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Abstract: Stigma, the imposition of specific punishments for violating norms, has been said
to explain the reluctance of eligible people to claim their welfare benefits. However,
previous research has only shown that welfare has some unobserved cost; it has not shown
that this cost is stigma, nor that anyone would find it optimal to impose stigma if expected to
do so. This paper explores several equilibrium mechanisms that create unobserved costs of
welfare receipt, including two that generate stigma. It proves that stigma can emerge in
equilibrium as a result of cooperation and coordination failures. Aggregated across time and
over thousands of interactions, even slight failures can impose considerable costs on
’undeserving’ recipients. The paper also explores the interaction between stigma and public
policy. Increases in welfare benefits erode the power of work norms, in the sense that fewer
people pay attention to them. Many U.S. states have adopted the strategy of reducing
poverty by building and sustaining work norms. The paper shows this to be an effective but
costly approach.
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I. Does Welfare Ruin the Poor?

In the 19th century, many held the view that poverty was a mark of bad character.
’Indiscriminate’ charity and the giving of alms to the *undeserving’ poor was thought to be
socially dangerous, because it rewarded immorality and hence encouraged more poverty.
Without a morals test, public aid would degrade the character of the poor and create a sea of
decadent vagrants (Himmelfarb, 1991).

Such was the theory, which still has proponents and opponents today. The goal of
this paper is to see whether the theory makes sense given what we now know about social
interaction among rational, self-interested individuals. Can we explain the existence of a
social notion of the 'undeserving welfare recipient’ as equilibrium behavior, and if we can, is
it true that being more generous increases the number of such recipients?'

The literature on welfare stigma seems the natural place to look for equilibrium
notions of deserved and undeserved welfare receipt. Section II will argue, however, that the
literature has yet to produce convincing evidence that stigma exists. Part of the problem is
definitional. Here, I will define stigma is any cost of claiming welfare that is a) generated
by the specific actions of some person in society, and b) occurs if and only if the welfare
claimant is violating a social norm of self-sufficiency by not working when she or he ’ought’
to. In the existing literature, however, ’stigma’ is used to refer to anything that makes a
dollar of public assistance worth less than a dollar of other income. Moffitt (1983) shows
that some such cost exists empirically, but he does not show that the cost is related to stigma
as defined here. Besley and Coate (1992) provide theories that assign the cost to two things:

employer signals about the welfare recipient’s ability, and taxpayers’ resentment at having to



pay taxes to support the recipients. Neither of these causes involve social norms; neither
invokes any notion of who ’ought’ to receive benefits; neither uses terms like ’deserving’ and
"undeserving.” Thus while these two leading papers in the welfare stigma literature make
sound and convincing arguments about the costs of welfare receipt in general, they have
nothing specifically to say about welfare stigma as defined here. They do not tell us why (or
whether) society forms moral notions about the deserving and undeserving poor, nor why
anyone would act on those notions in a way that produces real material consequences for
others.

Any such activity is surely important from a practical standpoint. The Victorians
were concerned lest social assistance policies erode the basic willingness to supply labor. In
our day, welfare reforms by US states have focused again on behavioral norms, as recipients
have been required to attend school, avoid out-of-wedlock childbirth, and avoid drug use or
other petty crimes. From an academic standpoint, there has been a surge in interest in
cultural phenomena (Lindbeck, 1994), values (Aaron, Taylor and Mann, 1993), and social
capital (Putnam, 1995). It is an appropriate time to re-examine the relationship between
public policies and social norms in general, and welfare stigma in particular.

This paper focuses on two specific questions regarding welfare stigma: existence and
interaction with public policy. The first aspect is the more challenging of the two. Stigma,
if it exists as defined here, is an action by one person to impose a cost on another. That
action happens because and only because the stigmatized person has violated a work norm.

It is a puzzle worth looking into why anyone would find it in their self-interest to perform

such an action. Why would anyone want to lower the utility of a poor person merely



because that person seems to be 'undeserving?’ Yet the paper provides two good reasons,
both based on the simple idea that imposing stigma can make sense when individual behavior
is affected by expectations about the behavior of others. Consider the repeated prisoner’s
dilemma. Two people, A and B, will be better off if they cooperate than if they do not. A’s
decision to cooperate depends on whether she expects B to cooperate. If there is some
common-knowledge event that leads A not to expect cooperation, then A will not cooperate.
Furthermore, B can work through A’s logic and will therefore not expect A to cooperate.
This in turn induces B not to cooperate, which confirms A’s expectation. The basic insight
of the paper is to treat welfare receipt, if in violation of a work norm, as a common
knowledge event that induces failures in cooperation and coordination between the
unfortunate recipient and those whom she encounters. These failures lower her utility and
thus generate a cost of applying for welfare. In this story, stigma is not the result of an
angry outburst, nor is it the result of internalized shame. It is a stream of thousands of
awkward moments that alienate the *unworthy’ recipient.

To make this mechanism convincing as an explanation of stigma, it must be
distinguished from other equilibrium mechanisms (such as those produced by Besley and
Coate, 1992) that generate a cost of welfare claims. The paper does this in sections III, IV,
and V. Section III sets up a basic model of welfare receipt that owes much to Besley and
Coate’s (1992) model. Section IV presents Moffitt’s (1983) theory in the context of the
Section III model. Section V does the same for one of the Besley and Coate (1992) models.
The purpose of these sections IV and V is twofold: to allow comparison bf existing theories

to the new theories about to be presented, and to improve the existing theories by giving



their non-stigma explanations of welfare claim costs a better foundation as social equilibria.
As it stands now, these foundations are weak. Neither Moffitt (1983) nor Besley and Coate
(1992) show that the imposition of the non-stigma costs they analyzeb is incentive compatible
for the actors presumed to impose them. Sections IV and V do this.

Section VI then discusses the general problem of making the imposition of stigma-
related costs incentive-compatible. Section VII achieves this through a repeated prisoner’s
dilemma, while Section VIII uses a single-shot coordination game instead. Section IX
presents a comparative static analysis of the stigma models. Section X provides general
conclusions.

The main result of the paper is to demonstrate that stigma, defined as a cost of
welfare claims experienced if and only if the claimant violﬁtes a work norm, can exist in
equilibrium. It need not exist, however. When stigma exists, it functions in surprising
ways. Welfare generosity does seem to ’ruin the poor’ as the Victorians feared, because
increases in welfare benefits cause more people to ignore work norms. Increasing the
generosity of welfare has a positive feedback effect on the caseload: the increase in
participation tends to encourage further participation. Making work norms more stringent
does not, however, encourage more people to pay attention to them. It does not reduce the
population of people who break the norms; on the contrary, harsher work requirements

command less respect and increase the size of the defecting population.

