - 39,000 12.8

SOURCE: Table 14.
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actual percent increases widened. 1In the last quarter of 1974 the
difference was 0.6 percent, and by the last quarter of 1975 the difference
was 1.6 percent (14.2 - 12.6). As expected of any model, the DSS Caseload
Model performed somewhat better on the near-term and gradually increased
its error as longer time periods were covered. Nevertheless we are
encouraged by the performance of the DSS Caseload Model--particularly
by its reflection of the recession on the caseload while controlling
for benefit levels, general price increases, acceptance rates, and
changes in eligibility policies.1
Two important conclusions can be drawn from our Epilogue predic-
tion. First, predictions with the DSS Caseload Model are strongly
influenced by assumptions made about the health of the City's economy.
The economy was hit by a recession that caused a 75 percent increase
in the average number of cases under care in 1975 over that predicted
under Situation B.2 The importance of the level of unemployment to our
predictions forcefully documents the strength of the linkage between the
City's economic health and the demands on public transfer programs.
Second, factors other than DSS administrative policy clearly have
an impact on the rolls, and a periodic monitoring of the relationship
between the City's economy and the caseload with the DSS Caseload Model
will be useful in future estimates of the welfare system's demands on
the budget. Holding the line on allowance increases or maintaining
tough eligibility screening programs does not mean the caseload will stop
growing. In fact, we predicted that the City's welfare caseload would

grow between 16,000 and 28,000 cases in 1975 without any changes in

lA full assessment of the Model's performance would require

that we separate the effects of our assumptions regarding the independent
variables from the errors caused by specification or estimation

problems with the equations. One strategy would be to prepare a separate
set of predictions that use actual values for the independent variables
over the prediction period, and then compare the results to the Epilogue
prediction and actual caseload. We have not carried out this test, but
it should be noted that the unemployment level in 1975 averaged

330,000 per month whereas our Epilogue situation assumes an average of
398,000, This would suggest that our predictions would have been even
lower had actual unemployment levels been used. However, acceptance
rate levels were 5 to 10 percent higher for HR cases in 1975 than we
assumed in Table 4, so it is likely that the lower unemployment levels
would have been offset by higher values for HR acceptance rates.

21n Situation B the predicted number of average monthly cases under
care in 1975 was 320,000, or 16,000 higher than the under care caseload
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current administrative policy, and that growth was forthcoming. Tougher
administrative policy in recent years may have dampened the expansion of
welfare dependency but the exigencies of poverty and the recession caused

the caseload to continue its expansion.

LESSONS FROM THE CASELOAD MODELING PROJECT

Our experience with the City of New York suggests that there is a
demand for predictions generated independently of trend analysis, but
that the staff and budget it takes to maintain a model and generate
periodic predictions does not receive high priority. This is in part
due to the inclinations and skills of the staff, and in part due to the
low cost and comparative accuracy of trend predictions for the annual
budget estimates. If point-in-time predictions are the only objective
of caseload models, then it may be that models are not any better as
predictors than staff members with years of experience in welfare, two
or three simple projection models, and a smoke-filled room full of
mirrors. National econometric forecasting models have had years of
development and extensive use as policy analysis tools, yet they still
tend to underestimate the peaks and troughs of business cycles.l Why
then invest in the design and development of welfare caseload models?

First, the DSS Caseload Model served as more than a point-in-time
prediction tool. By separating the effects of economic and administra-
tive factors, it provided a framework for measuring the impact of
either a grant increase or a revised eligibility program on the caseload
at a time when the City's economy was entering a recession. As an

approach to policy analysis, a caseload model serves a useful diagnostic

purpose quite independent of its use for budget forecasting.

in the July to September 1974 period. (See Table 14.) In the
Epilogue situation, the comparable numbers are 332,000 for an increase
of 28,000 cases. The difference between the two increases--12,000
cases--is 75 percent higher than the increase of 16,000 predicted
under Situation B.

