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EXECUTIVE SUMMARY

1. Introducﬁion and Study Objectives

The objective of this study was to review the existing literature
on a series of issues associated with the definition and measurement
of poverty, and to prepare an annotated bibliography and summary report
covering this research. This report forms a part of a larger study of
poverty measurement which has been prepared by a poverty Studies Task
Force within the Department of Health, Education, and Welfare.

Poverty definitions serve two functions in the public policy area.
First, such definitions allow policy makers to identify the poor: to
" determine, for example, the appropriate allocation of anti-poverty
funds across regions or individuals. While there is some consensus
that poverty definitions when used in this way as identifying devices
should be based on objective economic status, a number of technical
jssues associated with the appropriate measurement of this economic
status remain unresolved. Thus, it is unclear whether income, wealth
or consumption expenditures serve as the "best" measure of status.
The nature of the adjustments which should be made for differences in
the needs of families of differing sizes and compositions, as well as
differences across regions in both needs and price levels:are also
problematic. Chapters 3 through 8, and Chapter 12 of the report sum-
marize the major issues in these areas, and review current administra-
tive definitions of poverty.

There is, however, a second.function served by poverty definitions
which this study was also designed to address. In particular, poverty
definitions help policy makers design and evaluate programs to help the
poor. For this function, policy definitions which are somewhat broader
and more sociological become relevant. Particular jssues and diffi-
culties associated with these broader definitions are summarized in
Chapters 2, and 9 through 11 of the report.

Eleven specific issues were jdentified and reviewed in this study.
As indicated, these issues span the range from historical definitions
of poverty through more specific technical and conceptual problens
encountered in implementing alternmative poverty definitions. The
issues covered, while not exhaustive, nevertheless provide a sense of

the breadth and nature of the research in this area, and will hopefully"

help to resolve some of the current debate on the appropriate measure
and definition of pover<y.

2. Methodology

in developing the annotated bibliography and summary report for
this project, an exhaustive literature search was conducted. A full
catalogue of the existing bibliographies and journals consulted in
this search is contained in Appendix A of the report. The literature



itself is primarily drawn from the disciplines of Economics, Soci?logy,
and Political Science. Unpublished working papers and d?ctoral dis-
sertations from several major universities were also reviewed, as were

a number of relevant government documents.

The search plan used in uncovering relevant materials was straight-
forward. In the first stage, references were taken fr?m the existing
major bibliographies. Current journals as well as available unpublished
work in the three disciplines were also investigated in this first
stage to uncover relevant material too recent to be covered in existing
bibliographies. In the second stage of the review, any additional re-
search mentioned in the bibliographies of material covered in stage 1
was covered. Additional help in identifying important omitted refer-
ences was provided by reviewers at the Department of Health, Education,
and Welfare and the Institute of Poverty Studies at the University of
Wisconsin. Over 1,000 articles, books and reports were reviewed and
annotated in this project. ' '

Time as well as budget limitations preVented a complete review of
all research ever conducted on poverty. With the exception of material
reviewed for Chapter II of the report (Historical Definitions of.
Poverty) we concentrated on research done after 1950. For the most
part, only particularly important or path-breaking research done pre-

1950 was reviewed.

' The methodology outlined above was used for ten of the eleven
‘topic areas reviewed in this report. For the eleventh, poverty defi-
nitions currently used by states in administering their poverty pro-
grams, a literature review was, unfortunately, inadequate: very

little research has been done in this area. Instead, we gathered the
relevant information by conducting telephone interviews with state wel-
fare officials in each of the fifty states. OQuestions focused on the
AFDC program since the adult assistance programs have been federalized.
The results of these interviews are provided in Appendix D of the report
and will be briefly summarized in Section III of this summary.

3. Summary of Major Findings

As indicated earlier, the report was organized around eleven spe-
cific issues involved in the definition and measurement of poverty.
The particular issues themselves were identified for us by the Depart-
ment of Health, Education and Welfare, and were selected to both rein-
force and complement other efforts associated with the larger report
being prepared by the agency. In this section, the major findings
in each of the topic areas are summarized. Summaries are cross-
referenced to appropriate page numbers of the main report.

3.1 Historical Definitions of Poverty (Vol. 1, pp. 3-17)

For heuristic purposés at least, it is possible to categorize
historical definitions of poverty as either economic or socio-cultural.
Economic definitions focus on the objective attributes of an individual's
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economic status, and are typically justified by the argument that eco-
nomic status is highly correlated with other, less easily quantified
concomitants of poverty. Thus, economic status is viewed as a reason-
able proxy for the full set of poverty attributes.

As an alternative, or an adjunct to economic definitions, a num-
ber of people have suggested that poverty be defined in socio-cultural
terms. In particular, it is argued that economic attributes do not
always correlate well with socio-cultural poverty traits (viz. de-
pendence, pessimism and so on), and, moreover, that complete reliance
on economic measures biases the choice of government programs.

Early, pre-20th century poverty definitions were, for the most

- part, economic. Moreover, early definitions were "absolute": poverty

was typically defined as the lack of resources (i.e., income or assets)
necessary to acquire subsistence levels of food, shelter and clothing.

Poverty definitions evolved in two significant respects over the
twentieth century. First, the definition of the minimum “needs" of
the population used to determine poverty levels has been broadened.
This broadening reflects an implicit belief that poverty is at least
in part a relative phenomenon, an economic status which changes as
the overall level of affluence in society changes. Thus, in the
period 1935-1960 as the overall living standard increased, the poverty
line as defined by the Social Security Administration (currently the
major federal poverty criteria) rose in real terms by 40-75%. More
recently, beginning in the late 1960's, some researchers have sug-
gested that poverty definitions be made explicitly relative. The
most widely regarded technique for formally implementing a relative
definition of poverty is due to Watts (1967), who suggested that any-
one with less than 50% of the median income of the population be de-
fined as "poor."

The second significant change in poverty definitions, particularly
in the last decade, has been the increase in the extent to which socio-
cultural attributes are viewed as important and necessary components
of a poverty definition. This movement away from strict economic con-
ceptions of poverty has been most apparent ‘in the construction of
poverty programs, and has not as yet infiltrated the administrative

definitions.

3.2 Index Numbers (pp. 18-22)

Price differentials among afeas of the country, as well as price
changes over time affect .our estimates of the dollar value of needs
used to construct poverty thresholds. Index numbers have for some
time been used to try to capture the effects of such price changes.

Unfortunately, index numbers suffer from a number of shortcomings.
The basic federal index of price changes (the Consumer Price Index)
is representative and can be used as a model to illustrate these short-
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comings. First, the consumption bundle (or market basket) of a typical
consumer in a base year, say 1961, is identified. The cost of this
bundle is then calculated both for 1961 and for the current year. The

cost ratio constitutes our price index.

The procedure outlined above has the advantage of being relatively
simple. Unfortunately, much is lost in the simplifications. In par-
ticular, no allowance is made for the possibility of changes over time
in consumption patterns, either in response to changes in relative
prices or taste changes. Similarly, inasmuch as the index is geared
to the typical consumer, no account is taken of differences in the
tastes or prices charged different people. In the case of the poor,
this latter point is particularly significant: evidence suggests that
the poor pay differentially higher prices for goods than the average
consumer, and consume significantly different market baskets. This
latter point by the way has been used to suggest that low income
people are differentially burdened by inflation.

In short, index numbers,while a useful heuristic tool, are quite
problematic when applied to the problem of adjusting poverty thresholds.

3.3 Adjustments for Family Size and Composition (pp. 23-32)

The needs of a family clearly depend upon the size and structure
of that family. The empirical evidence for the most part suggests
that needs increase with the size of the family, but at a decreasing
rate: thus a family of four needs more income than a family of two
to sustain a given standard of living, but less than twice as much.
There is also some evidence that the aged require less income than

the middle-aged.

Estimating the magnitude of differences in the income needs of
different family types, however, is no easy matter. The procedure used
by the Bureau of Labor Statistics in identifying appropriate adjustments
is illustrative of the general methodology used in this area. The first,
critical assumption made is that families which spend equal percentages
of their income on food are equally well-off. Suppose for example that
an average family of four with an income of $10,000 spends 25% of its
‘income on food, and that an average family of five with an income of
$11,000 spends an equivalent 25%. The two families are counted equiva-
lent; the addition of a fifth member in the case above adds $1,000 to
family needs. Several other, somewhat more ad hoc assumptions are
then used to transform food needs into total needs and to further dis-

tinguish among family types.

Adjustments for family size and composition, such as the B.L.S.
procedure described above, have a number of implications for our
measurement of poverty. The major results of such adjustments include:
a decrease in the number of elderly people included in the poverty popu~
lation, an increase in the number of large families, and an increase in

the number of children considered poor.
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3.4 Regional Cost-of-Living Differences as a Function of Public
Sector Differences (pp. 33-57)

Differences across regions and between rural and urban areas in
the availability of free or subsidized government services clearly
affect estimates of the spatial distribution of the poor. Clearly
two families earning the same income are not equally well-off if one
receives free medical assistance while the other does not.

In general, rural areas are the most seriously disadvantaged in
terms of availability, quality, and access to government services.
Although there are some differences among public services, the South
appears on average to be more seriocusly disadvantaged than other
regions of the country.

- While the liteérature clearly indicates that there is a good deal
of regional variation in public services, unfortunately little work
has been done to try to formally account for these differences in
cost-of-living indices. David (1975) recently suggested using a survey
technique to determine the effect of public service differences on the
well-being of individuals and thus to construct a more comprehensive
index. At the present time, however, little practical work has been
done in this area. : ‘

3.5 Regional Cost-of-Living Differences as a Function of Private
Sector Differences (pp. 58-68)

There are relatively large differences across regions and between
rural and urban areas in the income levels of the resident populations.
The rural South in particular has a disproportionate concentration of
the poor, while the Northeast and West are relatively well-off. These
ipcome differences have been attributed to the underlying socio-economic
attributes of the population (viz. less educated, more aged population
in the rural South) as well as to differences in the economic develop-
ment of the various regions of the country.

Observed income variations across regions and between rural and
urban areas are difficult to interpret. In particular, these income
differentials reflect real differences in levels of well-being only
to the extent that they are not offset by cost-of-living differences.
Unfortunately, the evidence on this issue is inconclusive: price
levels are indeed lower in low income areas, but it is difficult to
determine whether these price differences completely offset income
differences. .