II. The surprising absence of stigma as equilibrium behavior or empirical fact.

The stylized fact behind this paper is the finding that take-up rates for public
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assistance are usually below 100 percent. Food Stamp take-up is between 50 and 60 percent
(Ranney and Kushman, 1987); full participation would increase expenditures by 60 percent
(Blank and Ruggles, 1993). AFDC take-up has risen and fallen over the last thirty years,
with a low of 45 percent in 1967 and a high of 97 percent in 1979 (Moffitt, 1987). Most
studies of AFDC participation find unexplained time effects, as though the underlying
propensity to claim welfare fluctuates significantly across time (e.g. Clarke and Strauss,
1994; Hoynes and MaCurdy, 1994).

The unobserved forces that make take-up rates less than 100 percent are often referred
to in general as ’stigma.” Moffitt (1983) follows Weisbrod (1970) in this, modeling stigma
as anything that makes a dollar of welfare income worth less in utility terms than a dollar
from other sources (see also Fraker and Moffitt, 1988). He does find that some such force,
which I will call the *welfare claim cost,” exists as an empirical matter, but of course that
does not mean that stigma exists in the way it is defined here.’

What could the welfare claim cost be? It could be stigma in the sense we are using it
here. Alternatively, Moffitt suggests that the hassles one faces in making a welfare claim
generate a significant time and comfort cost. Besley and Coate (1992) trace the welfare
claim cost to two forces: an employer’s reluctance to hire welfare recipients, and a
taxpayer’s resentment of the tax costs those recipients generate. Neither Moffitt’s nor Besley
and Coate’s explanations involve norm violations, however. They do not really explore the
stigma as a socially-constructed moral idea. Rather, all three explain how the welfare claim
cost can emerge for reasons that have nothing to do with the notions of ’the deserving poor.’

Moreover, though the non-stigma explanations for the welfare claim cost are



interesting and intuitive, they are not compelling explanations as currently presented. In
simplest terms, these theories fail to consider the incentive compatibility of their welfare
claim costs. In this they share a flaw evident in almost all of the new applied literature on
social effects, i.e. peer pressure (Kandel and Lazear, 1992), custom (Akerlof, 1980),
conformity (Jones, 1984), tax evasion (Cowell, 1990; Gordon, 1989), and so on. In all of
this work, social effects matter because they are assumed to influence individual utility.
Thus, Moffitt (1983) has the welfare claim cost as a set of parameters that directly lower
utility as the welfare claim increases. Or, Besley and Coate’s (1992) taxpayer resentment
model has the recipient’s utility simply falling as the total cost of the welfare system rises.
No one explains where the utility effects come from. Who is imposing the cost? How are
they doing it, and why do they find it worthwhile to do so?

Thus in exploring welfare stigma, it is first necessary to provide some equilibrium
justification for both the Moffitt (1983) and the Besley and Coate (1992) models.
Fortunately, a growing theoretical literature in incentive-compatible social effects provides
just the right resources for this. In general, individual agents can find it rational to enforce
norms, impose peer pressure, indulge in fads and fashions, and conform to custom (see
Bikhchandani, Hirshleifer, and Welch (1992) for an information-based fad model and a
survey; in this light see also Kandori, 1992; and Matsuyama, 1992; on the role of leadership
and communication, see Calvert, 1992; Calvert and Banks, 1993; Farrell, 1987 and 1993;
Farrell and Gibbons, 1989; Crawford and Haller, 1990; and DeMarzo, 1992; for more
general ideas see Hardin, 1990; Schotter, 1981; Kreps, 1990; Binmore, 1994, p. 139ff;

Coleman, 1990; and Johnson, 1993). This theoretical literature has only rarely been applied



to particular real-world problems, e.g. Greif (1992).

In sum, the literature on social effects has not provided convincing theoretical
arguments or convincing empirical evidence that welfare stigma exists. Thus we cannot yet
explore important practical questions, such as whether the generosity of the welfare system

has some influence on welfare stigma.

III. A Basic Model of Welfare Receipt

We can explore the influence of social forces in the context of welfare stigma through
a simple model of welfare receipt. A good deal of the model’s structure comes from Besley
and Coate (1992).

In a population of N individuals, each person is endowed with a unit of labor which
can be supplied to the market at the wage rate w; for individual i. Work imposes a disutility
of A,. Both w and A are distributed uniformly, wages on [w,, w,] and labor disutility on [A,,
A.]. Individuals have two choices: whether or not to offer their labor, and whether or not to
apply for welfare. The variable ¢ (omitting the i subscript) equals one if the individual
claims, and zero otherwise. The authorities, on the other hand, decide whether to grant the
claim (d = 1) or not (d=0). I assume that the welfare bureaucracy functions under simple
income eligibility rules and cannot observe wages or labor supplyv. Therefore, claims are
granted to any applicant whose income w*1 is less than the exogenous legal poverty line p.
The grant, g, is assumed to take a simple form, replacing all income below the poverty line:
g = p - wl. Total incomeisy = cdp + (1-cd)wl. Income provides utility according to a

continuous, twice-differentiable function u(y) with v’ >0, v”’ <0, and u(0) = -«. Total




utility is u(y) - Al

With these assumptions, individual choices boil down to either working and receiving
income w, or not working and receiving a grant g = p. To see this, consider the case of w
< p. Any claim will be accepted by the authorities, so thatd = 1 if ¢ = 1. In the case of
a claim, however, the individual receives the income p whether or not she works. Given any
labor disutility, she will choose not to work. On the other hand, should she choose not to
claim benefits (¢ = 0) she will receive infinitely negative utility if she also refrains from
working. Thus, for this individual, the choice is to work or to claim. Similar reasoning
shows that individuals with w > p also choose between working and claiming welfare.

This model allows us to see clearly the puzzle addressed by the welfare stigma
literature. Those with wages above the poverty line will choose to work if u(w) - A > u(p).
Some will do so, but others will not, responding instead to the work disincentive provided by
the grant structure. Those who do not work receive welfare because the government
observes only income, not wages or labor supply. The situation is less complex among those
entitled to welfare, with wages below the poverty line. If w < p, then u(w) - A exceeds
u(p) for any positive A. The model therefore predicts that all eligible people claim the public
assistance to which they are entitled. In empirical fact, of course, they do not.

The next four models give reasons why. They share the same strategy of finding
some factor X, the welfare claim cost, that causes a decrease in utility when welfare is

claimed, so that utility becomes u(y) - Al - Xc.



IV. The Hassle/GUF Model

One approach is to treat X as an exogenous and constant parameter of the model.

This is Moffitt’s (1983) interpretation; X is guilt, an internalized unpleasant emotion
‘associated with doing something the recipient thinks is wrong. Of course, one can explain
many things with a guilt-in-the-utility function (GUF) model, from tax compliance (Gordon,
1989) to work effort (Akerlof, 1980). Alternatively, X may instead be thought of as an
unobserved material cost of making a welfare claim. Applying for welfare is known to be
unpleasant and time-consuming, and this probably has an effect on the frequency of claims
(Kane and Bane, 1994; Strauss, 1977; Corbett, 1994; Rank, 1994).

