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W ORKING ON W ELFARE-TO-W ORK:  
ANALYSING THE ROLE O F 

COM M ITM ENT DEVICES IN THE 
SU CCESS O F SAN CTIO N S POLICIES   

C H A N D N I  R A J A  

!

!

ABSTRACT 

!

Since the late 1980s, mandatory welfare-to-work programs in the United States (US) issued sanctions 

on welfare beneficiaries who failed to comply with program guidelines. While numerous studies have 

focused on the impact of sanctions policies on desired outcomes, including higher participation rates 

and improved labour market outcomes, only a few studies have examined the role that commitment 

devices play in the success of sanction policies. This paper provides a theoretical explanation for the 

importance of commitment devices. It does so by applying Dixit and Nalebuff’s theory of strategic 

moves to the relationship between government and welfare recipients. The paper analyses how the 

relationship between the government and the welfare recipients changes in situations with credible vs. 

non-credible threat of sanctions. By doing so, it argues that commitment devices are a critical yet a 

largely unstudied factor in the impact of sanction policies. Further, the paper applies this theory to 

the US welfare-to-work programs and identifies the key commitment devices - the administrative 

method of auto-posting and the use of sanctioning rates as a reputation mechanism - used by the 

government to change its relationship with the welfare recipients. Finally, it offers a novel research 

method to assess whether commitment devices used in US programs are as critical to the success of 

sanctions policies as the theory suggests.  
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INTRODUCTION 

!

Establishment of the Job Opportunities and Basic Skills Training (JOBS) welfare-to-work program 
under the 1988 Family Support Act introduced sanctioning mechanism into the welfare system. JOBS 
required states to provide a broad range of work-related activities such as basic education, training, 
and job search assistance to welfare recipients under the Aid to Families with Dependent Children 
(AFDC) program. Further, it also required non-exempt AFDC recipients to participate in work-related 
activities; a failure to do so resulted in a reduction of welfare benefits or sanctions, on the 
noncompliant individual. Under AFDC’s JOBS, as authorized by the Social Security Act, states could 
obtain approvals through waiver requests to terminate benefits to the entire household (GAO, 1997).  

The passage of welfare reform under the Personal Responsibility and Work Opportunity Act 
(PRWORA) replaced AFDC and JOBS with the current welfare program, Temporary Assistance for 
Needy Families (TANF). TANF has stricter regulations and penalties and allows states to terminate 
household grants without waiver requests. Under TANF, states can determine the structure and 
stringency of sanctions with respect to: type of sanction, minimum duration of the sanction, actions to 
reverse the sanction, and approach to addressing noncompliance (Pavetti, 2003).  

The impact of sanctions on desired outcomes (higher program participation rates, increased exits from 
the welfare system, and reduced welfare caseloads) has been studied extensively. Several authors 
suggest that more stringent sanctions lead to increased exits and reduced welfare caseloads but fail to 
detail how sanctions lead to these changes (Rector and Youssef, 1999; Mead, 2001). This is largely 
due to the differences among sanction policies in the US. Not only do states vary with respect to 
structure and stringency of sanctions, but they also differ on other factors impacting participation such 
as enforcement, provision of clear information to welfare recipients on the consequences of 
noncompliance, implementation, etc. States may even differ with respect to conceptualization of the 
program: while some states shifted primary responsibility for compliance on to the welfare recipient, 
others assumed the responsibility and viewed noncompliance as a reflection on the program’s success 
to work as intended (GAO, 1997). Even when sanctions have been estimated as having a statistically 
significant impact, the mechanisms through which sanctions work are relatively unstudied.  

This paper attempts to address this void in literature first by providing a theoretical explanation for the 
importance of the commitment devices in sanction policies by modelling and analysing the change in 
the game between government and welfare-recipient resulting from a credible vs. non-credible threat 
of sanctions. Next, it applies this theory to the US welfare-to-work programs to identify key 
commitment devices used by the government. Finally, it offers a novel research method to allow 
researchers to estimate the impact of these commitment devices to determine whether they are as 
critical to the success of sanctions policies as theory suggests.  
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APPLYING THE THEORETICAL FRAMEWORK 

!