lSee N. Behravesh, "Forecasting the Economy with Mathematical

Models: 1Is It Worth the Effort?" Business Review, Federal Bank
of Philadelphia, July/August 1975.
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Second, a structural model of the type designed for HRA can be
used to analyze reasons for peaks and troughs in the caseload. It can,
in fact, identify the economic conditions and administrative policy
that would have to prevail if there were a turnaround in a monotonically
increasing or decreasing caseload. The DSS Caseload Model was able to
predict the downturn of the rolls in mid—1972l and the strong upturn in
mid-1974.
Third, conditional predictions can be made with caseload models
that do not require elaborate submodels for predicting independent
variables. Given that administrators know what policy is likely to
be used in the near term, they might reasonably want to know what would
happen to the rolls if the economy slacked at the same time that no
new eligibility control programs were planned. Such predictions, while
not necessarily of pinpoint accuracy, can provide an administrator
with a notion of the expected case-openings burden on caseworkers and
political pressure that might unfpld if the caseload grew too rapidly.
Finally, a model can provide an accounting framework that is valuable
for collecting time-series data on case dynamics. The NYC Caseload
Model was built in part on historical data in the DSS Monthly Statistical
Report, but a new Quarterly Data Report has also been published by
HRA's Division of Policy Research that compiles all of the published and
unpublished data necessary to update and maintain the caseload model.
It builds upon and expands the data in the Monthly Statistical Report
in order to increase its usefulness in analyzing caseload dynamics.
Because of the HRA publication of the Quarterly Data Report, the revised
reestimated equations of the model presented in this report were prepared

in less than one month.

Lsee Rydell et al., Welfare Caseload Dynamics in New York City,
R~-1441-NYC, The Rand Corporation, 1974.
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Appendix A

EQUATIONS OF THE DSS CASELOAD MODEL REVISED
WITH DATA FOR 1971 THROUGH 1974

This appendix explains the changes made to the original DSS Case-
load Model and discusses some possible changes that were not made because

of time constraints.

REASONS FOR REVISING THE MODEL

The original DSS Caseload Model is described in Welfare Caseload
Dynamics in New York City by C. P. Rydell, T. Palmerio, G. Blais, and
D. Brown, R-1441-NYC, The Rand Corporation, 1974. The model was revised
for three reasons: to reestimate the parameters using up-to-date case-
load data; to account for the effects of new eligibility control procedures
on case closings; and to include data on short-term case closings that
were not previously available.

The DSS Caseload Model was estimated with data from the period 1963
through 1971.l Major changes have occurred in the welfare caseload and
in eligibility procedures in the last few years. These include a long-
term caseload increase followed by a decrease; the separation of income
maintenance and social service functions; photo identification cards;
and new eligibility and fraud control procedures. Reestimating the
model using data from January 1971 to September 1974 captures the overall
effect of these changes and provides sufficient data for precise parameter
estimates.

The second reason for revising the model was to identify the effects
of new administrative procedures. These effects may be thought of in
two ways: (1) as long-term effects on the level of the caseload; and
(2) as short-term "shocks" to the caseload. The first effect is

incorporated implicitly in the model by reestimating its parameters.

lEstimation is a formal statistical procedure wherein data from
some past period (the "sample period") are used to "fit" or "calibrate'
numerical quantities internal to the model, its "parameters." While
parameters are estimated statistically, the overall structure of the
model, that is, the variables included in the form of the equations, is
generally determined by prior knowledge and experience.
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The Shock Variables

The "shock" (very short—term) effects are accommodated by mathe-
matically phrasing the initiation of new procedures as modifications to
the long-term case closing rate. Because the shocks tended to influence
closings more than openings, the shock variables were used in the closings
equations only. This is done through the shock variables dl’ d3, and
d4 in the closings equations shown in Tables A-1 through A-3. The initial
effect of photo identification cards and face-to-face recertification,

for example, is indicated by the d, variables in the closings equations.

In the ADC closings equation, the istimated parameter shows that in each
of the four months of these new procedures the long-term closing rate
increased 56 percent.

The shock wvariable d3 was used to account for the sudden increase
in ADC and ADC-U closings associated with the mail recertification program
launched from April to July 1974. 1In this instance, the long-term ADC
closing rate increased by 120 percent each month during the program.

(See Table A-2.) Variable d, was not used in the HR closings model because

HR cases were not included ii the mail recertification program.