To put these ideas in an equilibrium framework, suppose utility is u(y) - Al - Xc, y
defined as above, so that individuals with w < p will work if u(w) - A > u(p) - X. By
continuity of u(.), there exists for every wage w a critical value A.o_ = u(w) . u(p) + X, such
that all individuals with wage w will claim welfare if their labor disutility exceeds A,. Figure
1 illustrates the function Aq(w), which will play an important general role in providing
intuition for the results of all the models in the paper. The dotted box in the figure
represents the population, which is distributed uniformly and independently by wage and by
labor disutility. The two curves in the figure show the critical labor disutility required to
induce a welfare claim (and non-work), when there is no cost to obtaining welfare, and when
this cost is X. When the cost is zero, all those with wages below the legal eligibility line p
claim welfare (regions A and D). Moreover, some of those with higher wages cheat and
claim welfare anyway (regions B and E). Again, these claims cannot be denied because it is

assumed that the government observes only income, not wages or labor supply. When the
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welfare claim cost is X, cheating is reduced from B+E to just B, but the take-up among
eligibles falls from A+D to just A. Individuals in D are eligible for benefits but work

anyway. The welfare caseload, C, is the area AB:

C = [, - Awydw )

where w’ will depend on the position of the A, curve; if A(w,) < A,, W’ = w,, otherwise W’
solves A, = u(w’) - u(p) + X. Note that, all else constant, increases in the welfare claim
cost will shift the A, curve upward, reducing the caseload. Similarly, an increase in the
generosity of welfare will shift A, downward, increasing the caseload. Lastly, note that there
is no reason to expect that the A, curve will fall anywhere in the dotted box. If the curve
falls entirely above the box, no one claims welfare. If it falls entirely below it, everyone
claims welfare.’

This simple model of internalized or simplistic costs of welfare claims is sufficient to
explain the fact that take-up rates are often below 100 percent. Such behavior can be
incentive compatible for all involved, even in the complete absence of any kind of stigma as
defined here. Thus, the mere fact that take-up rates are low does not indicate that welfare
stigma exists.

Before we examine more sophisticated models, it is useful to note that the
assumptions of the GUF/Hassle model can be built into all of them. Because the GUF
parameter X is fixed, it can be included as part of the labor disutility parameter. Hence in
what follows, A represents the net disutility of work. It is equal to the basic disutility of

work, minus the disutility of welfare receipt. -
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V. Welfare Receipt as an Ability Signal

Besley and Coate (1992) propose that the welfare claim cost is the result of a more
complicated social process involving the information content of the status ’former welfare
recipient.” In the most general terms, suppose that economic agents are more inclined to
engage in mutually-beneficial transactions with individuals who are endowed with high levels
of some ability. If welfare receipt is informative in equilibrium, that is, if people can
conclude that ability is systematically lower in the welfare population than the population in
general, then the choice of work vs. welfare receipt will involve a material cost related to the
lower returns that low-ability individuals can expect to receive. The Besley and Coate model
applies this logic to the relationship between welfare recipiency and potential future
employment.

This is an intuitive explanation for low take-up, but, as argued above, the model as
presented in Besley and Coate (1992) relies heavily on utility assumptions to achieve its
results. In particular, they do not show that an equilibrium exists in which employers would
find it in their self-interest to respond to the signal of welfare receipt. This section provides
an existence proof. For all the results that follow, the solution concept is Bayesian
equilibrium.

Employers are assumed to be uncertain about the labor disutility, and hence the
productivity, of the prospective employees. A free market in labor forces all employers to
offer each worker a wage equal to the expected value of the worker’s marginal product.
Further, the value of marginal product of a worker is Q, - kA,, where Q and k are

parameters. The Q, are distributed uniformly and independently of A on [Q, Q.], and let Q
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> kA, so that all workers produce positive output value. Employers observe Q at the
individual level, but they only observe labor disutility in the aggregate. Thus they offer the
wage w; = Q, - kE(A), where E(.) is an expectation operator over the aggregate observed by
the employer. An employer who observes Q and some worker characteristic Z will pay
wages w, = Q, - kKE(A|Q,, Z).

Let there be two period's., In period one everyone has the option of working or
claiming welfare, while in period two everyone works. Let X, Xiw, and A, be the mean labor
disutility in the whole population, among period-1 workers (as expected by worker 1), and
among period-1 non-workers (as expected by worker i), respectively. In period 1, w; = Q; -
k_):, all i. Let v, be the expected period-two wage; v, = Q, - kxiw for those who worked in
period 1, and v, = Q, - in,, for those who did not. Two-period utility is [u(y) - Al] +
[u(v) - A], and an individual will work in period 1 if u(wy) - 4; + u(v,) - A; exceeds u(p) +
u(v,) - A. Thus even if there is a net utility advantage from welfare receipt in the first
period (u(p) - [u(w) - A] > 0), the second-period wage cost of welfare receipt (u(v.) - u(v,))
may be positive and large enough to dissuade a welfare claim. The wage differential is thus

the welfare claim cost.
Theorem 1: Under these assumptions, there exists an equilibrium in a) welfare receipt is a
credible signal of low productivity, and b) some people who are eligible for welfare choose

not to claim it.

Proof. To simplify the proof initially, assume all individuals have the same base
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productivity Q. Under the information conditions given, there will be a A, such that the
individual with this labor disutility would be indifferent between working and not working in

period 1:

Ay = uw) - u(p) + A )
where A is the second-period wage differential u(v,) - u(v)). Individuals with labor disutility
higher than A, will not work in period 1. Let A, = (A(A) - A)/2 and A, = (A, - A(A))/2 be
the average labor disutilities of workers and non-workers (assuming A, < A, < A see
below). Evidently Aw- Ay = (A - A,)/2, hence A > 0; employers will in general penalize
welfare recipiency by making lower wage offers. With v, = Q - kA, and v, = Q- kxn, the

second-period wage penalty becomes

A =uQ - ki, (A) - w(Q - kA, (A)) 3

Existence of equilibrium thus involves the question of whether there are fixed points in (3).
Reviewing the formulas for A,, A,, and A,, we can see that the utility function arguments in

(3) are linear functions of A, and we can write

A = u(A + BA) - u(C + DA) @
where A, B, C, and D are parameters with B < 0 and D > 0. From the properties of u(.),
A’(A) < O0and A”’(A) > 0; if A(0) > 0, there will be a unique fixed point. A = 0 implies
the absence of any wage penalty from welfare receipt. Under such a circumstance everyone
ignores the second-period effect, so that those with labor disutilities below u(w) - u(p) will

choose to work. The average labor disutility in this group will remain below that of the
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welfare recipients, a fact that generates second-period wages such that v, > v,. This then
implies u(v,) > u(v,), which means u(A) - u(C) > 0. A(0) therefore exceeds 0; a unique
fixed point exists.