3.6 Wealth/Assets and Consumption as Measures of Poverty (pp. 69-78)

Reliance on current income alone as a measure of poverty is problem-
atic inasmuch as it does not allow us to distinguish between those
people who are only temporarily poor (perhaps as a result of short-run
bad luck) and the long-term, chronic poor. Both wealth and consumption
expenditures have been suggested as alternatives which would more ac-
curately distinguish between these two groups.
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‘What effect will the use of these measures have on the identifica-
tion and measurement of poverty? Epstein (1969) found that replacing
income with consumption expenditures had little effect on the total
size of the poverty population; the number of young people (who are
frequently suffering only temporary poverty) included in the count of
the poor would, however, be reduced. Other researchers (Reid, 1964)
suggest that replacing income with consumption may have more drastic
effects. Using wealth or assets as an adjunct to income in measuring
poverty has a significant effect only on our estimates of the number
of aged who are poor: the rest of the poverty population typically
has few assets. Moreover, the major asset of the aged poor is owned
homes, which are difficult to convert to cash.

.

3.7 Is Leisure a Resource? (pp. 78-80)

Suppose we have two people, Smith and Jones, each earning a
poverty income of $2,500 per year. Smith works full-time 52 weeks
per year for his income. Jones, on the other hand, works only spo-
radically. Are Smith and Jones equally well-off, or is Jones some-
how better off as a result of his additional leisure.

The resolution of the above issue resides in our lnterpretatlon
of Jones' behavior: in particular, is Jones enjoying leisure, or
suffering involuntary unemployment? Only in the former case is ad-
justment appropriate.

On the practical level, little work has been done in this area,
and it is not at this point possible to make a subtle distinction of
this type in implementing policy.

3.8 The Turn-over Rates of Poor Families (pp. 81-86)

Empirical evidence indicates that there has been some reduction
over time in the size of the poverty population. If we use the Social-
Security Administration's poverty line, the size of the poverty popu-
lation decreased from 40 million in 1960 to 25 million in 1967. More
relativistic definitions of poverty, as for example the number of fami-
lies earning income less than 50% of the median family income in the
U. S., yield smaller estimates of the reduction, but show a decrease

nevertheless.

Scattered research suggests that at least some people "escape”
from poverty over time. Public policy might be made more effective
if likely escapees could be identified. Unfortunately, the research
in this area is scanty. Economic prosperity appears to decrease the
over-all poverty population, but has a disproportionately small effect
on minorities, the aged, and women. Education appears to increase
one's chances of escaping poverty somewhat, although here, too, mi-
norities and women appear to beneflt less.




3.9 Social and Economic Proxies for Poverty (pp. 87-95)

Sub-employment and unemployment have on occasion been used to
identify the poor. Typically, these proxies are used either as ad-
juncts to income, or in lieu of income when income data is unavailable.

For most purposes, sub-employment indices are superior to unem-
ployment as a poverty proxy. Unemployment measures do not include dis-
couraged workers who drop out of the labor force; yet research indi-
cates that such discouragement is a frequent characteristic of the
poor. Ferguson (1971) estimated that 40% of the jobless poor are ex-
cluded in this fashion from unemployment statistics.

Sub-employment measures include discouraged workers in their
count, as well as the working-poor, and thus serve as a better proxy
for poverty than unemployment. There are, however, problems with the
sub-employment indices, particularly when used as poverty proxies. In-
deed, in some respects, these indices are a rather curious amalgam of
poverty and jobléssness measures. The income test applied to workers
is the poverty threshold. The unemployed, however, are subject to a
much less stringent inclusion criterion: family income less than the -
median. The rationale for this distinction is unclear: to the extent
that any distinction at all is legitimate, one might argue that it
should go in the opposite direction. Employed people, by and large,
have larger needs (due to the conditions of their employment) than do
the unemployed; one might reasonably argue, therefore, that the income

test applied to workers should be less stringent than that applied to
non-workers.

In sum, the leéitimacy of using these alternative variables as
proxies for poverty varies. In situations in which income data is
unreliable or inaccessible, alternative proxies may serve. It is not
recommended that these measures be used to identify the poor for the
purposes«:fadministering relief, unless no other options are available.
To the extent that proxies capture important causes of poverty, however,
they may well be useful in directing the design of poverty programs.

3.10 Social Indicators (pp. 96-104)

Given the widespread development and utilization of ecéonomic data
in the formulation of public policies in the 1960s, many social scien-
tists have pressed for the parallel development and utilization of non-
economic “social" indicators of national well being.

The literature in this field can generally be divided into two
major areas: (a) discussions of the concepts underlying social indi-
cators of national well-being, along with specific definitional issues,
and (b) discussions of specific social problems--such as health, educa-
tion, nutrition, and so forth--whose incidence and severity can be
measured through the use of social indicators.
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The former category includes a number of noteworthy discussions
of the difficulties inherent in the development of a meaningful social
indicator data set, and the analytic difficulties which would ensue
even if such data were collectable (and collected). The latter cate-
gory encompasses a broad range of discussions of individual social
problems and their inter-relationship with each other and with socio-

economic factors.

Review of the social indicators literature indicates that currently
completed research has by no means approached the vast potential in this
area. There is a growing consensus concerning the methodological weak-
nesses of much of the social indicators literature. But the contribu-
tions and potential contributions of the social indicator "movement"
are equally evident. Most importantly, they provide a useful correc-
tive to over-emphasis on purely economic measures of poverty and well-
being. The mere effort to employ social indicators (regardless of
their preciseness) can help to avoid policy pitfalls which arise from
equating the "poverty problem" to the simple absence of control over

monetary resources.

Given the current state of the art, the use of social indicators as
an alternative to income/wealth in defining or measuring poverty would
seem premature. But by providing increased visibility to social issues
and by providing awareness of progress (or lack of progress) in specific
areas, social indicators can play an important role in shaping the future
‘direction of American domestic social policy. .

3.11 State Administrative Definitions of Poverty (pp. 105-111)

Implicitly, all state welfare agencies define the poor as those
families whose incomes and resources are insufficient to provide them
with a minimum decent standard of living. States, however, use quite
different criteria and methodologies to determine people's basic needs,
. and thus arrive at quite different standards of decency.

. Most states define their need requirements in terms of the quantity,
type, and cost of specific consumption units. Sixty percent of the
states use flat grants for AFDC assistance payments; another thirty
percent use a semi-flat grant, while the five remaining states use
an itemized budget plan. The majority of states recognize special
needs of families in particular circumstances as well. Such special
needs might include, for example, emergency food or home repairs.

The items covered undetr the special needs category vary widely among

states.

For the most part, states determined the composition of the.
-needed market basket of the poor with surveys conducted 10-20 years
ago. Costs of budget items are typically updated using BLS, USDA
or Census regional and national surveys.
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All states adjust needs in one way or another to account for family
size: techniques used for this adjustment vary widely. Twelve percent
of the states make further adjustments for family age distribution.

Thus, at least some of the problems associated with measuring
poverty covered in earlier sections of this summary have been recog-
nized administratively by the states. The large variance among states
in the formal techniques used to make the necessary adjustments, how-
ever, indicates the need for additional federal guidelines in this area.
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- T, Introduction

The object of this study was to review the existing literature and
to prepare an annotated bibliography and summary paper on a series of
issues associated with the definition and measurement of poverty. This
report forms a part of a larger study of poverty measurement which has
been prepared by a Poverty Studies Task Force within the Department of
Health, Education, and Welfare. _

Poverty definitions serve two functions for public policy pur-
poses. First, such definitions allow policy makers to identify the
- poor: to determine, for example, which individuals or families re-
quire help of one sort or another. Upon reflection, it is fairly
clear that for use as identifying devices poverty definitions must
be keyed to measurable objective attributes--income, wealth, con-
sumption levels. Attempting, for example, to identify or select
welfare recipients on the basis of attitudes would be administra-
tively absurd, as well as normatively suspect. Thus, the fundamen-
tal issues which should be addressed in choosing a poverty defini-
tion for identifying purposes involve the choice of the "right" ob-
jective attribute, and the adjustments which should be made to these
attributes. .

There is, however, a second policy function served by a poverty
definition which this study was also designed to address. In par-
ticular, poverty definitions help policy makers design and evaluate
programs to help the poor. 'For this objective, poverty definitions
which are somewhat broader and more sociological become relevant.

For example, suppose we were to define the poor as those people who
are "present-oriented." This definition would in all likelihood

not help us to select a target population for a social welfare pro-
gram, but it may well indicate something about the kind of program
needed, and may serve as a way to test the efficacy of such programs.

In this study, we were concerned with issues which arise in both
social and economic definitions of poverty. Eleven relatively broad
dimensions of the poverty measurement problem were addressed; these
span the range from historical definitions through specific technical
and philosophical problems encountered in operationalizing particular
poverty definitions. The list of issues discussed here, while by no
means exhaustive, should provide some sense of the breadth of the '
current and previous research in this area.

Appendix A provides a list of the bibliographies and abstracts
used for the literature search in this study. For the most part,
although not exclusively, we focussed on American research. This
reflects our view that poverty is essentially a relative concept,
and that wide variance across countries on the consensus view of
what poverty consists of would attenuate the relevance of this inter-
national literature.




Appendix B deals with useful measures and trends in income in-
equality. Appendix C is a mathematical treatment of the index number
problem provided for those interested in pursuing this issue further.
Finally, Appendix D contains the summaries of telephone interviews
with state welfare agencies that were used to determine how states
establish_their needs standards for welfare recipients. These
summaries provided the basis for Chapter XII, State Administrative

Definitions of Poverty.



II. Historical Definitions of Poverty: An Overview

“When I use a word it means just what I
choose it to mean, no more and no less."

Humpty-Dumpty in
Lewis Carroll's Alice Through
the Looking Glass.

When we use the term poverty, we generally have in mind a large

- and complex set of economic, social and psychological conditions.
Defining poverty involves taking from this mosaic those characteris-
tics which most succinctly capture the essence of what it means to
be poor. 1In tracing the historical evolution of poverty definitions,
then, changes are revealed not only in the technical expertise of
the "definers," but in the underlying values and concerns of society.
Moreover, inasmuch as all definitions of poverty necessarily involve
abstractions and simplifications, they can all be faulted; the criti-
cal issue is not whether simplifications have been rendered, but
whether or not the essence of poverty has been vitiated by the sim-
plifications.

For heuristic purposes at least, it is possible to categorize
historical definitions of poverty as either economic or socio-
cultural. In this section, the historical literature in each of
these two traditions is reviewed; sub-classes of definitions with-
in each tradition are discussed and an attempt to reconcile these
two perspectives is made. A more technical, formal analysis of
salient difficulties encountered in formulating and using either
economic or social definitions of poverty follows in Chapters ITI
through XII of this paper.

II.1 Economic Definitions of Poverty

Poverty is, frequently characterized as an inadequate command
over resources relative to needs (David, 1959; Morgan, 1962; Levine,
1969; Rosenthal, 1968; Tabbarah, 1972; Watts, 1968) ;* we have termed
this class of definitions economic inasmuch as they focus on the ob-
jective attributes of an individual's economic status. Such defini-
tions are justified by the argqument that the lack of resources is
highly correlated with other, less easily quantified, concomitants
of poverty; thus resource inadequacy is viewed as a reasonable
Proxy for the full set of poverty attributes. Indeed, it is often
argued that the bulk of the deviant/unique socio-cultural traits
observed in the poor are consequences of the resource lack. (Pigou,
1920: "in the long run, differences in temperament and taste be-
tween rich and poor are overcome by the very fact of a shifting on
income between them.")