Variable d4 was used only in the estimation of the HR closings
equation. As explained in the text, the initiation of the SSI program in
January 1974 resulted in the creation of a temporary dependency status—-—
HR/SSI Pending. The existence of this status resulted in a case-holding
operation that significantly changed the long-run closing rate. The
shock variable was '"turned on" for the nine-month period from January to
September 1974, The size of the d4 coefficient in Table A-1 indicates
that there was a 56 percent drop in the long-run closing rate because of
the HR/SSI Pending dependency status.

Inclusion of the shock variables both improved the "fit" of the
closings equations and allowed us to make alternative assumptions about
the initiation of programs with similar shocks over the prediction period.
The overall "fit" of the ADC openings equation is summarized in Table
A-4 and Fig. A-1. Similar information is provided on the ADC closing
equations in Table A-5 and Fig. A-2. The assumptions used in setting

the shock variables for the prediction period are presented in the text.
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Table A-4

MONTHLY PERFORMANCE OF THE OPENINGS MODEL:
JANUARY 1971 THROUGH SEPTEMBER 1974

Monthly Performance of the Model%
Average
Type Actual Standard Coefficient Percent

of Monthly Error of of e Variation

Assistance Openings | Estimate” Variation "Explained™
HR 4,540 477 Al 82
ADC 4,651 481 .10 76
ADC-U 344 115 .33 74

SOURCE: Calculations by The New York City-Rand Institute.

“The three monthly performance measures indicate different
aspects of the openings model's ability to "fit'" the data for
the sample period (January 1971-September 1974) used in its
construction.

The standard error of estimate, expressed here in units of
the monthly number of openings, measures the dispersion of the
monthly number of openings "predicted" during the sample period
about the actual number of openings for each month.

e . . . R
The coefficient of variation is the standard error of

estimate divided by the average actual number of monthly openings.
This division scales the standard error of estimate, thus

expressing the dispersion of "predicted" about actual openings
values as a fraction (in this case) of the average level of
the openings variable.

dAlso called R2 or the coefficient of determination. This
quantity is the amount of variation in monthly openings
that is correctly '"predicted" ("explained"), as a percent-
tage of the total variation in monthly openings. The

theoretical maximum value of this measure is 100 percent.
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Table A-5

MONTHLY PERFORMANCE OF THE CLOSINGS MODEL:
JANAURY 1971 THROUGH SEPTEMBER 1974

Monthly Performance of the Model%
Average
Type Actual Standard Coefficient Percent

of Monthly Error of of e Variation

Assistance Closings | Estimate” Variation "Explained"
HR 4,172 771 .18 44
ADC 4,267 718 .17 76
ADC-U 233 76 .33 84

SOURCE: Calculations by The New York City-Rand Institute.

%The three monthly performance measures indicate different
aspects of the closings model's ability to "fit'" the data for
the sample period (January 1971-September 1974) that was used
for its construction.

The standard error of estimate, expressed here in units of
the monthly number of closings, measures the dispersion of the
monthly number of closings "'predicted" during the sample
period about the actual number of closings for each month.

GThe coefficient of variation is the standard error of
estimate divided by the average actual number of monthly
closings. This division scales the standard error of estimate,
thus expressing the dispersion of 'predicted' about actual
closings values as a fraction (in this case) of the average
level of the closings variable.

d 2 - . .
Also called R™ or the coefficient of determination.
This quantity is the amount of variation in monthly closings
that is correctly '"predicted" ("explained"), as a percent-

age of the total variation in monthly closings. The
theoretical maximum value of this measure is 100 percent.
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Short-Term Closing Fractions

The third reason for revision of the model is to include data on
short-term case closing behavior that was previously unavailable.
Originally, the parameters of the model included estimates of short-term
closing fractions. In the revised model we have calculated closing
fractions directly from data on short-term case turnover. These data are
available from the HDRAT (Historical version of Daily Records of Actions
Taken) computer file.