The government-welfare recipient relationship can be modelled in a two-player game in which the 
government and welfare recipient are rational actors aiming to maximize utility, reflected by payoffs. 
In the simplest scenario, a welfare-to-work program without sanctions, the government does not have 
an opportunity to make decisions regarding benefits and will provide benefits regardless of whether 
the recipient complies or not. The recipient chooses whether or not to comply. This is indicated in 
Figure 1. The first number in each payoff set reflects the recipient’s payoffs.  

Figure 1 

 

 

Figure 1 indicates that the equilibrium will be that the welfare recipient does not comply with the 
program guidelines. The payoffs are based on two main assumptions:  

1. First, this model assumes that the welfare recipient does not receive any utility from full-
compliance with the welfare-to-work program guidelines; this assumption is supported by 
first-hand documentation of welfare recipients’ program participation patterns and reasons for 
noncompliance, which makes clear that mandated work activities often conflict with 
recipients’ other responsibilities and are not flexible with recipients’ schedules (Lens, 2004). 
Furthermore, reasons for noncompliance expressed by sanctioned individuals, including: 
wanting to continue an activity that no longer qualifies as a work-related activity (e.g. 
attending beauty school or college), unwillingness to do community service or work for low 
wages, desire to stay at home with children, not feeling well enough to work, or needing to 
care for a sick household member, indicate that full-compliance would detract from welfare 
recipients’ utility (GAO, 1997). These alternative activities provide enough utility to the 
recipient that he risks foregoing welfare benefits to participate in them. This model recognizes 
that rather than not attending any work activity, the recipient may maximize utility from 
attending some of the work activities but not all, but considers partial compliance as 
noncompliance, in agreement with the government’s strict definition.  
 

2. Second, this model assumes that the program is effective in achieving the desired outcomes 
for the government, namely increased exits from welfare and improved labor market 
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outcomes for program participants. Assuming the program is successful, higher program 
participation rates will achieve the government’s desired outcomes and thereby increase 
utility for the government.  

Based on these two assumptions, it is clear that the government will retain higher payoffs if the 
welfare recipient complies with program guidelines and the welfare recipient will retain higher 
payoffs by not complying. The equilibrium payoffs are (2, -1), which is the unfavourable outcome for 
the government.  

Many researchers provide normative reasons for the institution of stricter regulations and penalties 
into welfare programs in the 1990s, including political pressure from conservative activists to tackle 
behavioural poverty (Stanley and Lohde, 2004 p. 38-39) and introduce mutual obligation into the 
welfare system (Green, 2002).!The model proposed by this paper offers an alternative reason: the 
government had a rational incentive to increase compliance and improve its payoffs. By looking 
ahead to a welfare program with sanctions, as in Figure 2, the government compares its payoffs with 
and without sanctions and chooses to implement sanctions. 

Figure 2 

 

However, there is an inherent commitment problem in Figure 2. According to Dixit and Nalebuff, the 
commitment problem occurs when two rational actors are unable to commit to a mutually beneficial 
outcome, which would provide payoffs of (1,1) if the recipient complied. Strategic moves, or actions 
designed to alter the beliefs and actions of others to generate more favourable outcomes, can 
overcome this problem. 

The sub-game perfect Nash equilibrium (SPNE) still depends on the credibility of the threat of 
sanctions, and whether this threat changes the welfare recipient’s expectations of the government’s 
future responses to noncompliance. Dixit and Nalebuff state that after other actors have chosen to 
defect rather than cooperate, it is more favourable for the actor who made the strategic move to go 
back on his word and choose the alternative action that gives him a better payoff. From Figure 2, it is 
evident that if the recipient chooses to not comply the government receives a better payoff by not 
sanctioning him.   