This fixed point will provide an employer-employee equilibrium that makes welfare a
credible signal whenever A, < A, < A, In that case, the population sharing the productivity
value Q will si)lit between welfare and work, and the split will imply that the labor disutility
of welfare recipients exceeds that of workers. As Q rises, however, the incentive to first-
period work rises, and we cannot rule out the possibility that at some Q’ < Q,, thé entire
population of Q’ individuals chooses to work. Here, welfare receipt cannot provide
information about labor disutlity because, obviously, there are no welfare recipients.
Similarly, as Q falls, the incentive for first-period work falls, and we cannot rule out the
possibility that for some Q' > Q,, the entire population of Q" individuals chooses to claim
welfare. Again, welfare provides no information. We thus have three equilibria, in one of
which (when base productivity falls between Q’ and Q’’) welfare receipt provides
information about the productivity of workers. In that equilibrium, welfare take-up will be
less than 100 percent. =

Given that there exists some base productivity Q, with Q”” < Q, < Q’, employer
discrimination will exist as an equilibrium response to the signal provided by welfare
recipiency. In such an equilibrium, some workers whose wages make them eligible for
welfare choose instead to work, so as to avoid the penalty of lower second-period wages.
This makes take-up rates less than 100 percent. Employer discrimination can have this effect

whether or not the employers or employees care anything about the *deservedness’ of welfare
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claims. Thus, contrary to Besley and Coate’s (1992) claim, the fact that employer

discrimination can make take-up rates low is no evidence of stigma, as defined here.

VI. Can Stigma Exist?

Now that we are aware of at least three sensible reasons why welfare dollars generate
less utility than other dollars, stigma becomes an interesting puzzle. Stigma is a cost of
welfare that is not related to individual guilt, hassles, or employer’s use of information. As
defined here, stigma happens only as a reaction to the violation of a social norm regarding
who ought, and who ought not, to claim welfare. Though there are many ways of
expressing this norm, the most natural way is to express it as a market wage. Thus, anyone
whose market wage is very low (such as the disabled or the elderly), or whose wage is
average but associated with high work-related expenses (such as single mothers with many
young children), ought legitimately to claim welfare. Those with high wages ought not to
claim welfare but rather work instead. As a reaction to norm violation, then, stigma can
only happen when the welfare recipient A interacts with another person B under conditions of
common knowledge regarding A’s wage and A’s status as a welfare recipient.

A. The puzzle of stigma. Let us imagine two people interacting under this common-
knowledge condition. B observes that A’s wage is higher than the normative wage, so B
concludes that A is violating the social understanding of who ought to be working. The
puzzle of stigma is, why would B act any differently toward A merely as a result of this
conclusion? If we rule.out as motivations sadism or any other personal satisfaction from

hurting those who violate society’s norms,* B should not ordinarily care whether A is
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working or not. If A is the customer and B is the grocer, it would make no sense for B to
refuse to sell A an apple merely because A has violated a work norm.

The answer to the puzzle lies in the nature of the interaction. Simple market
exchanges, for example, should never result in punishment for norm violations. This is
because the piece of information that norm violation represents has no influence on the two
parties’ expectations about behavior. Whether or not there is a known norm violation, the
grocer believes that the welfare recipient desires the apple at the given price, and the
recipient believes that the grocer is willing to sacrifice the apple at that price. Norm
violation by either party has no influence on these expectations and valuations, and hence it
will not change prices, actions, or utilities.

B. A prisoner’s dilemma justification. Norm violation can alter expectations in two
more complex types of interactions, however. In prisoner’s dilemma (PD) games, incentives
to cooperate depend on expectations of future cooperation. Anything that changes these
expectations can eliminate cooperation, lowering the payoffs to both parties. A norm
violation, though completely unrelated to the interaction, can have this effect.

Suppose A and B are neighbors who interact by loaning house and garden tools to one
another. The single-shot game involves A and B standing at their fence, A holding a hedge
trimmer, B holding power saw, and both considering whether to loan the respective tool to
the other. Taking A’s perspective for a moment, there is always a risk that B will not return
the tool, ‘and in the single-shot game this risk is not affected by Whether or not B loans his
tool to A. For A, then, the strategy *Loan tool’ is strictly dominated by "Do not loan tool.’

The same holds for B. The only equilibrium involves no loans, and both parties are worse
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off than if they had made the loans. In general, all neighborhood capital pool arrangements
have this prisoner’s dilemma character.

Now suppose that the game repeats indefinitely and A and B find themselves in a
dynamic cooperative equilibrium. Suppose A and B are playing grim trigger strategies (loan
tools until some breakdown condition occurs, e.g. the other fails to return a tool; then never
loan another tool forever). Consider the following trigger condition: "The agreement breaks
down if either party violates a work norm." If this trigger strategy is in equilibrium
(something that has to be shown), then B will find it incentive-compatible to punish A for
violating a work norm. If A violates the norm, A will expect B to pull the grim trigger and
refuse to loans tools forevermore. With this expectation, A’s utility-maximizing response is
also to refuse to loan tools forevermore. B, fully understanding A’s reasoning, now expects
A not to loan tools anymore. And with this expectation, B’s utility-maximizing response is
to refuse loans. Both A and B fall into the no-cooperation equilibrium, which involves lower
payoffs for both. Norm violation by can thus cause B to change his behavior in such a way
that A’s utility falls. Therefore, B can find it sensible to impose a stigma cost on a socially
improper welfare claim.

C. A coordination justification. A second mechanism of rational stigma is the single-
shot coordination (CD) game, in which two players have the incentive to match one another’s
actions but do not know what those actions will be. Schelling (1960) gives the example of
two people in separate rooms who will be allowed to take home a share of $1 million if they
can independently write down the same division of spoils between them. Suppose neighbors

A and B both want to drive to Flint, and have complete control over when they leave. If A
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and B choose to leave at the same time, they can share the travel expenses and save
themselves hundreds of dollars. In general, all scheduling and bargaining interactions can be
analyzed as coordination problems like this one.

Schelling points out that there are many equilibria to this game; the two neighbors are
equally happy leaving at any hour of the day, so long as both leave at the same time. The
difficulty is in communicating to one another the time at which each should be ready to go.
The start time must be common knowledge, and any common-knowledge start time is self-
confirming as an equilibrium. Suppose both parties are aware that normally, in their culture,
people begin a travel day at 9 AM. Then both will expect the other at 9 AM, and this
expectation will be correct. The time "9 AM" is a focal point, outside the game, that
induces a particular choice of coordination equilibrium.