*This formulation is explicit in the work mentioned and under-
lies much of the other work in this area as well.



Even within this particular tradition, there is a wide diver-
gence in the final specific poverty definitions constructed. Major
differences occur both in the way in which "needs" are defined, andg
in the way in which resources are measured. Technical aspects of
these issues are covered in Chapters III through VIII of this paper;
the emphasis here is on broad historical changes.

Until recently, most of the poverty literature defined command
over resources in terms of income; wealth and assets in particular
were ignored. Current research which argues for the inclusion of
assets in determining poverty status will be discussed in Chapter
VII. It is worth noting, at this point, though, that Marx con~
sidered property ownership, and not income, to be the vital factor
in distinguishing status (Daly, 1971). A loose interpretation of
Marx's somewhat scant writings on poverty suggests this broader
view of the problem. 1In particular, the "poverty of labor" is dis-
tinguished from want: it consists of being deprived of a share in
the productive forces. In selling his labor and assuming a pProperty-
less position, "the worker cannot enrich himself... since (like Esau
who exchanged his birthright for a mess of pottage) he gives up his
creative power for the ability to work.... Rather he is forced to
become impoverished." (Marx, The Grundrisse). This broad-based
view of poverty, however, was not characteristic of the period.

Until the end of the 19th century, "needs" were defined at
least for public policy purposes almost exclusively in terms of
subsistence:* that is, the minimum resources required for food,
clothing, and shelter (Friedman, 1965; Handlin, 1966; Lamale, 1958).
Two alternative techniques were used in these early studies to cal-
culate resources needed to achieve subsistence: surveys of actual
expenditures of the poor, and the "pricing out" of a hypothetical
market basket. As we will see, both techniques have survived to
Some extent in the current administrative determination of the
poverty line. The former approach——extrapolating from observed
expenditures--was first used in the U.S. by More and Chapin (1907)
to devise a subsistence poverty line (Brady, 1948; Zimbalist, 1964).
Booth and Rowntree, in the late nineteenth Century, were the first
to apply a hypothetical market basket approach in determining a
poverty threshold (Rowntree and Lavers, 1951; Townsend, 1954;
Zimbalist, 1964). Nutritional requirements developed in a study

*
It should be noted that not all pre-20th century writers con-

strued needs so narrowly. Adam Smith, for example, writing in the
18th century suggested: "By necessaries I understand not only the
commodities which are indispensably necessary for the support of
life, but whatever the custom of the century renders it indecent
for creditable people, even of the lowest order, to be without."
(Wealth of Nations, Book 5, Chapter 2, Part 1, 1776)
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by Atwater of the minimum needed to sustain the life of convicts*
were used by Booth and Rowntree to construct these thresholds. Both
techniques have drawbacks. 1In particular by basing the poverty line
on observed expenditures, there is an implicit assumption that what
"is" is equivalent to what "should be" (Rein, 1965). Determining

a poverty line via the hypothetical approach, on the other hand,
abstracts from individual differences in tastes, habits and skill

in purchasing, producing, or consuming goods (Kershaw, 1970; 'Macarov,
1970). Indeed, Booth and Rowntree are explicit in disallowing any
margin for "waste" in their poverty budget (Zimbalist, 1964).

Despite differences which exist in the way in which the early
studies measured needs, - they were united in one respect: needs were
defined in terms of strict subsistence (Lamale, 1958). This is not
surprising, and indeed reflects the economic and philosophical state
of the nineteenth century. For the most part, nineteenth century
governments were too poor to define poverty--at least in determining
relief--in any but subsistence terms; indeed, the persistence of sub-
sistence definitions of poverty in underdeveloped countries is evi-
dence of this economic imperative. Moreover, the characterization
of poverty as "sinful sloth," coupled with the pervasive Social
Darwinism**of the period militated against anything but a subsis-
tence definition of poverty--particularly since such definitiorns
were used for determining relief (Bremner, 1956; Klebaner, 1964;
Straus, 1969).

By the early twentieth century, overall increases in the afflu-
ence of the U.S., coupled with changes in society's characterization
of the causes of poverty, produced some significant changes in the
definition of needs of the poor. The budgets prepared by the Bureau
of Labor in 1907 mark a distinct turning point in the concept of
poverty: budgets were devised to meet "minimum standards" (i.e.,
subsistence) as well as a "fair standard”~-to include goods needed
for the "development and satisfaction of human attributes" (Brady,
1948). Budgets prepared by a Philadelphia relief organization in
1924 for purposes of determining relief moved further in this direc-
tion by including expenditures needed to provide an average-sized
family with a decent standard of living: recreation, for example,
was permitted, as well as expenditures for insurance (Rubinow, 1924).

*Attempts to price out a market basket for the poor predate the
Booth & Rowntree study. Gregory King, for example, estimated the
weekly expenditures needed to sustain an average family (3% people)
in 1688. The Booth & Rowntree study, however, is the first formal,

systematic such attempt.

*%
It is interesting to note that in 1852, of 132 Connecticut

towns surveyed only 1 cited ."want of employment” as a cause of
boverty; the rest attributed it to intemperance and immigration
(Klebaner, 1964). This could, of course, be a reflection of the -

full-employment of the period.



Other poverty lines drawn in the early twentieth century are simj.
larly generous relative to earlier definitions (Chapin, 1909;
Streightoff, 1911; Douglas, 1923). )

- The broadening of the definition of needs used to compute
poverty thresholds received an additional impetus from the 1930's
Depression.. The massive unemployment and distress of the period
further advanced the notion that poverty was exogenous to the ip-
dividual, a result of the vagaries of the business cycle rather
than personal sloth. F.D. Roosevelt's Second Inaugural Speech
(1937), characterizes poverty far differently from the early
Rowntree study: here basic needs include the opportunity to bette
one's life, as well as the more usual resources for food, housing
and shelter (Roosevelt, 1937).

The increased concern with poverty precipitated in 1941 the
first formal Recommended Dietary Allowances (R.D.A.'s) by the Food
and Nutrition Board of the National Research Council of daily nu-
trient intakes needed for good nutrition in the U.S. This study
and subsequent revisions provided a firm basis, at least in the
area of food, for minimizing the circularity implicit in calcu-
lating needs on the basis of actual consumption. *

The USDA adopted the National Research Council’'s R.D.A.'s as
a basis for nutritional goals for its food plans at different cost
levels which were first developed in the 1930's. In 1961, the uspa
Economy Plan was developed and the three more costly plans~-low-
cost, moderate-cost, and liberal--were revised using the R.D.A.'s
as revised in 1958 and the data from the USDA's household consump-
tion survey, Spring 1955 (Family Food Plans and Food Costs, USDa, -
HERR-20, November 1962). '

In the 1960's, President Johnson's war on poverty produced a:
surgence of interest in developing a systematic and administrativel
viable poverty threshold. In 1963, Mollie Orshansky, while workiny
for the Social Security Administration, developed a technique for
transforming the U.S. Department of Agriculture (USDA) food plans
into a comprehensive poverty budget: a new dollar figure representi
the needs of the poor (Orshansky, 1965). Data was available throug’
the USDA on the dollar cost of a minimum food basket. . Similar dat:
however, did not exist on other components of the requisite poverty
basket. Orshansky developed a viable technique for extrapolating
from food needs to full needs by use of the "Engel's coefficient.®

The procedure is straightforward: ‘
1) food costs were taken from the USDA economy food plan

developed in 1961;

2) the percentage of budgets spent on food was obtained by
averaging the fractions spent on food in 1955 by families
over a broad range of incomes (131% for incomes less than
$1,000; 60% for $1,000-$2,000; 38% for $2,000-$3,000; and
21% for $8,000+).

*

Since the market basket is priced using prices generated by
current consumption patterns, some .circularity in the basket un-
fortunately still exists.



The averaging process produces an average proportion of .
budgets on food (the Engel's coefficient) of 33%;

3) food costs were inflated by the inverse of the Engel's
coefficient (here 3).

The Council of Economic Advisors, in their 1964 report to the
President, estimated their $3,000 threshold by considering the
average family: no alternative thresholds were provided for fami-
lies of differing sizes, by region, farm/non-farm and so on (Council
of Economic Advisors, 1964). The estimate was a rough and ready one,

" *and the accompanying report replete with caveats (often ignored by

the Council itself) on limitations on the usefulness of the poverty
- line. _

At the same time (1964), the Social Security Administration (SSA)
published a more refined poverty line using the Orshansky method. The
fine tuning included: 124 cells were constructed, in which families
were stratified by size (by number of children under 18), composition
(age and sex of head) and farm versus non-farm* (Orshansky, 1965;
Orshansky, 1969). Estimates of needs of the poor and near-poor were
provided, derived from USDA's economy versus low-cost plan. The Office
of Economic Opportunity .as well as the Council of Economic Advisors
soon adopted the SSA thresholds (Orshansky, 1965).

Changes in prices and needs over time, however, created a need
for some changes in the poverty line. Between 1964 and 1969, the
SSA line was adjusted upward to reflect USDA's estimates of changes in
costs for the economy plan. In 1969 the precedures were changed, and
price adjustments have been made by using the Consumer Price Index.

The market basket, used to derive the poverty line, has not
changed since 1955-56, and indeed this stability in the components
of the SSA market basket is a major criticism of the index (MacNamee,
1969; Townsend, 1974). In particular, it is argued that changes in
.needs since 1955 have made the original basket obsolete:; indeed,
Miller suggests that "if this definition remains in use long enough,
poverty will be eliminated statistically but few people will believe
it (Miller, 1971). '

Additional criticisms of the SSA index include the argument
that the cells are mislabeled--rural versus non-rural should replace
farm/non-farm (Kershaw, 1970); regional differences in prices should
be considered (Miller, 1971); that the use of an Engel's coefficient
of 3 overstates the poverty line (Friedman, 1965)**or understates it

*
Between 1964 and 1969, farm needs were calculated at 75% of

non-farm; at present, the differential is set at 85%.

* & :
Friedman arques that the multiplier should be less than 3 be-
cause the poor spend a larger fraction of their income on food; in

other words, the multiplier should be taken from budget studies of
(footnote continued)



(Miller, 1971), that the USDA food budget which underlies the SSA index
is at best a measure of temporary/emergency. food needs, and thus not
. appropriate as a long-run market basket (Haber, 1966; Townsend, 1974);
and finally that it assumes excessively expert buying habits on the
part of the poor (Kershaw, 1970; Macarov, 1970).
On a more fundamental level, all the poverty measures which de-
fine poverty by recourse to a minimum market basket of needs have
been faulted for misconceiving the fundamental “relativity" of poverty
(Bertrand, 1967); the major literature in this "poverty is relative"
tradition is considered below.