The revised DSS Caseload Model uses short-term closing fractions
derived from the 1972 HDRAT file. Since these quantities are measured
directly, they provide better measures of short-term closing behavior than
could be obtained through estimation internal to the model. Moreover,
they are derived without assumptions about "lag structure' that are
statistically necessary if closing fractions are estimated within the
model. The variable gt in Tables A-1, A-2, and A-3 is calculated from
actual closing fractions over time from the 1972 HDRAT file. See Table
5.1, page 52 in Rydeil et al., Welfare Caseload Dynamics in New York
City, R-1441-NYC, The Rand Corporation, 1974, for more detail.2

ESTIMATING THE REVISED MODEL

3
While the opening equations were estimated the same way as before,
the revised model's inclusion of directly measured short-term closing
fractions caused a change in the estimation of the closing equations.

The closing equations have the general form:

d; d, My “1pw g %2
¢, =k|rx) C(ry U+ st} [—E] [——} .

t % i

lDSS's Office of Policy Research developed the HDRAT file from

agency records. The file is discussed in J. Quint and D. Brown, Welfare
Case Turnover in 1972, OPR-8857632-12, Office of Policy Research, Human
Resources Administration, 1974. The HDRAT file is analyzed on a regular
basis in OPR's Quarterly Data Report.

2Caseload reopening fractions, variable E; in Tables A-1, A-2, and
A-3, are the same as those estimated by Rydell, et al., Welfare Caseload
Dynamics in New York City, R-1441-NYC, The Rand Corporation, 1974, over
the period 1967-1972 in the original DSS Caseload Model.

33ee Rydell et al., R-1441-NYC, 1974, pp. 162-175.
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Because this equation is nonlinear in its parameters it cannot be
estimated directly by Ordinary Least Squares (OLS). Instead the following
simple two-step procedure was used for the HR and ADC data.

From the design of the model1 we know that k is approximately

equal to one. Under this assumption:

o o
Co = S Felags ay) N 4t dy ¢ M L7
T ~r(ry) (ry) — — (2)
t-1 M w
where
Q. o)
M, 1 W 2
Ft(uls az) = —:— '{:;* . (3)

We estimated St using the short-term case closing rates for the

recent past. Assuming trial values for a., and a,, we calculated

1
the left-hand side of Eq. (2), making that equation a log-linear
regression. This regression uses OLS to estimate r, rl, and r3 and

gives improved estimates of oy and - The improved estimates of

oy and a, can then be inserted into the left-hand side of Eq. (2).
That equation is reestimated until successive estimates are sufficiently
close together. Experimentation showed that convergence was very quick
and the first iteration always achieved the final estimates. 1In the
second step Ct was regressed (without an intercept) on the right-hand
side of Eq. (1), obtaining the estimate of k.

Because of a strong time trend in the number of ADC-U case closings,
the above method did not produce good estimates for the ADC-U closing

equation. The method was modified as described below.

Divide Eq. (2) by the same equation at t-1 to find:

Co = S¢Felags o) [ Uioo 1 ~
U Coog ™ Sem1Fe-1(®g @)
€]
o o
_ - 2
die "%, Y3 e [Me ][ W
(rl) (rq) M W .
= t-1 t-1

1Rydelfl et al., 1974, p. 185.
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Assuming values for ay and s this equation is log-linear. Estimating

it by OLS without an intercept yields estimates of r 3 and improved

r
l’
estimates of oq and Qg These values are inserted into the left-hand
side of the equation below, whose OLS estimation (also without an
intercept) yields the estimates of r. As before, we estimate k

with Eq. (1):

o o
M, 1-wt* 2
C, - S, [:‘“] —
MW ~ U . (5)
al az t-1
d d. M1 W
1,t
() Dy - [’_t]
‘ % 1w