A norm violation by one of the parties, that itself has nothing to do with the game,
can induce a breakdown in the coordination equilibrium. Suppose A and B understand their
strategies as being contingent on whether the other player has violated a work norm. That
is, given the focal point at 9 AM, B’s strategy is to prepares for travel at that time so long as
he knows that his fellow-traveler has not violated a work norm. Now suppose that A has
violated the work norm, and that the violation is common knowledge. If B’s strategy is in
equilibrium (something that has to be shown), A does not expect B to be ready for travel at 9
AM. A, having no idea when B will travel, but still hoping to travel with him, chooses
some other time to leave. Fully understanding A’s reasoning, and still hoping to travel with
him, B now knows that A is going to choose some random time other than 9 AM. Therefore

B certainly will not choose to leave at 9 AM. Moreover, B will also have to choose a
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random time other than 9 AM, as no one time is any more likely than another given what A
is doing. With both parties choosing random times, in all likelihood they will not meet for
travel, and therefore the norm violation induces behavior by B that lowers utility for A. B
voluntarily imposes stigma on A.

In both these stories, stigma has a very specific flavor. It does not involve personal
shame; no one wags a finger at the undeserving welfare recipient; no on scolds them in
public. There are no incidents whereby one party chooses to execute punishment. Rather,
stigma comes from a long series of awkward moments. Meetings are missed; bargaining
takes a bit more time; neighbors hesitate to talk; and shop-owners are reluctant to give
credit. Aggregated over enough people and time periods, these moments can have a serious
impact on the cost of claiming welfare. Stigma becomes a choking cloud of alienation.
Understood this way, this paper’s theory of stigma comes closer to the casual empirical facts
about stigma (e.g. Goffman, 1963) than any other.

D. Common knowledge. All of the above assumes that A’s status as a welfare
recipient, as well as A’s wage, are known to B. Indeed this information is common
knowledge between them. The information conditions have the following influence on our
reasoning: both the prisoner’s dilemma and the coordination explanations for welfare stigma
have greater power as the number of people who are aware of a norm violation rises.‘ If
norm violations cannot be detected, there can be no stigma as defined here. Stigma can only
occur when both parties to a transaction become aware, somehow, that one of them has
claimed welfare but has a high wage. Casual observation suggests, however, that such

awareness can emerge in countless circumstances. In the prisoner’s dilemma approach,
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single-shot games are repeated indefinitely and this gives ample opportunity for the players to
learn about one another. Similarly, one can imagine in coordination games that norm
violations are revealed at random. Perhaps a Food Stamp coupon slips out of an expensive
purse. In either case, one can easily imagine circumstances in which norm violations
become common knowledge. I have chosen not to model the processes by which learning
occurs, however. In the models that follow, it should be understood that the population of
individuals who share common knowledge about one another’s wages and welfare receipt
status can in principle be a very small one.’

E. The norm. Furthermore, I do not consider the emergence or the existence of the
norm itself. The norm is assumed to be exist at the level ®. Anyone whose wage is above
this level, yet who claims welfare instead of working, will be considered a defector from the
norm. How such a norm gets established or changed is a coordination problem of a higher
sort (Kreps, 1990).

The following sections prove that the prisoner’s dilemma and coordination
explanations of stigma are coherent.

VII. A Prisoner’s Dilemma Model of Welfare Stigma.
Let the population consist of N+1 individuals who jointly observe one another’s

wages and work choices. Suppose individual utility is as follows:

u = w@) - A+ Y )8Ry, ©)

j#i =1
where § is a rate of time preference (0 < § < 1), y is the utility weight placed on

prisoner’s dilemma payoffs, and Ry, is the expected payoff (in utils) in period t of an
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infinitely repeated game between individual i and some other individual j. Each stage of the

game has the following payoff structure:

Entries: (Row payoff, Column Player

Column payoff) Cooperate Defect

Row Cooperate B, B -1, 2B
| Player Defect 2B, -1 0,0

The payoffs are symmetric; the roles played by i and j have no effect on outcomes.

Individual decisions follow a specific sequence. First, nature sets the norm, @, which
becomes common knowledge. Second, everyone chooses whether or not to work. Third,
each pair of players repeats the above stage game indefinitely. (For simplicity, I will assume
that players in one repeated PD do not observe actions in any other; once the game reaches
the repeated PD stage, each pairing acts independently of the others.)

Let & be the set of stage-game pure strategies {C, D}. (I will ignore equilibria
iﬁvolving mixed strategies). Let ¥ = {0, 1} be the set of possible labor strategies. Let W
= [w,, p] be the set of possible values for ®. This assumes that no norm of welfare receipt
can require that no one should apply for welfare, and that the norm of welfare eligibility is
less than the legal eligibility line (otherwise there would be no stigma). Finally, at any stage
in a single repeated PD game, the history h' contains a) the norm, b) the labor choices of the
two players, and c) all of their previous plays in the stage game. The set of all possible

histories at time tis H' = W X P? X &P, A strategy for that individual game is, first, a
y g
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map from W into ¥, and second, a sequence of maps from H' into &.

There are many equilibria in the game, including one in which labor choices are
independent of both the announced norm and the subsequent repeated game, which in turn is
also independent of labor supply choices. That is, the existence of a common-knowledge
social norm is no guarantee of its enforcement; that norms are stated does not guarantee that
they have social impact.

There is an equilibrium in which they do have social impact, however. The strategies
in this equilibrium involve two kinds of status. Defectors are players with wages above

who claim welfare benefits. All others are called conformists.

Theorem 2: Under the assumptions behind the repeated prisoner’s dilemma game,
there exists an equilibrium with a unique number of defectors, in which defection is costly,

i.e. in which stigma exists.

Proof: The following strategies, if performed by all players, constitute an equilibrium:

1. a) If w, < @, choose |, = 0.

1. b) If w; > ®, choose I, = 1 if and only if A4, < u(w) - u(p) + (N - M)¥B’, where
M, is the expected number of defectors and B’ is the discounted present value of a stream of
payoffs B in the repeated PD.

2) If i and j are conformists, Player i plays {Tit for Tat} in the prisoner’s dilemma.
If either is a defector, Player i plays {Always Defect}. (The Tit for Tat strategy is to

Cooperate in period 1, and thereafter play whatever the opponent played in the preceding
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period.)

After being matched, two players observe their respective status as conformists and
defectors. {Tit for Tat} and {Always Defect} being best replies to themselves (for low
enough discount rates), matched conformists will optimize by following the former strategy,
and all other pairs will optimize by following the latter. The discounted repeated game
payoff for paired conformists is B’ = B/(1-6), for all other pairs, 0.

When choosing labor supply, players must consider the likely frequency of defection
in the prisoner’s dilemma. Suppose player i expects that M; members of the population of N
players choose to defect. The expected repeated-game payoff for a conformist is (N -
M)yB’.