Poverty Defined as Relative Deprivation

The poverty definitions discussed above which set a poverty level
by constructing a market basket of needs are frequently characterized
as absolute definitions. The label, however, is not entirely appro-
priate, for at least the current market-basket definitions identify
the needs from which critical poverty levels are constructed by re-
ferring to the existing standards of society. 1Indeed, the moving
market baskets used by Smolensky and Mack are distinctly relativistic
definitions. Thus, as society's affluence increases, so does the
breadth of the goods included in the poverty basket. 1Indeed, it has
been estimated that between 1935 and 1960, the poverty line--as de-
fined by market basket methods--has risen in real terms by 40-75%*%
(Gordon, 1965). Thus, in a real sense, obstensibly need-oriented
poverty definitions can well be relative.
There have been, however, three main classes of economic defini-
tions which have attempted to capture the relative nature of poverty
more directly: poverty defined strictly as the lowest X% of the
“income distribution (here termed the purely relative definition)
(Birch and Saenger, 1970; Miller, 1963): poverty defined as in~

come less than X% of the median income (here termed quasi-relative)
(Atkinson, 1974; Fuchs, 1967; Miller 1971); and poverty defined as
the income level which the average person considers uﬁaccept-

able (Kilpatrick, 1973). These definitions arose largely in response

the poor only, not across the income distribution as it is now done.
While this is a narrowly correct point, in some sense it misses the
underlying rationale for the SSA procedure: it seems clear that the
large portion spend on food by the poor is a mere expedient of their
poverty. Indeed, using a low-income fraction might only serve to in-
corporate destitution into a minimum subsistence definition.

*This trend towards expansion of the articles included in the
list of minimum needs, it should be noted, has not continued--in par-
ticular, the SSA index has not changed its list of goods since 1955.
This has, as noted earlier, been one of the major criticisms leveled

at the index.




to difficulties inherent in trying to use market-basket changes to
reflect growing affluence; these definitions, however, do retain some
problems. It should be noted here that most advocates of the rela-
tive or quasi-relative approach to defining poverty would themselves

argue that such definitions are appropriate only in certain cases,
Three major problems exist in using the purely relative defini-

tion of poverty. First, intertemporal or cross-area comparisons of
the extent of poverty are impossible. For all times and in all _
Places, one will be able to find the same lowest X% of the incomé
distribution; this X% may occur at an income of $3,000 in 1962, or
$18,000 (1962 dollars) in the year 2000, but it will always exist.
In short, using a purely relative definition of poverty removes

any global or historical perspective from the term poverty

(Miller, 1971).

A second, more fundamental problem exists with the purely
relative definition as it does to some extent with all poverty
lines: how do we determine the X%? Are the poor defined as the bottom
10% of income earners? The bottom 50%? As a matter of fact, one
senses that the 20% most writers settle on in defining poverty
is validated solely in terms of the income level it captures (the
Council of Economic Advisors report in 1964 arrives at the same 20%
figure by starting with a market basket approach).

Finally, this definition, despite its "relative" nature, is
invariant with respect to changes in the income distribution.

Thus, it is incapable of distinguishing among absolute levels of
living of the poor, as well as between alternative shapes of the under-
lying income distribution.

This is not to say that the purely relative definition of
poverty is completely irrelevant/useless. Indeed, it is best suited
_for precisely that purpose for which it has been most used: studies
of . the relative effect of government programs on different income
groups (incidence). Thus, studies which examine the
allocation of expenditures on education consider the amount of
benefits received by the top versus bottom 20% of the income distri-
bution. Since only relative effects are being considered, the use of
a purely relative definition of economic status is appropriate.

Sensitivity to the drawbacks associated with the purely relative
definition of poverty coupled with a belief in the philosophical
import of infusing administrative definitions of poverty with addi-
tional relativity led Fuchs in 1967 to propose a quasi-relative
poverty definition (Fuchs, 1967). Any family with an income less
than 50% of the median family income was defined as poor. This
definition couples the poverty level to overall growth in the standard
of living; moreover, it is sensitive to changes in the income dis-
tribution, and unlike the pure relative definition, allows for the
pPossibility of zero poverty.



The fraction-of-the-median standard has faced criticisms as well.
Once again, this definition while it does permit comparisons over
time and across countries does alter the perspective one might give
to comparisons. More significantly, the fraction-of-the-median
definition- leaves ‘the underlying problem of definitions unresolved:
one must still select the fraction of the median to be used as a poverty
cut-off. Fuchs uses 50%, but the choice is arbitrary and one again
suspects that it resulted from an "eye-balling" of income distribution
data from the perspective of some more "absolute" notion of poverty.

The alternative quasi-relative definition of poverty used by
Kilpatrick is somewhat better in this respect. In particular, Kilpatrick-
uses. survey responses on Gallup poll guestions on the minimum income
needed to "get along" in the respondent's community as a basis for
devising a poverty line (Kilpatrick, 1973). This explicitly uses
social preferences as a basis for calculating poverty.

Underlying all of the poverty definitions thus described is
some notion of the ideal (or at least the acceptable) shape of the
income distribution. Literature directly pertinent to this issue
is reviewed below.

The Optimal Level of Inequality

Perhaps the first formal expression of the optimal level of
inequality came from Plato who suggested that in an ideal society
no man should be more than four times richer than any other (The Laws).
More recently, the literature has focused on trying to identify
some formal criteria for judging the appropriateness of particular con-
figurations of income. Two such criteria have been identified:
society's normative ethical preferences and efficiency. As it turns
out, these two criteria are often conflicting.

In order to determine society's preferences concerning equality
and inequality, a survey can be used. 1In Gallup polls, for example,
a sample of people are asked to given an appraisal of the minimum
amount of money needed by a family in their community. Gans (1974)
used these responses to derive at least a partial picture of society's
optimal income distribution, a significant feature of which is that
no person should have less than 60-70% of society's median income.
Kilpatrick (1973) used similar data to trace changes in the society's
views over time. . It should be noted that in these studies, the
full optimal income distribution is not derived. Questions instead
concentrate on picking a cut-off point which can be applied to the
lower tail. Thus, Gallup poll responses cannot be used to choose
between the two distributions sketched in Exhibit I.
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Exhibit 1
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Rawls (1971) advocates a similar, albeit more hypothetical,
technique for determining the optimal income distribution. In his
view, justice would be served by an income distribution chosen by
the population if they were unaware of the position in that distri-
bution that they were to occupy.

Typically when people respond to survey questions on the appro-
priate level of inequality, they consider primarily ethical considera-
tions. Redistribution, however, may have effects on efficiency
as well as on equity. Arthur Okun posed the trade-off between these
two goals in an interesting question several years ago. Suppose you
wanted to redistribute money from the richest to the poorest classes
in the population. Suppose further that you were to carry the
money between the groups in a leaky bucket. How much of a leak
(if any) would you agree to before redistribution became undesirable?
The leak in the bucket is a metaphor for the efficiency losses from
redistribution. These losses include administrative costs, as well
as any losses incurred as the result of changing people's work in-
centives by providing income quarantees.

Some attempt has been made by economists in particular to formal-
ize this trade-off. A "Social Welfare Function" is first constructed,
which is intended to embody society's ethical preferences about
equality. As it is usually constructed, this Social Welfare Function
depends on the "utilities" or happiness of members of society. 1In
a perfectly egalitarian society, everyone's happiness might count
equally. In a dictatorship, only the happiness of the ruler might
enter the Social Welfare Function. Happiness or utility is, in turn,
assumed to depend on income (Aigner & Heins, 1967; Baker, 1974;
Hochman & Rodgers, 1969). In some versions, everyone derives equal
happiness from a given income (Fair, 1971; Cooter & Helpman, 1974);
in others, the possibility that people differ in tastes or tempera-
ment and thus derive different levels of enjoyment from a given income
5 allowed (Samuelson, 1947).
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In order to formalize the leaky bucket netaphor, several addi-
tional equations are usually introduced. Generally some equation is
provided which relates the income of an individual to ability and
to work effort. Ability is assumed to be normally distributed, while
work effort depends on wages, income guarantees and so on (Fair,
1971; Cooter & Helpman, 1974; Olsen, 1969). Using the set of equations
in conjunction with some other assumptions allows us to determine the
optimal redistribution.

The approach sketched above, while the most popular in welfare
. economics, has received some criticism. Thurow (1973) in particular
argues that in a world without innate preferences and without the
possibility of interpersonal comparisons, the utility function approach
is misconceived. He prefers instead that an explicit "act of social
judgement" be made in specifying the trade-off between equity and
efficiency. Thurow suggests, for example, that the present distribu-
tion of earned income among adult white males might give a first
approximation to a fair, overall distribution. Replicating this
distribution to the total income distribution, it should be noted,
would reduce inequality by 40% (Thurow, 1973).

In determining the optimal shape of the income distribution,
then, a trade-off is typically made between equity and efficiency.
The efficiency argument requires some elaboration.

The most frequently cited function of inequality is to provide
incentives for both workers and employers as well as to encourage
effective sorting of individuals among jobs. Sociologists such as
Parsons have termed this the "functional theory of stratification"
(Parsons, 1970); economists instead speak of efficiency and incen-
tives. )

Traditionally, in debating redistribution, economists and policy
makers have expressed -concern over the possible efficiency losses
from such redistribution. In simple terms, it is argued that
taking money from the rich and giving it to the poor discourages
the work effort of both. The rich, insofar as taxes are geared to
income, have a smaller incentive to work. The poor, inasmuch as a
subsistence income is provided without work, also have a lesser in-
centive .to work.* - Thus, in rearranging the slices of the pie, it
is feared that the pie itself will shrink. The general literature on
this problem is quite extensive, and in this paper we will focus
on only one side of the issue: the effect of income guarantees on

work effort of the poor.

*This argument focusses solely onwhat is known as the "price effect"
of taxation. There is, in the case of both the rich and the poor, an
offsetting "income effect" - in particular, as the rich are taxed
more heavily they are forced to work more to maintain living standards.
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The possibility that income guarantees of one sort or another
might affect the work effort of recipients has been recognized for
several hundred years. Recently, the emphasis has shifted to trying
to quantify these effects, in short, to estimate the size of one of the
holes in the metaphorical Okun bucket.

Rea (1974), using data from the 1967 Current Population Survey,
simulated the effect of a negative income tax on work effort. He
estimated that an income guarantee of $2400 decreased work hours_by
12%, a relatively large effect.

Quite recently, Peckman and Timpane (1975) published a collection
of papers on the negative income tax experiment which are quite re-
levant to this issue. 1In this experiment, 1300 families in New Jersey
were subjected to a negative income tax. The program combined income
guarantees of 50-125% of the poverty level income with tax rates of
30-70% of family income. Eight combinations of guarantees and tax
rates were used to determine the sensitivity of work efforts to modest
program changes. Preliminary results showed a small (5-6%) decrease
in average hours worked for white men; for black men, the results were
somewhat anomolous - income guarantees increased work effort (Rees and
Watts, 1975).