COMPARTSON OF ORIGINAL AND REVISED MODEL

Tables A-6 and A-7 compare the coefficients of the originally
estimated DSS Caseload Model (Rydell) with the coefficients of the
revised model. The coefficients of the openings model are surprisingly
similar even though the equations were estimated over two different
periods. The most meaningful changes are for the grant level variable
in the ADC and HR equations and the unemployment variable in the HR
equation. In the revised version of the model the grant level coefficient
for ADC and HR became strongly significant, whereas it had been only
weakly significant in the Rydell version. (See Table A-6.) The unemploy-
ment variable in the HR equation became highly significant in the
revised version compared to a coefficient not significantly different
from zero in the Rydell version. The ADC-U equation is a poor fit in
both versions largely because there are so few cases. The closings
coefficients (Table A-7) are quite different in the two versions
of the model because of the photo identification and recertification
dummy variables and the dropping of the grant level variable. Grant
level was consistently insignificant in preliminary estimates of

the revised model.
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SENSITIVITY OF MODEL ESTIMATION TO ALTERNATIVE SPECIFICATIONS

In the process of updating and revising the DSS Caseload Model
a number of shortcuts had to be taken to expedite the completion of the
work by January 1, 1975. (The elapsed time for the original model
revision and report preparation was one month.) In this section we
report on two modifications in model specification that address problems
uncovered during estimation of coefficients for the revised model.
First, we incorporate a correction to the data base to account for
implementation of SSI in January 1974; and second, we use a study period
average (W*) for the denominator in the unemployment variable rather
than a moving average (Wt). One conclusion is that these modifications
modestly affect the originally estimated coefficients, but that caseload
predictions with revised coefficients would not change significantly

from those reported.

Accounting for Tmplementation of the SSI Program

One change that might have made an impact on the estimation of
the model's parameters is an adjustment of the data base after January
1974 to reflect the implementation of SSI. 1In January 1974 cases
formerly classified as transfers into DAB cases, or transfers from
DAB cases into HR, ADC, or ADC-U cases, suddenly became case closings
and openings because the Department of Social Services no longer adminis-
tered the benefit programs for the disabled, aged, and blind. The
effect of this account change is that closings off and openings onto
the HR, ADC, and ADC-U caseload are somewhat higher than before the
implementation of SSI.

In fact, the level of transfers into and out of DAB cases is
negligible except for the flow between HR and Aid to Disabled (AD)
cases. Because the eligibility of drug addicts for AD assistance was
vaguely defined and frequently changing, addicts on HR would be
transferred into the AD category of assistance only to find themselves
transferred back into HR after new interpretations of administrative

rules were established. Our assessment at the time of model revision
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was that this transfer activity was not sufficiently large to cause
serious bias in the estimation of the openings and closings equatioms.
Since the completion of the January 1975 draft report we modified
the model's data base by incorporating DAB transfers as closings and
openings, and reestimated the equations.
Specifically, we made the following modifications for the period

from January 1971 to December 1973:

t _ .t t
03 =0i+ Toag 5 4
and
t _ .t t
Ci Ci + Ti - DAB ,
where:
0, C = modified monthly openings and closings;
0, C = openings and closings;
T = transfers;
t = month, January 1971 to December 1973;

i = HR, ADC, or ADC-U assistance categories;
DAB -~ i = transfers of DAB cases in category i during the month;

i - DAB = transfers of cases in category i into DAB categories during
the month.

As a result of these modifications we implicitly assume transfers
are subject to the same endogenous and exogenous factors as openings
and closings were in the originally specified model. Specifically, we
are modeling additions and subtractions minus transfers between HR,
ADC, and ADC-U cases.

Study Period Average for Unemployment

The Rydell version of the closings equations specified the
unemployment variable as a month-by-month correction to the study
period average (wt/w*). In the HR and ADC closings equations we
inadvertently specified the unemployment variable as a correction to
a twelve month moving average (Wt/ﬁt). The appropriate closings equations
were reestimated, sequentially incorporating the study period average
for unemployment (W* for 1971 to 1974) and then the DAB transfer

modification plus the study period average for unemployment.
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Results of the Sensitivity Tests

The DAB transfer modification resulted in only minor changes in
the coefficients for the openings model. (See Table A-8 and A-9.) The
significance tests for the coefficients remain unchanged. Coefficients
that were significant using the original data base (unadjusted) remain
significant with the modified data base. The change in the size of
the coefficients is not great enough to significantly affect the level

of the predicted caseload for 1975.