Conformists include all low-wage individuals (i.e. w < ®), and high-wage individuals
who work. Low-wage people cannot be defectors, and therefore will receive conformist
payoffs in the repeated game whether or not they claim welfare. Work will be optimal for a

low-wage player i if

u(w) - A, + (N - M)yB’ > u(p) + (N - M,)yB’ (6)
Since w; < p (by @ < p), and A; > 0, the choice |, = 0 is indeed best. If w; > , failure
to work results in defector status, with the consequence that neither conformists nor defectors

will cooperate in the repeated game; payoffs there will be zero. Work will be best if

uw) - A, + N-M)YB’ > u(p) (7)
which implies the condition (b) above.

If we require rational expectations on the part of all players, then all should share the
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same expectation about the number of defectors, i.e. M; =M, all i, and in equilibrium the
actual number of defectors should equal the expectation. Thus it is necessary to show that
there exists an M that makes defection optimal for exactly M high-wage workers.

The argument for this can be motivated through Figure 2. The norm ® has been
placed low in the wage distribution; the poverty line (p > ) is slightly higher. The line A,
shows the work disutility required to induce welfare claims. The lower curve assumes no
repeated PD effect, while the upper shows the critical A for high-wage workers when
expected PD payoffs are (N - M)B’, i.e. 4, = {A;: A, = u(wy - u(p) + (N - M)yB’}. Given
this @ and this M, individuals in region AE will claim welfare. Those in F are eligible for
welfare but will not claim it; note that the take-up rate in the figure is realistic, about 70
percent. Those in B will claim welfare as eligibles, though they will be in violation of the
social norm. Those in D not only violate the social norm, they also break the law because
their wages exceed the legal poverty line. Individuals in region G avoid cheating the welfare
system only because of the existence of stigma. F'inally, those in region H work regardless
of stigma and legal eligibility. The model allows a rich variety of welfare receipt behavior.

The number of defectors M is given by the area of region BD, which is determined

by the position of A,; A, is in turn a function of M, with A,’(M) < 0. Its area is

/

ZM) = [ A, - [4x) - u(p) + (N-M)YB'] dx ®)

where w’ is as defined in Section IV above. Thus equilibrium requires a value of M such
that M = Z(M); the defection population must have a size that elicits defection by exactly

that many people.
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Under mild conditions on the integral Z(M), such an M exists and is unique. To see

this, note that

/

z/My = [B'dx = w'-w)YB’ ©)

by Leibniz’s rule. Because W’ > @, Z' > 0. Further, Z** is approximately zero, though
not identically zero because the limit of integration w’ depends on M. Assume for the
moment that Z is linear. Then if it can be shown that Z(M) intersects the 45-degree line
somewhere on the domain of M, it will be true that the intersection point is a unique
solution. See Figure 3, which illustrates the requirements. K is the maximum number of
defectors. If Z(K) < K but Z(0) > 0, there will be exactly one point M" such that Z(M") =
M.

Z(0) will exceed 0 if at least one person would find it optimal to defect when no one
else is defecting. When no one defects, M = 0 and A, = {A;: 4, = u(w) - u(p) + NyB’}.

The person with highest labor disutility and lowest wage (above w) will defect if

Cl : A, > u(w) - u(p) + NyB’ (10)
which means only that A, must be below A, for some ® < w < w,. Facing the maximum
sanction (punishment by all), the highest-disutility worker, if offered the minimum wage still
subject to sanction, chooses to accept the sanction and avoid work. If the condition is not
met, then the expectation M = 0 is self-confirming: when no one defects, no one wants to
defect.

Z(K) will be less than K if at least one person would find it optimal to work even if
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no one else is working. When no one works, M = K and A, = {A: A, = u(w) - u(p) + (N-

K)yB’}. The person with lowest labor disutility and highest wage will work if

C2 : A <uw) - u@ + (N - K)yB’ (11)
or, A, must be above A, for some w < w < w,. Facing the.lowest possible sanction, the
lowest-disutility worker, if offered the highest wage, will choose to avoid that sanction and
work instead. If this condition is not met, the expectation M = K is self-confirming: when
everyone defects, everyone wants to defect.

C1 and C2 cannot both fail at the same time, as this would imply a A, curve that is
both above A, and below A, for all ® < w < w,. If one or the other fails, the unique
equilibrium M is a polar value, 0 or K. With Z(M) linear, the conditions C1 and C2 ensure
that the slope of Z is positive but less than one, as depicted in Figure 3. The slope of Z
indicates the impact of adding one person to the ranks of the defectors on the incentive to
defect. The slope is positive because shifting one person from conformity to defection
reduces the size of the conforming population, thus lowering the cost of defection. This in
turn encourages further defection. If adding ten defectors induces further defections by
fewer than ten other people, the adjustment process between M and Z(M) will converge on
an M* between 0 and K. That M" will be stable. If adding ten defectors induces further
defections by more than 10 people, the adjustment process will force M” to 0 or K. In
Figure 3, Z(M) would intersects the 45-degree line from below, and any intermediate value
of M* would be unstable. Thus the requirement that the right-hand side of (9) be positive but
less than one ensures that the unique M” is an intermediate value.

Whether that requirement is met or not, there will exist a unique M" such that
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defection is optimal for exactly M" individuals, with 0 < M" < K. ®

Because the most interesting outcome is the one that allows for the richest and most
realistic variety of behavior, further analysis of the model will assume conditions C1 and C2
hold. The slope term (w’ - w)yB’ will be assumed to fall between 0 and 1, and M" will be
assumed to fall between 0 and K.

Finally, note that if Z is non-linear, the above argument will still hold if the second
derivative of Z is sufficiently close to zero. Referring to Figure 2, the first derivative is a
one-unit slice along the entire right hand boundary of region BD, holding w’ constant. The
second derivative is the triangle added to this slice when w’ shifts to the right. It seems
plausible to assume the triangle is small relative to the slice, and that therefore Z*’ is near
zero. Section IX considers the effect of small changes in the vicinity of M", and for these

purposes the Z(M) function will be assumed to be linear.

VIII. A Coordination Model of Welfare Stigma.

Now consider stigma as the outcome of coordination failures. Let there be N+1
individuals who jointly observe one another’s wage and work status, and let utility have this
form:

u, = u(y) - Al + v) Blla;=a) (12)
J*
where I(a = b) is an indicator function, equaling 1 if a = b and O otherwise. a, is an action

of individual k with respect to individual 1, and B is the benefit obtained by both individuals
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if their actions match. Recalling the bargaining example, assume that the action space is a
bounded finite set; actions are drawn from the set A = [a, a,] on the integers. The practical
impact of this assumption is that the probability of a match between two randomly-chosen
actions is nearly zero. (One could allow some benefit to be obtained from ’near-misses’ but
this would complicate the model without adding anything significant.)

The game proceeds as follows. First, nature sets the norm w. Second, all players
choose whether or not to work. Third, each player simultaneously chooses an action with
respect to each of the other N players. Payoffs are then received.