A number of criticisms have been made of these results. Aaron
(1975) suggested that concurrent changes in the New Jersey welfare
system may have distorted the results. Others have expressed
concern that the time period of the experiment, as well as the
necessarily experimental nature of the program, biased results.

Hall (1975), however, in reviewing these criticisms, found them uncon-
vincing.

The relatively small effect which income guarantees seem to have
on work effort is buttressed, at least indirectly, by the work of
Morgan et al. In a study of five thousand families, Morgan found
that the work hours flexibility assumed by the usual model of work
choice was largely inappropriate. In particular, less than 13% of
all employed men in the Morgan survey had any power to vary number
of hours worked (except, of course, to quit). The work-leisure choice,
then, becomes not a continuum on which one trades one hour of work
for one hour of leisure, but an all-or—nothlng decision. In this
context, income guarantees would be expected to have less influence
on altering work hours.

Finally, Conlisk (1968) has argued that prior models of income
guarantees and work effort, by ignoring the dynamics of the work choice
process, have overstated the disincentive effects of income guarantees.
Conlisk first specifies a relatively standard work supply equation
in which hours worked depend on income guarantees (a negative effect),
motivation (positive), and wages (indeterminate). Motivation is in
turn related (positively) to past income. Conlisk argues here that
high past incomes accustom people to affluence and thus motivate them
to work harder in the future. Now, since increases in income guarantees
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increase overall income, they also increase motivation. Depending on
the specification of the model, an increase in income guarantees
may increase motivation sufficiently to swamp the negative work
effort as a.result of income guarantee increases.

~ Conlisk's results, it should be noted, are very sensitive to the
model specification. Fishelson (1971), for example, respecified the
motivation equation to depend on future expected income, rather than
past income. With this specification, the more conventional results
emerged: income guarantees for all except perhaps the very young
reduced work effort.

The policy implications of these results are unclear. The 5%
decrease in work effort found in the New Jersey experiment might
be considered too large by some; for others, Rea's 12% effects might
be comfortingly small. An act of social judgement is clearly required
to define acceptable limits for work effort effect.*

It should be noted that not all economists/sociologists would
defend the functional theory of inequality. Recently, sociologists
in particular, have suggested that inequality might be replaced
by a “transformation" of consciousness to motivate workers; and
that wage differentials could be replaced by planning to sort workers
(Schwartz, 1955) . Somewhatearlier,Marx, too, took issue with the
conventional argument that labor and capital each received its just
due:"They (the economists) point out that, contrary to the capitalist,
the worker benefits from a certain stability of income, which is
more or less independent of the great adventures of capital. In
just the same way, Don Quixote consoled Sancho Panza: certainly
he had to take all the blows, but he had no need to be courageous."
(Marx, The Grundrisse). Marx certainly does not see inequality as
a consequence of efficiency; rather, he maintains that "with the
division of labor in which all these contradictions are implicits=..
is given simultaneously the distribution, and indeed the unequal
distribution (both quantitative and qualitative) of labors and
its product, hence property." (Engels and Marx, German Ideology) .

It should be noted that the functional argument cuts both ways.
Severe inequality associated with a rigid class structure impedes
society's. ability to effectively use all of its resources. Bellers,
writing in the 17th century, makes the point eloqusntly: "the poor
without Employment are like rough diamonds, their worth is unknown.

*John Stuart Mill, in a discussion of poverty programs of his
time, argued,
"gince no one is responsible for having been born, no
pecuniary sacrifice is too great to be made by those
who have more than enough, for the purpose of securing

enough to all persons already in existence."
(Principles of Political Economy, Vol. 1, Book 2, Ch. 12)
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(Bellers, Proposal for Raising a College of Industry, 1665).*

In any case, no consensus has been reached at this point on the
optimal shape of the income distribution - or even the appropriate
criteria on which to judge optimality. This, of course, makes de-
fining poverty more difficult.

II.2 SOCIO-CULTURAL.DEFINITIONS OF POVERTY

In an oft-quoted exchange, F. Scott Fitzgerald is reported
to have said, "the rich are somehow different.” To which, Hemingway
rreplied, "Yes, they have more money." The exchange serves as a
metaphor for the argument between sociologists and economists,
with Hemingway cast in the unlilely role of an economist. Economists,
on the one hand, argue that income (or w=alth, or consumption) is
a reasonable proxy for poverty. Culture-of-poverty theorists, on the
other hand, maintain that economic attributes do not always correlate
well with socio-cultural poverty traits, and, moreover, that complete
reliance on economic measures biases choice of government programs
designed to reduce poverty (Caudill, 1963; Haagstrom, 1964; Marmor,
1972; Miller, 1965). Harrington, for example, argues that:

Poverty should be defined in terms of those who are
denied the minimal levels of health, housing, food,
and education that our present stage of scientific
knowledge specifies as necessary for life as it is
now lived in the United States... Poverty should
be defined psychologically in terms of those whose
place in the society is such that they are internal
exiles who, almost inevitably, develop attitudes of
defeat and pessimism and who are therefore excluded
from taking advantage of new opportunities.

(Harrington, The Other America, 1962)

*A different view is offerred by Mandeville in his oft-criti-
cized Fablc of the Bees: "The Welfare and Felicity...therefore
required that the knowledge of the Working Poor should be confined
within the Verge of their occupations...every hour poor people
spend at their Book is so much time lost to the Society... Men
who are to remain and end their Days in a Laborious, Tiresome and
Painful Station of Life, the sooner they are put upon it at first,
the more patiently they'll submit to it for ever after." (Manceville,
1705)
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This broad approach to the problem of defining poverty has been
termed, by some sociologists, "stratificational analysis." Oppor-
tunities for social mobility, self-respect, and access to political
power are merged with the more conventional economic attributes to
form a poverty definition (Miller and Roby, 1970; Elesh, 1973; Miller,
1965; Miller and Bloomberg, 1968). The underlying element here is that
the rich are different socially and psychologically from the poor in
some systematic fashion, and moreover that these differences are at
least to some extent independent of income differences. (Blum and Rossi,
1968; Coser, 1965; Herzog, 1967; Miller and Roby, 1970). This position
is, in turn, justified by reference to the "culture of poverty."

Oscar Lewis is the first and certainly most well known of
the "culture of poverty" theorists. Lewis argued that poverty was in
fact a culture--a way of life which gives social and psychological
support to the individual, while at the same time perpetuating itself
by reinforcing the poor in their poverty. Moreover, these cultural
traits, while they may have been initially produced by economic.
deprivation, acquire a life of their own, are "stable and persistent,

. passed along from generation to generation along family lines."
(Lewis, 1961). Thus, poverty is no longer definable strictly in
terms of economic attributes any more than it is remediable strictly
in those terms.

, What are these socio-cultural traits? Lewis emphasized family-
life characteristics: common-law marriages, authoritarianism, matri-
focality. At the present time, the emphasis has shifted somewhat
from family life to role in society. Lack of opportunities for
social mobility, inadequate political access and low self-respect
are the major povertv attributes offered as supplements to a defini-
tion of poverty (Miller and Riessman, 1968; Miller and Roby, 1970;
Haagstrom, 1964).

The culture of poverty thesis assumes at least some homogeneity
in socio-psychological attributes across ethnic groups; in particular
that poverty transcends ethnicity in determining certain configura-
tions of attitudes and life-styles (Gans, 1968). 1Indeed, if this as-
sumption does not hold, then the use of these traits to define poverty
is inappropriate. Empirical tests on this issue are conflicting.
Ireland, Moles, and O'Shea (1969), in a study of California welfare
recipients, found significant variation across ethnic groups in
8 attitudinal areas normally associated with the culture-of-poverty.
Unfortunately they did not test the critical question posed by the
culture of poverty literature - that is, the differences within
ethnic groups between poor and rich. Similar lack of support for
the homogeneity assumption was found by Straus (1962). Rainwater
(1968) on the other hand finds some support for this assumption.

Techniques which might be used to incorporate socio-psychologi-
cal attributes into an adminiétratively viable poverty definition
have not been suggested in the literature. Indeed, for the most
part, culture-of-poverty theorists acknowledge the impossibility of
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using these characteristics to identify the poor for the purposes of
'administering relief. Poverty definitions, however, serve a second
role--helping policy makers design and evaluate programs to help
the poor. For this function, at least, poverty definitions which
include socio-psychological traits may well be useful. For example,
in the 1960's, culture-of-poverty theorists suggested that power-
lessness in politics was an important feature of poverty. At least
to some extent this extension of the definition of poverty led tb

an extension in the War on Poverty program: "community action
agencies." Thus poverty definitions in clarifying the poverty
problem help to condition public response.

Thus definitions of poverty have changed significantly over time
both in the elements which have been incorporated in those definitions
and the liberality with which those elements have been interpreted.
Despite advances, however, significant problems exist in designing
an optimal poverty definition. In the remaining chapters of this paper
specific problems in applying economic and socio-cultural defini-
tions of poverty as well as currently used administrative definitions
are reviewed.
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ITI. Index Numbers*

"The theory of consumer behavior...is a thing of great
aesthetic beauty, a jewel set in a glass case."**

Price differences across both time and space clearly affect the
monetary :value of needs. This difficulty has been recognized for some
time, and index numbers are widely used to adjust for the effects of
price differences. In particular, index numbers are used in the mea-
surement of poverty, and form the basis of numerous anti-poverty pro-
grams. The first part of this chapter will describe the construction
and use of price indices. The second part will present some empirical
evidence on the effect of price changes on the distribution of income.
In the last section, some of the limitations of the index number
approach will be discussed. '

Price Indices

The basic postulate of consumer or welfare economics is that in-
dividuals purchase goods in order to maximize their utilities (satis-
faction) subject to the constraints imposed by their incomes and the
existing price levels. Price increases typically reduce an individual's
welfare (or satisfaction) inasmuch as such increases reduce the range
and quantity of goods available at a given income level.

The extent to which any given price change will affect an indi-
vidual's welfare depends on his tastes, or more formally, on his utili-
ty function. Suppose, for example, that you liked apples and pears
equally well. Suppose further that in 1967 apples were cheaper than
pears. In all likelihood then, you would have purchased apples and
not pears. In 1975, the price of pears falls and apple prices rise.
Given your indifference between apples and pears it is unlikely that
you will suffer significantly from the price rise in apples--you will
simply consume fewer apples and more pears. If, on the other hand,
you were a devoted apple-eater and disliked pears your welfare might
be quite reduced as a result of the price change. Thus, the welfare
effects of price changes depend both on the size of the price change
and on consumers' preferences.

Unfortunately, the relevant preferences cannot be easily discovered.
Instead, we typically make some assumption about these preferences.
Since the assumptions made are necessarily tenuous, the index numbers
which result are also limited.