The costs and challenges associated with sanctioning noncompliant individuals in the US welfare-to-
work programs support these payoffs. First, states indicate high costs involved with monitoring 
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individuals for noncompliance. States need to establish systems to track recipients’ work participation 
to determine when benefits should be terminated for noncompliance. Second, states face challenges in 
notifying individuals of their noncompliance (Lens, 2004).  

Furthermore, all individuals who are sanctioned have the opportunity to appeal the sanction by citing 
evidence of “good cause.” While some state laws explicitly define good cause standards, the laws 
indicate that good cause is by no means limited to the examples given. The laws also make it clear 
that failure to comply must be “wilful” which is a criterion separate from having good cause. The 
government must verify whether the violation in question was wilful before terminating the benefits, 
which adds additional work (Lens, 2004). As these examples indicate, the room for manoeuvre and 
wide interpretation in state law requires analysis and discretion on the part of government, 
emphasizing need for high-skilled workers.  

In addition, the benefit to the government for sanctioning is limited. While the monetary gain may 
provide a degree of utility, this gain from sanctioning an individual recipient is relatively small 
compared to the total sum spent on welfare benefits. An average family with four members is 
expected to receive up to $500/month in TANF benefits, and a single person household up to 
$200/month (Welfare Information, 2013). The collective spending on TANF benefits was over $15.4 
billion in 2009 (Center on Budget and Policy Priorities, 2013). Because we are modelling the game 
between the government and a single recipient, payoffs are estimated based on costs and benefits of 
sanctioning a single recipient rather than collective set. Accounting for both costs and benefits, the 
payoffs to the government are lower when it sanctions, (-2,-2) than when it doesn’t, (2, -1). 

Although the welfare recipient does not know the government’s specific payoffs, he is able to surmise 
that welfare officers must take on costs to monitor and penalize him, and may, thus, assume correctly 
that costs outweigh benefits. In the absence of effective commitment devices, the threat of sanctions is 
non-credible. It results in a SPNE with payoffs of (2, -1) in Figure 3, which still isn’t the 
government’s preferred outcome.  

Figure 3 

 

Alternatively, if the government employed effective commitment devices to make the threat of 
sanctions credible, the SPNE would be the mutually beneficial outcome as indicated in Figure 4 or 
Figure 5.  

The distinction between Figures 4 and 5 reflects the different methods by which commitment devices 
work. In Figure 4, the commitment device does not change the payoffs of the game for the 
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government; rather it cuts off the option of not sanctioning the welfare recipient. In Figure 5, the 
commitment device changes the payoffs for the government such that it is in the interest of the 
government to sanction the noncompliant recipient.  

Figure 4 

 

Figure 5 

 

This paper will now look at these two methods in more detail and identify key commitment devices 
used by the government to change its payoffs in the game from one in Figure 3 to either Figure 4 or 5.  

COMMITMENT IN THE US WELFARE-TO-WORK 

This paper determines that the government employs two key commitment devices: the method of auto 
posting and the use of sanctioning rate as a reputation mechanism. 

A key commitment device used by certain programs, including New York City’s welfare system, is 
the administrative method of auto posting. Auto posting is an automatic sanctioning mechanism in 
which computer systems are programmed to record sanctions automatically if clients do not attend a 
work activity (Lens, 2004). Auto posting removes the government’s ability to decide whether or not to 
sanction individuals, thereby removing the evaluative component of the procedure. Dixit and Nalebuff 
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argue that leaving the outcome beyond the actor’s control is one effective commitment device. By 
computerizing the sanctioning process, the government leaves the outcome beyond its control 
especially because the Human Resources Administration (HRA) cannot filter computer-generated 
sanctions from worker-generated ones (City Limits, 2011). This commits the government to its threat 
to sanction.   

Just as in any automated decision-making process, including the brinkmanship strategy, in the event 
of an accident or mistake the results are out of the government’s control. For example, if by mistake a 
recipient’s attendance is not marked for a particular event, he will automatically be sanctioned. 
Several advocates claim that removing the evaluative component from the sanctioning procedure is 
reckless, especially because the law specifically requires evaluation to determine whether a violation 
was wilful or not (Welber, 2008). However, when implemented appropriately it still changes 
government payoffs from Figure 3 to 4.  