¥ = {0,1} being the set of all labor-choice possibilities, and W being the set of
possible norms, a strategy in this game is, first, a map from W into ¥, and second, N maps
from W X P into A.

The second stage is an example from the class of n-player pure-coordination games,
from which we can derive some general characteristics of any outcomes. First, any action
strategy a, = z, all k and 1, will be a best response to itself. Given that all others play z, no
one player has the incentive to play anything else. Because any z in A can serve in this role,
the game has many equilibria. Second, if the set of pure-strategy equilibria is finite, a
mixed-strategy equilibrium exists in which all players play each action in the pure
equilibrium set with equal probability (given that coordination payoffs are independent of the
actions). Mixed-strategy payoffs will be considerably lower than coordinated payoffs.
Finally, anything that may serve as a focal point in the game will induce an equilibrium
(Schelling, 1960). Were a leader to make a common-knowledge suggestion "Play action z"

then all players would expect the action z from others and would find it optimal to play z as
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well.

I will assume that a focal point in the CD game does exist, denoted a. Player i’s
strategies will involve either playing a against her opponent, hoping to receive the benefit B
of coordination, or playing something other than a. If her choice is a’ # a, she receives a
zero payoff if the opponent has played a, or any other action other than a’. Indeed, not
knowing what the opponent’s action is, player i can do no better than to choose a mixed
strategy that assigns equal probability to all actions in A except a. The opponent’s best
response to such a strategy is also to randomize. The probability of any matched pair of
actions from the set A (excluding «) is 1/(a, - a)?, and there are (a, - a)) possible matches; the
expected payoff from the mixed strategies is therefore ¢ = B/(a, - a). For any sizeable
strategy set A, this payoff will be considerably below B.

As above, the strategies use two kinds of status, defectors and conformists.

Theorem 3: Under the assumptions behind the coordination game, there exists an
equilibrium with a unique number of defectors, in which defection is costly, i.e. in which

stigma exists.

Proof: the following strategies (a) - (c) will constitute an equilibrium if followed by
all players i:

a) If w, < w, choose 1, = 0.

b) If w, > w, choose |, = 1 if and only if A4, < u(w) - u(p) + (N - M)y(B - ¢),

where M, is the expected number of defectors.
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¢) If both i and j are conformists, play a in the coordination stage. Otherwise play an
action a’ # a with Pr(@’) = 1/(a, - a), all a’.

At the coordination stage, « is a best response to a, so that once two players are
aware that both are conformists, a becomes the optimal play for both. Conformists meeting
defectors will expect the mixed strategy, to which the mixed strategy is itself the best reply
(as argued above). Thus given that expectations of behavior are formed with respect to
defection status, the strategies in\ (c) are optimal. They imply payoffs of (N - M)yB +
M,ye for conformists and Nye for defectors.

It remains to show that these payoffs induce welfare claims from all with wages
below ®, work under condition (b) for all with wages above ®, and that expected defections
M, are rational. However, these requirements are identical to those of the prisoner’s
dilemma model (replacing B - ¢ with B”). Low-wage individuals are never defectors and
receive the benefits of coordination regardless of their work choice. For them, welfare is

indeed optimal because
uw) - A, + (N-M)YB + Mye < u(p) + (N-M))YB + Myye (13)
For high-wage individuals, coordination benefits are (N - M)YB + M,ye if they work but
only Nye if they do not. Thus work is optimal only if
u(w) - A, + (N-M))YB + M;ye > u(p) + Nye (14)

which is the same condition as given in part (b). Lastly, these strategies will involve rational
expectations if they are based on a value of M that is shared by all players, and induces

exactly M defections. Section VII demonstrated that a unique value exists. Analogous
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conditions indicate when this value of M implies universal defection, universal conformity,

or something in between. ™

IX. Comparative Statics.

The prisoner’s dilemma and coordination models of stigma provide information on
three issues of practical importance. First, how do caseloads and defection rates respond to
changes in the generosity of the welfare system? Second, how do they respond to changes in
norms? Third, what is the practical significance of potentially unstable equilibrium
dynamics? The first issue is important because it addresses the Victorian concern that
welfare generosity would erode the power of work norms. The second is important because
policymakers today have grown more interested in the strategy of changing work norms,
rather than program parameters, in the fight against poverty. The third is important because
it provides intuition about historical episodes, such as the AFDC explosion in 1967-1972.

The first two issues will be considered in a limited context, under the assumptions
that a) the equilibria under consideration have unique M" values that lie between 0 and K,
and b) Z’(M) = 0. The third issue requires that these conditions do not hold. The focus is
on the prisoner’s dilemma model, though results would be exactly the same under the
coordination failure approach.

A. Program parameter effects. Because the welfare system here is a highly stylized
one, its generosity can be summarized in the single parameter p. In a model without stigma

(see Figure 1), the caseload is
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/

C=(y - Mp+ (A, - 1 - u@)] dr (15)
4

Differentiating and re-arranging, this implies

901 + ' - ) 16)
dp

When the program becomes more generous, fhere are two effects. First, more people are
eligible and a slice of the population along the right-hand boundary of AD in Figure 1 is
added to the welfare rolls. This effect is given by A, - A.. - Second, greater generosity
increases the incentive of higher-wage individuals to avoid work. This appears as a
downward shift in the A, curve in Figure 1, and adds a slice along the lower right boundary
of region B. The effect is given in (16) by (w’ - p)U’(p). Both effects are positive, so we
can conclude that increasing welfare generosity increases caseloads.

How is this story affected by the presence of stigma? First, note that the caseload is
now C = (A, - A)® + M (see Figure 2): everyone with wages below  claims welfare, and
to this we add the population of defectors, M. The first group is unaffected by any change
in p, so that changes in the caseload can only be produced by changes in the defector

population. Its size is given by Z:

7

ZM) = [a, - W) - u@) + (N-MyyB'] dx an

Differentiation yields
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dil _ (@)W - o) 18)
dp  1-(w'-w)yB’

This differs in important ways from the no-stigma case. First, there is no wholesale addition
to the welfare rolls; raising p does not add to regions AE in Figure 2. Second, the increase
in work disincentives is more pronounced. The downward shift effect on the A, curve, given
by w’(w)(W’ - w), is increased because the denominator term 1-(w’ - w)B’ is positive but less
than 1 (from equation 9). Stigma enhances the reaction of caseloads to program changes,
because it amplifies any increase in the incentive to defect. Stigma creates a positive social
feedback mechanism that amplifies the effect of any policy that increases caseloads.

Stigma also responds to program generosity in the way the Victorians feared.
Because the right-hand term in Equation (18) is positive, increasing the generosity of the
welfare system increases defection. Welfare apparently does ’ruin the poor’ in the Victorian
sense. It induces more people to ignore self-sufficiency norms.