*A more mathematical treatment of index numbers can be found in
Appendix C of this report.

**Kevin J. Lancaster, "A New Approach to Consumer Theory.™ Journal
of Political Economy 74 (April 1966).
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The most widely used index number is the "fixed-weight" index
used by the Department of Labor. This index (the Consumer Price
Index) which is used to measure changes in the prices of goods and
services, "...is a yardstick for revising wages, salaries and other
income payments to keep in step with rising prices; and it is an in-
dicator of the rate of inflation in the economy" (Shiskin, 1974).

The Consumer Price Index (CPI) is based upon the assumption that
people will consume the same goods in the current year that the
consumed in the base year:; hence the name "fixed-weights" index. As
demonstrated in the apple/pear example above, this assumption is not
necessarily correct. It does, however, have the advantage of opera-
tional simplicity. The index then represents a measure of the addi-
tional money needed today, in order to purchase the earlier period's
market basket. Formally, the index is computed by mechanically trans-
forming the average 1961 market basket into a 1967 basket, then
dividing the current price of this basket by the earlier price and
multiplying times 100. :

In order to construct its index, the Bureau of Labor Statistics
conducts periodic surveys to determine the consumer expenditure be-
havior of the population. These surveys are conducted at approximately
ten year intervals. The composition and pricing of the market basket
is done by using samples representative of urban wage earners and
clerical workers. The primary purpose of the surveys is to revise
the "market basket" and the expenditure weights used to determine the
Consumer Price Index. In general, the market basket weights of com-
modities are not revised between surveys.

In practice, the CPI affects the economic welfare of a 51zeable
proportion of the U.S. population. According to Shiskin (1974) the
incomes of nearly one half of the population are or soon will be pegged
to the CPI. In addition, the school lunch proaram, the poverty thresh-
old , criteria for the distribution of manpower revenue-sharing funds,
and many rental, royalty and child support agreements are now linked to
the CPI. Shiskin estimates that a 1% rise in the index would cause at
least a $1 billion increase in incomes under automatic escalators.

Indexing~-the linking of returns (wages, pensions, etc.) to an
index such as the CPI--has recently received an increasing amount of
attention, due to the accelerating inflation of the early seventies.
Fane (1974), arguing that inflation affects both the total product of
an economy and the distribution of income, favors indexing as a means
of reducing risk, and attendant costs. Whitley (1974) advocates
linking for mortgages, in order to eliminate the distortions caused
by price changes in the mortgage market. Nesbitt (1975) points out
that indexing will increase the power of large corporations and con-
glomerations, whose pricing power will be reinforced through linking.
He also notes that in some cases--such as Brazil during the last decade--
linking has weakened the relative position of labor. Sage and Trollope
(1974) examined index linking in_ 21 counties. They also concluded that
indexing improved the return to capital relative to the return to labor.
The distributive impacts of indexing depend on the extent of indexing
as well as on its form. Extensive index linking increases the impor-
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tance of the base index--such as the CPI. In short, index numbers,
despite their problems, are an important policy tool in the U.S. and
are likely to become even more important in the future.

Some Empirical Evidence on the Distribution Impacts of Price Changes

Typically, price changes affect different income groups differ-
ently. An increase in the price of food, for example, is felt strongly
by the poor, while a price increase in 20-year old wine affects primari-
ly upper income groups. The index numbers described above abstract from
this distributional problem by concentrating on price changes in some
average consumer's market basket. Yet from the perspective of this
study, distributional effects are critical. .

As observed price changes have been mostly price increases, much of
the relevant literature describes the distributive impact of inflation.
Hollister and Palmer (1967) examined the distributive impacts of in-
flation in the United States. They discussed these impacts in three
categories: (i) the expenditure effect based upon the differing ex-
penditure patterns of income groups, (ii) the income effect, based on
the different source structure of income of particular groups, and
(iii) wealth effects, based on the amounts of wealth and assets held
by particular income groups. The total effect of inflation is the
sum of these three effects. Considering the time period between 1947
and 1967, they found that the expenditure effect was lower for the
poor than for the wealthy: the most substantial price increases
during the period occurred in goods consumed primarily by upper income
groups. The negative wealth effects were negligible for the poor.
Finally, since inflation is usually accompanied by tight labor
markets (appropriate for the period considered, but not the present),
they found that the poor benefited from increased wages and salaries.
Thus, on balance, Hollister and Palmer found inflation to be benefi-
cial for the poor.

Conflicting results were found at least for the expenditure effect
by several British economists. Tipping (1970) examined British data
for the decade between 1956 and 1966. He found that the poor lost more
purchasing power through inflation than the rich because of their dif-
fering expenditure patterns. Muellbauer (1974) also concluded (on the
basis of British data for the preceeding twenty years) that inflation
had an inequalitarian bias. Again, differences in consumption patterns
were blamed. .

The British conclusion that inflation differentially hurts the
poor was also confirmed by a recent study on the U.S. by Palmer, Barth,
et al. (1974). Expenditure effects were substantial: the price in-
creases faced by the poor were estimated at 20% higher than those of
the middle income groups. The wealth and income effects were esti-
mated to be less important for the poor, because the poor hold few
assets, and because transfer incomes kept pace with the rate of in-
flation--at least for the time period considered (1967-1973).
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Budd and Seiders modeled the distributive impacts of rising prices--
abstracting from employment changes. They have estimated the pure .price,
or expenditure effects of inflation to be detrimental to the poor and
the rich, and favorable for the middle income groups. The overall mag-
nitude of the distributive impact was estimated to be rather limited,
however, only low--creeping--inflation rates were considered.

In another study, Salem and Mount (1974) also found that inflation
increased the inequaliiy in the distribution of income. P

The conclusion drawn from all of these studies appearé_%o be that,
at least in terms of the recent inflation, the poor are differentially
impacted by price increases. The loss which the poor suffer in infla-
tionary periods, therefore, will in general be understated by the C.P.I.

Some Shortcomings of the Index Number Approach

. Index numbers suffer from a number of serious limitations, some of
which have already been alluded to. A brief discussion of these limita-
tions is useful. _ :

Possibly the most important limitation of the index number approach
comes from what is termed the "aggregation problem." Index numbers
begin by observing goods consumed by different individuals, and use this
to construct a "typical" consumer, or a "typical" market basket. Dif-
ferences across individuals, to the extent that they are significant,

" reduce the viability of aggregate indices. Along these lines, Orshansky
(1952)argues,forexample,thatfarmandcityfamiliesusedifferentkindsof
goods and services, and "...that a comparison can best be made in terms
of two sets of items or budgets which, though different in content, are
equivalent in satisfaction.” This suggests one might use several price
indices, appropriate for particular subgroups of society.

A related aggregation problem arises from discriminatory price dif-
ferentials faced by the poor. Caplovitz (1967) found evidence of such
discrimination in the credit transactions of the poor in New York City.
Sturdivant and Cocanocugher (1974) also found evidence that the urban
poor in ghetto areas frequently pay prices well above the market rate.
Thus, both the market baskets and the relevant prices may vary across
individuals. -

At the present time, there is some attempt to account for these
differences across consumers. Rather than one "typical” market basket,
a2 series of hypothetical baskets have been constructed corresponding to
different administratively-defined levels of living. In addition,
beginning in 1977, the BLS will publish two CPI's: "an updated version
of the current Consumer Price Index for Urban Wage Earners and Clerical
Workers, and a broader Consumer Price Index for All Urban Households."”
(Shiskin, 1974). Thus, at least some headway has been made in over-
coming this deficiency of indices.

In addition to assuming constant tastes across individuals, index
number construction also usually assumes that tastes are constant over
time and unresponsive to price changes--the same market basket is con-
sumed in the two periods. Clearly this assumption is not true, particu-
larly for the long time periods (ten or more years) used in the C.P.I.
Although Fisher and Shell (1971) have recently demonstrated that changes
in tastes can be included in a rigorous reformulation of cost-of-living
indices, this is quite difficult and not yet current practice.
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A further problem in the use of index numbers stems from the re-
striction 6f the market basket to private goods and services. Although
welfare is certainly affected by the goods and services that may be pur-
chased by consumers, public sector goods and services also affect their
welfare.” These goods are excluded, typically because they do not have
market prices (Hicks, 1940). According to Kuznets (1948), however,
they could be valued at cost to the government. Indeed, the valuation
of public goods at cost to the government is a standard public finance
technique. Thus, two indices might be used for measuring welfare
changes: one measuring private consumption and savings, using a market
Price index as a deflator, and second -comprising public goods, using
an index of costs as a deflator.

There are further problems with limiting price indices to consump-
tion goods and services: other components of the real income or wel-
fare stream are left out. Index numbers do not measure the contribu-
tion of leisure and certainty to welfare. The exclusion of non-cash
receipts represents a similar limitation.

A related problem is created by changes in the quality of goods
over time. Is a 1975 automobile equivalent to a 1960 automobile?

Price indices, as commonly used, do not take quality changes into
account: the two automobiles are considered equivalent goods. To
overcome this limitation, hedonic price indices were developed first

by Lancaster (1966) with subsequent contributions from Griliches

(1971), Triplett (1971), Cagan (1971), Sherwin & Rosen (1974);

and Muellbauer (1974). 1In the formulation of the hedonic price indices,
goods are considered as composite bundles of qualities, with the quali-
ties being measured along vectors. Thus, an automobile is not just an
automobile but horsepower number, a size, and so on.  The implicit
price of each quality (vector) is then estimated through regression
techniques. This. technique has been widely applied to housing quality--
and the measurement of substandard housing, a topic particularly rele-
vant for poverty (Straszheim, 1974; Kain and Quigley, 1972). The
housing qhality vectors are normally divided into internal and external
characteristics, with the former describing variables such as house

and room space, number of bathrooms, and so on and the external variables
including neighborhood characteristics, police and fire protection, and
So on. Triplett (1971) criticizes the BLS price indices for inaccurate
quality adjustments, and concludes that as a result, the BLS, CPI index
sometimes understates and sometimes overstates inflation. To remedy
this, he advocates the use of the hedonic price index approach.

The CPI,as calculated by the BLS, shares many of the general index
number problems discussed above. The index does not allow for shifting
budgets, keeping expenditure weights constant despite changes in prices.
Quantity weights are revised infrequently, with the last revision being
over 10 years old. Thus, the weights used are obsolete. Finally, the
expenditure patterns of wage earners and clerical workers of selected
urban centers represent the basis for calculating the CPI. Inasmuch
as this group is not representative of the poor, it could be argued
that the CPI is not a relevant measure of change in the price levels
for the pdor.