Second, and more widely utilized, is reputation as commitment device. Reputation is an effective 
commitment device particularly when several games are played with different rivals at the same time 
or the same rivals at different times. In these scenarios, players have the incentive to establish a 
reputation and make its future strategic moves credible (Dixit and Nalebuff, 1991). Reputation is 
reflected here in the sanctioning rate of a program as a ratio of the number of sanctioned individuals 
over the total number of non-exempt recipients in the program. If the government improves its 
sanctioning rate, and this rate is appropriately publicized to program participants at their orientations 
or other mandatory events, sanctioning individuals can provide the government with improved 
payoffs. By sanctioning one individual, the government knows that future recipients are more likely to 
comply and therefore, its present payoff is higher. It changes the game from Figure 3 to Figure 5. 

RESEARCH DESIGN 

 

To assess whether commitment devices are as critical to the success of a sanctions policy as the theory 
suggests, this paper proposes that the impact of auto posting and sanctioning rate on program 
participation rate (a metric for the success of a sanctions policy) be estimated using instrumental 
variables (IV) regression.  Use of robust instruments will eliminate the simultaneity problem faced by 
most impact studies on sanctions. For example, a low participation rate may impact the government’s 
decision to use auto posting or increase its sanctioning rate. In the interest of succinctness, this paper 
provides the methodological process to estimate the impact of auto posting; a similar strategy can be 
adopted for sanctioning rate. 

This paper recommends that the TANF block grant amount per state be used as the instrument to 
estimate the impact of auto posting. The block grant amount is measured in millions of dollars. Auto 
posting is a dummy variable with 0 = ‘Program without auto posting’ and 1 = ‘Program with auto 
posting’. The block grant amount is expected to be correlated with whether or not a program uses auto 
posting. This is because, on an average, between seven and nine per cent of the block grant is used for 
administration and systems needs (Schott, 2012). Yet the block grant amount is expected to be 
uncorrelated with participation directly or through means other than auto posting because TANF 
grants are based on state population size and not state participation rates.  
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Several variables impacting participation need to be included in the regression. These include both 
recipient variables (gender, race, ethnicity, family size, income, age, education) and government 
variables (program guidelines reflecting structure and stringency of sanctions, size of program, 
number of employees, program capacity).  

Program implementation is a key variable in this study. For either of these commitment devices to 
work effectively, certain information needs to be provided to welfare recipients. In the first case, the 
recipient needs to be aware that the sanctioning mechanism is automatic. In the second case, the 
recipient needs to be aware of the sanctioning rate. The government’s payoffs are only altered if the 
recipient is aware of the government’s commitment device and uses this information to alter his 
expectations. This type of information is normally provided by the government at mandatory program 
orientations, however, it is clear that some programs are more effective at informing their participants 
than others (Lens, 2004). Therefore implementation variables should be included in the regression as 
controls. 

CONCLUSION 

 

This paper argues, based on the application of Dixit and Nalebuff’s theory of strategic moves to the 
government-welfare recipient relationship, that the presence of effective commitment devices cannot 
be underestimated for the success of sanctions policies. It identifies two key commitment devices used 
by the US government: auto posting and sanctioning rate, and explicates how, according to theory, 
these commitment devices change the game between government and welfare recipient. Finally, it 
provides the research methodology to assess whether theory can be supported empirically by 
estimating the impacts of auto posting and sanctioning rate on program participation rates.  

 

By addressing the void in literature on sources of sanctions policies’ success, this paper allows 
policymakers to assess whether rational choice theory is accurate in predicting that sanctions are more 
successful in achieving higher program participation rates due to effective commitment devices using 
empirical analysis. This is particularly important as governments increasingly consider tightening 
regulations on welfare benefits or cutting benefits altogether. Identifying whether commitment 
devices are a key factor in sanctions policy may allow policymakers to better understand the 
mechanism by which sanctions policy impacts program participants’ behaviour.  
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