B. Norm effects. From (17), differentiation with respect to « yields

a _ A 19)
dw 1 - (w-w)yB’

where A(®) = u(®) - u(p) + (N-M)yB’. The first element gives the level response of
defection to a unit change in ®; in Figure 2, it can be seen as the impact of slicing off the
left-hand boundary of region BD. This reduces the defection population and increases the
conformist population, which in turn raises the cost of defection and further lowers the
number of defectors. This add-on effect is produced by an upward shift in A,, which slices

off the lower-right boundary of BD. Successive movement of @ rightward induces successive
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upward shifts in A,, until defection disappears. Thus, one could have advised the Victorians
that they could have encouraged more people to respect their norms of self-sufficiency by
relaxing those norms.

Note further that relaxing norms may or may not add to the caseload. Moving @ to
the right adds a slice along the right-hand boundary of. AE The gain in A is just a transfer
from B, however. The caseload rises only if the addition to E exceeds the lower-right
boundary loss of BD.

C. The Unstable Equilibrium Case. Now consider the implications of an integral
Z(M) with slope greater than 1. This is not unrealistic by any means. It would be the case,
for example, if the payoffs to cooperation and coordination B were suitably large. In the
discussion of Figure 3, it was noted that any M* = Z(M") produced by a steeply sloped- Z
curve would be unstable, in the sense that any deviation from that value would induce
magniﬁed responses in the defector population, until one or the other polar value was
reached. Imagine that society happens to be at the all-defect equilibrium (the upper right-
hand corner of the box in Figure 3). How could one induce society to go to the all-conform
equilibrium? It would be sufficient to move the upward-sloping Z(.) curve so that it
intersects the 45-degree line to the right of K. In that case, the adjustment dynamics
beginning at any point between 0 and K, including the all-defect point, point to the left.
Society would instantly move to the all-conform equilibrium. In practical terms, this strategy
would involve doing anything that move M" to the right. Note, however, that upward-
sloping Z(.) implies that the signs of the comparative static effects in (18) and (19) are

reversed. Now dM/dp < 0 and dM/dw > 0. Thus to shift M" to the right it is, as before,
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necessary to either lower benefits or raise the norm.

The Victorian dilemma was a legitimate one. They correctly feared that being kinder
to the poor would cause more of them to defect from social norms of self-sufficiency. The
only way to maintain adherence to norms was to be less kind, or to make the norms less
harsh by expanding the notion of ’deserving’ to include higher-wage individuals. In the end,
the inheritors of the Victorian legacy chose the second option. The Commission on the Poor
Laws, reporting in 1909, still laid great emphasis on the distinction between ’deserving’ and
‘undeserving’ poor. By 1919, however, these notions were dead (Levine, 1988, p. 216).
Instead, virtually all claimants were assumed to be truly needy. Evidently the norm of true

need had shifted upward during the Great War.

X. Summary of Findings.

What is the relevance of this theoretical story for current social policy debates?

First, the models presented here show that the Victorian dilemma may well have been
real. Social norms of work and self-sufficiency can indeed be eroded by the generosity of
the welfare system. The effect is intuitive, and the prior literature on welfare stigma and
social effects has long hinted that it exists, but this paper has proven its existence in
equilibrium under very general assumptions.

Second, the I;aper has shown that the trade-off between work norms and welfare
generosity is not necessary. There are several ways of explaining the fact that public
assistance purchases less utility than other income. In many explanations, work norms play

no role. Thus, empirical findings that take-up rates fall considerably below 100 percent do
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not constitute compelling evidence that welfare stigma exists.

Third, the paper has explored the options facing decisionmakefs hoping to help the
poor. Increasing the generosity of the welfare system increases the caseload and erodes work
norms. Making work norms less harsh also increases the caseload, but it strengthens work
norms. At this writing, the strategy of many US states seems to be to make work norms
more strict. The research here suggests that this will decrease the caseload but increase the
number of 'undeserving’ welfare recipients.

Fourth, the paper has shown that the power of norms depends critically on the degree
to which individuals interact with one another in particular types of situations: coordination
problems and repeated prisoner’s dilemmas. Both interaction types are more commonly
found in the life of the community than in the purely private sphere. Thus one way to
counteract any feared erosion of norms, or to build norms where none exist, would be to
facilitate greater reliance on the local community. One could delegate coordination and
repeated prisoner’s dilemma problems (e.g. crime-fighting, welfare, infrastructure, and
amenities) down to neighborhood‘decision-making bodies. Doing so would increase the
reliance of individuals on one another, and thereby make social norms more important in the

behavior of all.
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Endnotes

1. The Victorians’ fears that welfare ruins the poor can be interpreted in three ways. First,
it might be a simple recognition of the now well-understood work disincentive effects of
means-tested transfers. Second, it might be a conjecture about preference formation: giving
welfare to the parents increases the disutility of work in the children. Third, it might be a
conjecture about work norms: giving too much welfare will lessen its stigma, diluting the
effectiveness of social norms of self-sufficiency. The first interpretation does not capture the
essence of the 19th century argument, however, which almost always stressed the effect of
alms-giving on people other than the recipient. The second interpretation also is inaccurate in
ignoring the immediacy of the commentators’ alarm, in that the sea of vagrants would come
right away, not in a few generations. This paper will consider the third 1nterpretat10n that
increases in welfare benefits have an immediate effect on welfare stigma.

2. There are empirical studies that might be interpreted as evidence of stigma as understood
here. The literature on neighborhood and peer effects at times seems to suggest that the
society around us has some influence on what we do. Unfortunately, most of this research
suffers from an identification problem (Manski, 1993), namely, how can we claim to
estimate the average behavior of a group of individuals (which is the definition of mean
regression) when the average behavior of those individuals is one of the right-hand-side
variables? It is not surprising that the literature on these effects has produced only mixed
results (Evans Oates and Schwab, 1992; Datcher, 1982; Corcoran et al., 1989; Case and
Katz, 1991; see An, Haveman and Wolfe, 1993 for strong evidence of family effects; see
Jencks and Mayer, 1990 for a review).

3. Obviously I am ignoring the government budget constraint. It would be trivial, though, to
extend the model by arbitrarily adding to the distribution of wages at the upper end, creating
a large population of individuals who under no circumstances would prefer welfare to work.
These individuals could then be assumed to bear any tax burden for those who do choose
welfare.

4. I am assuming B does not gain any direct pleasure or pain from attempting to change A’s
behavior. In Besley and Coate’s taxpayer resentment model, it is implicit that taxpayers
enjoy imposing some kind of utility cost on welfare recipients. For if the taxpayer wishes
only to bring his own tax bill down, punishing one recipient cannot possibly be worth the
cost. The model ignores the collective action problem involved in getting many taxpayers to
impose costs on many recipients. My hope is to overcome this problem by finding incentive-
compatible punishment schemes. Unfortunately, resentment over the tax bill cannot be one
of them.

5. Another possibility, explored by Kandori (1992), would allow individuals to label one
another. This seems too unrealistic.
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