In sum, the use of index numbers to adjust poverty thresholds in
response to price changes is of limited legitimacy.
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Iv. Adjustments for Family Size and Composition

"with every pair of hands, God provided
a mouth”

(Franklin, 1969)

>

The needs of individuals and/or families clearly depeng upon
their circumstances, as well as on the ethical Oor normative principles
of the society in general. 1In this section, one aspect of the
circumstances of an individual likely to irmpinge on his needs is
summarized: the size and structure of his family unit. In particular,
this paper is organized around three issues: To what extent should
the state adjust either its poverty or tax codes to accomodate need
differences generated by differences in family structures? To the
extent that such adjustment is judged appropriate, how does one go
about gquantifying differences in needs across families? Finally,
what difference does adjusting for family size ang composition
make in our estimates of the count or composition of the poor?

The Normative Issues

Recently, there has been some question of whether it is appro-
priate for the state to design tax and poverty programs which accommo-
date the need differences of particular family groups. The argument
against such adjustments has taken two forms. First, there has been.
increasing concern that coupling poverty payments and/or tax deductions
to family size biases farily incentives , in particular that it en-
courages the creation of larger families. Empirical evidence on this
issue has ‘been mixed (Honig, 1974; Winegarden, 1973; Baumol, 1974
Chilman 1966), and no definitive resolution is possible at present.

The second argument against making such adjustments is somewhat
more subtle and derives from some comparatively new work going on in
economics, particularly at the University of Chicago, in the area of
"human capital". 1In particular, it is argued that, to a large extent,
family configurations can be viewed as the result of a rational, deliber-
ate choice process, a choice process in which the costs and benefits
of family membership are weighed, and optimal familial relations
decided. Although this faith in the rationality of choice in the area
of interpersonal relationships has not been applied across the
board (in particular, it has never been argued that children "decide"
to be born on the basis of any calculus of choice process), the
literature argues that decisions to form marriages, as well as the deci-
sion to have children result to a significant degree from the utiiity
maximizing process conventionally used to explain a consumer's choice
between apples and oranges (Becker, 1974; Michael and Lazear, 1971).

23




The relationship between this model of household behavior and the
appropriateness of adjusting poverty budgets for family size and
composition is important. To the extent that one believes that the
decision to marry or to have children is the result of deliberate
choice, the argument that the government should compensate for addi-—
tional expenditures associated with this choice is somewhat attenuated.
An analogy with the more usual consumer choice process may be useful:
If we have two individuals with equal incomes, and one decides to
spend his or her income on a television set, and the other decides to
use his or her income for food, the government by and large feels
itself under no constraint to provide additional funds to the °
former individual to compensate for deficiencies in his or her food
budget. The covernment feels no such obligation because it views the
television set purchase as a choice of the individual. In a similar
way, one might argue that the government is not responsible for
compensating a poor couple who decide to have children rather than to
eat (Becker, 1960).* 1In short, adjustments in poverty allowances
"or tax bills for family size and composition are considered inappropriate;
the extension is a Plausible, though as we will see, not a necessary
corollary to the household choice model.

The somewhat "hard-line" position summarized above has been
attacked on two basic grounds. First, the strong assumption of
rationality in decisions of marriage and children has been challenged.
This opposition has appeared for the most part in the form of
pParody (Blinder, 1974); but there have been some 'substantive pieces
as well, particularly challenges to the view that procreation
results from rational choice (Chilman, 1966; Campbell, 1968). Ethical,
or humanistic, objections to extensions of the rational choice model
have also appeared. To some extent at least, poverty budgets which
ignore family size on the basis of a rational choice model sanction a
visit of the sins on the father of the child;** the consequences of
bad decisions made by parents are experienced by the children, who,
after all, were not party to any rational deliberation which might

*There are some economists who would argue that the government
should make some accomodation for the differences in individual tastes
caricatured by the children versus food example given above. Samuel-
son, for example, in a discussion of optimal redistribution, argues
that "equality of money income where there is diversity of tastes
involves the equality of nothing important."” (Samuelson, Foundations).
This issue is discussed further under Chapter 1II.

**The persuasiveness of this argument depends, at least to some
extent, on the degree to which poverty aid actually benefits children.
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have originally occurred (Burns, 1968; Moynihan testimony ("Case for a
Family Allowance"), 1967; Tobin, 1967; Bressler, 1974). This latter,
ethical position dominates the poverty literature at the Present time;
although for pragmatic reasons administrative poverty definitions have
not always made family size or type adjustments (Council of Economic
Advisors, 1964).

Determining Appropriate Adjustments

The consensus view is, therefore, that poverty budgets should be
keyed, at least to some extent, to family size and composition. Deter-
mining the nature and size of needed adjustments, however, is no easy
matter. First, the particular attributes of family structure which
Create need differences must be identified. Family size is the first
and most obvious candidate attribute: everyone would agree that needs
increase with family size. Indeed, all of the state welfare depart-
ments, as well as the federal income tax system, allow adjustments
for family size. Age, both of children and of the head of the
household, also appears to be an important determinant of need,
although this distinction is recognized only within very broad
terms by both the federal tax system and state welfare agencies.
Other family characteristics which emerge as potential candidates
for tax or poverty line adjustors include employment status of the
head of household, mother's employment status (child care needed),
residence, and so on (David, 1959; Morgan and smith, 1970; Jerome,
1964). .

Once the relevant attributes have been identified, it remains to
determine the size of the adjustment which should be made for particu-
lar attributes. The basic problem here, and one that has occupied
economists and policy-makers since Engel's seminal work in the
nineteenth century, is to quantify equivalent living scales for
families of different types.

The simplest technique available to adjust budget requirements
for differences in family sizes is simple linear expansion: each indi-
vidual is assumed to have equal "needs" -- needs which are inde- -
pendent of either his own characteristics or the characteristics
of the family unit to which he belongs. Thus, a four-person family
is assumed to "need" twice the income of a two-person family. Standard
deductions per dependent used in the federal income tax schedules are
an application of this linear expansion technique. Similarly,
children's allowances used in many non-U.S. industrialized nations
provide . fixed-sum payments per child--regardless of age, size, or
ptior'family composition* (Burns, 1968; Madison, 1964; Vadakin, 1968).

*In Canada, allowances are payable for every child under the age

of 16 who is a resident of Canada, registers for payments, and is a
dependent. Virtually all children are covered (Madison, 1968).
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The linear expansion technique, as embodied in the tax code and
most children's allowance programs, assumes that needs are constant
across individuals; only the number of people and not the type of people
is relevant to budget requirements. Empirically, however, it has been
determined that needs do vary with individual characteristics, particu-
larly with age and sex (U.S.D.A., 1955; Stotz, 1960; Murray, 1960).
For example, Prais and Houthakker estimated that, if one assumes an
adult male requires an expenditure of one unit on meat, then an
adult female incurs an expenditure of .7 units, a teenage male .55
units, and a child (age 5-9 years) .35 units (Prais and Houthakker,
1971). Older people, and particularly retired workers, appear to have
smaller needs than the middle aged.

Prais, in the early 1950's, proposed a scaling technique which
would account for both the variability of needs by person-type, and
the variability of consumption patterns across income groups. Separate
consumption functions* were estimated for eight age-sex individual
types and seven categories of foodstuffs, using data from a 1937-38
British working-class survey. Thus, scaling factors were produced
for different individual types, and could be used to calculate the
effect of adding an additional person with given characteristics
to a household (Prais, 1953). A similar technique was used by Prais
and Houthakker in 1971. Prais' results, it should be noted, are
similar to the calorie requirements developed by the National Research
Council (Morgan and Smith, 1970).

Two criticisms can be made of the Prais technlque flrst, since it
is based entirely on actual expenditure date, it is not clear that
the consumption figures generated reflect need (Rein, 1965). More-
over the Prais technique may not adequately take account of economies
to scale;** and, while the old adage that "two can live cheaper than
one” is no doubt .an expression of romantic optimism, the empirical
evidence does indicate real savings from shared expenses. In short,
some economies of scale do seem to exist in consumption.

The Orshansky formula,*** currently used by the federal govern-
ment, attempts to deal with both of these factors. Food needs used
to determine poverty thresholds were derived by “"costing-out” nutri-
tional requirements suggested by the National Research Council: dif-
ferences in needs by age and sex, therefore, reflected at least to
some extent real differences in needs. The economies to scale issue
were also addressed, albeit more indirectly. Three times the food

*p consumption function is simply an equation.which relates
dollars spent on consumption to income (other variables such as wealth
are also included at times).

**By economies of scale is meant the decrease in average expendi-
tures necessary to maintain a given standard of living as family size
increases. Typically, we expect such economies since some consumption
goods are shared without additional costs across family members (i.e.,
television sets, automobiles).

L £ 2§
Discusdgd at more length in Chapter II.
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requirement was used as a total needs estimate, except in the case of
families with one or two persons; here a larger multiple was used. The
implicit assumption in this formula is that economies to scale disappear
with the addition of a fourth family member. Exhibit 2 presents the low
income criteria for families of different sizes and types used by the
federal government.
of the equivalency matrix in Exhibit 3 in whlbh a non-farm famlly of
four is treated as the base or "typical case." =

There have been a number of papers, particularly in the last
twenty years, which advocate a somewhat more systematic, rigorous

treatment of the

These income standards were derived on. the bases

"economies to scale" problem. Perhaps the most

significant paper written on this issue was that of Friedman (1952).
A "standard" family was first identified, and the relationship
between consumption and income for this particular family type
Data on the consumption and income of families

was estimated.

with different attributes were then tompared to the standard family;
equivalency values were determined by allowing the consumption-
income ratio found in the standard family to prevail in the alternate
family types.

Family adjustment technlques currently used by the Bureau of
Labor Statistics, as well as the Iso-Prop Index proposed by Watts
(1967), are similar to the Friedman method. A brief discussion of the
mechanics of the procedure used by Bureau of Labor Statistics may help
to clarify at least the broad outlines of this approach.

Exhibit 2

Weighted average of poverty and low-income criterial for families
of different composition by household size, sex of head, and

farm or nonfarm residence, March 1967

Number of family

Weighted average if incomes at poverty level

Weighted avcrage of incomes at low-income leve)

mensers

Nonfarm Farm Nonfarm Farm

Male Pemale Male Female Male Female Male

Total head head Total head head Total head head Total head
WTDEL  tiiiiiiiieaan. $1,635 | $1,710 | $2,595| s1,145 ] $1,180 | S1,110 $1,985 ) $2,080 | $1,930 [ $1,390 | §1,440 | s1,340
43 under age 65 .... 1,685 1,760 1,625 1,195 1,230 1,140 2,045 2,140 1,975 1,450 1,495 1,380
'ead aged 65 or over . 1,565 1,580 1,560 1,095 1,105 1,090 1,890 1,925 1,880 1,330 1,350 1,215
ab 2T + T 2,115 2,130 2,055 1,475 1,480 1,4c0 2,835 2,875 2,735 1,990 2,000 1,€70
el ounder age 65 ... . 2,1e5 2,200 2,105 1,535 1,546 1,465 2,935 2.970 2,790 2,075 2,080 1,245
~¢ad a5ed 63 or over . 1,970 1,975 1,955 1,380 1,380 1,370 2,665 2,675 2,615 1,870 1.875 1,835
2,600 2,610 2,515 1,815 1,820 1,725 3,425 3,440 3,336 2,400 2,400 2,225
3,335 3,335 3,320 2,345 2,345 2,320 4,345 4,355 4,255 3,060 3,060 3,000
3,330 3,930 3,895 2,755 2,755 2,715 5,080 5,085 4,970 3,565 3,568 3,560
4,410 4,410 4,335 3,090 3,090 3,075 5,700 5,710 5,600 3,995 4,000 3,925
5,430 5,440 5,310 3,790 3,795 3.760 6,945 6,960 6,780 4,850 4,850 4,815

Pquired income in 1569 accordin

g to Social Security Administration .