The Role of Lagged Case Closings Data in Estimating the Openings Equations

Estimation of the case openings equations (Eq. (2) in Tables A-1,
A-2, and A-3) requires the number of case closings occurring for each
of the eighteen months preceding each month of the estimation period.
For example, estimation of openings for January 1971 requires month-by-
month closings data for the prior eighteen month period from July
1969 to December 1970. 1In other words, past case closings drive short-
run reopenings. The influence of recent closings on reopenings drops
off sharply with time, however. The openings equations in Tables A-1,
A-2, and A-3 show, for example, that closings more than a year in the past
influence current openings very little. ‘

After the predictions were completed, it was uncovered that the
data set used to estimate the revised model omitted the number of
monthly closings from July to December 1969.l This omission affects the
calculation of openings for the first six months (January to June 1971)
of the estimation period. With each successive month the impact of the
missing data lessens. For example, estimating the number of openings for
June 1971 requires data for only one month (December 1969) out of the
missing six month period. In aggregate, therefore, any influence on the
prediction of openings would be slight.

As was shown in Fig. A~1 and Table A-5, the estimated openings
equations pass a number of tests for a good fit. It is our assessment
that the missing data did not materially affect the model's parameter

estimates, or its predictive ability.

lThe error was uncovered by Ruth Lowell and Richard Mead in HRA's
Division of Policy Research while estimating yet another version of the
model. Our thanks to them for bringing the error to our attention.
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Appendix B

SUPPORTING TABLES
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Table B-3

AVERAGE MONTHLY WELFARE ALLOWANCES, BY ASSISTANCE
CATEGORY, IN NEW YORK CITY, 1971 TO 1974

Average Monthly Allowance
(in dollars) Effective:

Type of May 1, September January July 1,
Assistance 1971 1, 1972 1, 1974 1974

HR 247 256 278 296
ADC 317 327 363 388
ADC-U 380 393 437 470

SOURCE: Basic Department of Social Services
Monthly Allowances, Department of Social Services,
Home Economics Program, Human Resources
Administration.
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Table B-4

NUMBER OF UNEMPLOYED PERSONS
IN NEW YORK CITY,
1971-1974 (THOUSANDS)

Year

Month | 1971% 1972% 1973 1974
1 211.5 239.9 204.4 217.1
2 214.9 250.1 188.4  202.4
3 214.4  235.3 183.3  207.0
4 212.3  242.0 188.8  220.8
5 220.4  239.9 191.9  215.0
6 227.6  235.3  194.4  217.5
7 231.7 245.3  208.7 239.6
8 218.8 215.8 191.9  224.1
9 219.6 203.8 179.6 231.2
10 220.3 189.4 178.8
11 225.5 189.5  180.3
12 235.8  203.0 196.9

SOURCE: New York State, Department of
Labor and Adjustments by The New York City-
Rand Institute.

NOTE: The unemployment series for 1971 and
1972 were adjusted to account for a change
in the definition of unemployed announced
by the State Department of Labor in February
1974, The new series counts unemployment
by place of residence rather than work
place. The Department of Labor provided

a revised series for 1973 and adjustments
were made to the old series of 1971 and
1972 data to account for the definitional
change.

“Data from DOL Employment Review revised
to account for new definition of unemploy-
ment adopted for 1973 and 1974 counts.
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Table B-5

GENERAL SERVICE BIRTHS
IN NEW YORK CITY, 1971-1974

Year

Month 1971 1972 1973 1974
1 5,602 4,941 4,713 4,533
2 5,052 4,455 4,250 4,087
3 5,557 4,904 4,678 4,498
4 4,903 4,327 4,127 3,969
5 4,370 3,857 3,679 3,538
6 5,023 4,434 4,229 4,067
7 5,068 4,471 4,265 4,101
8 5,336 4,711 4,494 4,322
9 5,260 4,642 4,428 4,258
10 4,653 4,108 3,918
11 4,701 4,151 3,959
12 5,000 4,412 4,209

SOURCE: New York City Department of Health

NOTE: The Department of Health stopped
providing monthly data on General Service
Births in 1972. The monthly data for 1972,
1973, and 1974 are estimated from annual
General Service Births provided by the
Department of Health and seasonal patterns
on births followed in 1970 and 1971.
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