‘erfty or low-incorme index for a family of a given size and composition.

£oly antum criteria we ighted ¢
TALatiGn of total units
s of Currere Population Sur
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oyether in accordance with percentage
by number of related children and vex of Lead,
vey, March, 1967

For detajiled description of the Social Security
Administration measures of poverty and low income

and their rationale, see the* gocial security Bulletin®
for January 1965 (pages 5-11)-and July 1955 (pages 3-10).

.




CURRENT POVERTY MEASURE EQUIVALENCY MATRIX

Exhibit 3

—

Number of Related Children Under 18 Years 0ld

Size of Family Unit None 1 2 3 4 5 6 or
more
NONFARM
Male Head
1 person (unrelated individual):
Under 65 years 53
65 years and over 48
2 persons:
Head under 65 years 67 74
Head 65 years and over 60 74
3 persons 77 80 84
4 persons 102 104 100 105
5 persons 123 125 121 118 120
6 persons 141 142 139 136 132 134
7 persons or more 178 179 176 173 169 163 161
Female Head
1 persons (unrelated
- individual):
Under 65 years 49
65 years and over 47
2 persons:
Head under 65 years 61 67
Head 65 years and over 59 67
3 persons 75 71 79
4 persons 98 102 101 100
5 persons 118 121 121 120 116
6 persons 137 140 139 138 133 129
7 persons or more 172 175 174 173 168 165 157
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CURRENT POVERTY MEASURE EQUIVALENCY MATRIX (CON.)

Number of Related Children Under 18 Years 0ld

Size of Family Unit None 1 2 3 4. 5 6 or

- more
FARM
Male Head
1 person (unrelated
individual):
Under 65 years 45
65 years and over 41
2 persons:
Head under 65 years 57 63
Head 65 years and over 51 63
3 persons ' 66 68 72
4 persons 87 88 85 89
5 persons 105 106 103 100 102
6 persons 120 120 118 115 112 114
7 persons or more 151 153 150 147 144 138 137
Female Head
1 person (unrelated
individual): _
Under 65 years 42
65 Years and over 40
2 persons: .
Head under 65 years 52 57
Head 65 years and over 50 57
3 persons 64 61 67
4 persons 83 86 86 85
S persons 100 103 103 102 98
6 persons -7 117 119 118 117 113 110
7 persons or more 147 149 148 147 143 140 133
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Early consumption studies 3 1la Engel suggested that the percent- .
age of income .a family would spend on a particular group of goods
would change as the family's income level changes. For some goods-~
termed necessities--the percentage declined as income level increased.*
In general, then, if we had two equivalent families with different
incomes, the percentages which they would spend on given items would
differ; for necessities (such as food), the higher income family
would, in general, spend a smaller percentage of its budget:. The
Bureau's "equivalent income" technique assumes that families which
spend equal proportions of their income on food have attained equal
levels of living. Suppose, for example, that an average family of
four with an income of $10,000 spends 25 percent of this income on
food. An equivalent level of living for a family of five is determined
by identifying that income level at which this family also spends ’
25 percent of its income on food. In the figure below, Income-Consump~
tion curves ("Engel's-curves") are plotted for the two family types
mentioned above. The diagonal line represents a constant income share
for food. If point A is identified as the poverty level for a four-
person family, then B is the equivalent five-person level. The ratio
of B to A is known as the scaling index.

Exhibit 4
Constant share for food
Engel's curve for
S-person family
i
S, i
Cons dgtlon I Engel's curve for
expenditure 4-person family
1 |
! !
i |
i '
! t
! |
i ]
' 1
' ’
2 L
A B Income

*Formally, necessities are defined as goods with income elasticities
of less than 1: a 10% increase in 1ncome increases quantity demanded of

the good by less than 10%.
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The Bureau makes two additional assumptions in constructing its
equivalency levels. It assumes the income elasticity for food expendi-
tures is constant over family types and equal to .5. Finally, the
Bureau assumes a log-linear relationship between average expenditure
for food by family type and the product of that family's income and
its propensity to consume food. The average propensity to consume
food is then calculated for each family class considered. Families
are stratified by size, age of family head and age of the oldest child.
Average propensities to consume food for families with different aged
heads (same family size and type) are plotted and smoothed graphically.
Smoothed results are then replotted for different family types within
same family size group and again smoothed. Finally, values for seven
age groups are smoothed and combined into three age classes. The re-
sulting 1974 B.L.S. equivalency standards by family type are given in
Exhibit 5. Although the equivalency standards' are relatively easy to
use, they suffer from the arbitrariness of the assumptions and the am-
biguity of the "smoothing" process.

The Watts Iso-Prop Index is quite similar to the B.L.S. index;
here too equivalency in living standards is equated with equivalency
in the’proportion of income consumed. Watts, however, differentiates
his index by geographic region and urban-rural designation, as well
as by family type. Moreover, scales are factored into independent
components (Watts, 1967).

There are several problems with the B.L.S.-Watts technique. In
particular, equal income elasticities for all family types in the
set of Engel curves on a given commodity are assumed: this is
equivalent to assuming that all families undertake an equal pPercentage
change in food consumption for a given percentage change in income.
Other evidence in consumer economics Suggests that this is untrue;
and indeed Watts, among others, is uneasy with this assumption. Further-
more, the B.L.S.-Watts results are very sensitive to the commodity chosen
as an index. Percentage of income spent on food has been used in the
past; however, one might argue that proportion of income spent on housing
(another necessity) is as good a measure of well-being as percentage
spent on food. Unfortunately, the derived scaling index differs de-
pending on whether we use food, housing, or, indeed, some third commodity
(Watts, 1967; Morgan and Smith, 1970).

The major empirical work strongly supports the hypothesis that con-
sumption needs increase with family size at a decreasing rate (Friedman,
1952; Bureau of Labor Statistics, 1960 and 1968; USDA, 1955; Watts,
1967), although random articles have appeared which deny this particular
family size--consumption relation (Forsyth, 1960). The effect of age on
consumption expenditures is less clear: Due found age uncorrelated with
consumption (Friedman, 1952); the USDA found age significant (1955‘; as
did watts (at least for the head of household) and the Bureau of Labor
Statistics.

The Effect of fémily Size and Composition Adjustments on Measures of

Povettx

What effect does correcting for family size and composition differ-
eénces have on measures of poverty? The question is far from €rivial:
in particular, unless adjustments alter the estimates of either the
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Exhibit 5
Revised Equivalence Scale1 for Urban Families of Different Size, Age, and 'Composu;
(4-person family~husband, age 35 to 54, wife, 2 children, older 6 to 15 = 100)

Age of Head o

] 2 Under i 65 or -
Size and Type -0f Family ' 35 35-54 55-64 over
One person 35 36 32 28
3 o
Two persons: average 47 59 59 52
Husband and wife 49 60 59 51
One parent and child 40 57 - 60 58
; ) 3

62 81 86 77

Three persons: average

Husband, wife, child under 6 62 69 _— —_
Husband, wife, child 6-15 62 82 88 81
Husband, wife, child 16-17 - 914 88 -
Husband, wife, child 18 and over _— 82 85 77
One parent, 2 children 67 - 76 82 75
3
Four persons: average 74 99 109 91
Husband, wife, 2 children, (older under 6) 72 80 —_ _
Husband, wife, 2 children, (older 6-15) 77 100 105 95
Husband, wife, 2 children, (older 16-~17) - 113 125 —
Husband, wife, 2 children, (older 18 or over) —_— 96 110 89
One parent, 3 children : 88 96 — -
3
Five persons: average 94 118 124 _
Husband, wife, 3 children, (oldest under 6) : 87 97 - - |
Husband, wife, 3 children, (oldest 6~15) 96 116 120 -
Husband, wife, 3 children, (oldest 16-17) -— 128 138 -
Husband, wife, 3 children, (oldest 18 or over) - 119 124 -
One parent, 4 children 108 117 —_ _—
3

Six persons or more: average 111 138 143 -
Husband, wife, 4 children or more, (oldest under 6) 101 — —_ —
Husband, wife, 4 children or more, (oldest 6-15) 110 132 140 -
Husband, wife, 4 children or more, (oldest 16-17) -_— .146 _ _—
Husband, wife, 4 children or more, (oldest 18 or over) -— 149 - _—
One parent, 5 children or more 125 137 _ -

1 The scale values shown here are the percentages of the cost of goods and services for
family consumption of the base family (4 persons—husband, age 35-54, 2 children, older
child 6-15 years) required to provide the same level of living for urban families of dif-

ferent size, age, and composition.
2 Husband-wife and one-parent families with their own children (including adopted and
stepchildren) present, but with no other persons living with the family,

3 Scale values for individual family types weighted by the number of families of each type
in the universe. The averages includes same types for which values were not. shown separately
because of the smal]. nunber of such families in the sample.

4 Revised. .

SOURCE: Derived from BLS Survey of Consumer Expenditures, 1960-61.
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aggregate number of the poor, or the attributes of the poor, there is
little point in undertaking the somewhat elaborate adjustment proce-
dure outlined above.

Indeed the undifferentiated poverty line first offered by the
Council on Economic Advisors (CEA) in 1964 was justified precisely
on this pragmatic basis: the CEA argued that, while adjustments
for family size would be technically correct, "the analysis. of the
source of poverty and of the programs needed to cope with it would
remain substantially unchanged.” (Council of Economic Advisors,
1964) .

The Council's assertion d4id not go unchallenged. Indeed, in
its next report (1965), the Council itself rejected this position.
In particular, the Council found that adoption of the Social
Security Administration's variable poverty line, while leaving
the aggregate count of the poor unchanged, did in fact alter
the composition of the identified poor. There are fewer elderly
families, and more large families; the number of children estimated
to be in poverty in 1962 rose by one-third (Council of Economic
Advisors, 1965). Similar results were found by Friedman (1965)
and by Miller (1964).

Bressler (1974) provides the most recent and comprehensive
estimates of the effects of family size adjustments on the income
distribution, and the poverty population. Bressler begins with
family income data, by size of family, reported in the Current
Population Reports. Income data, for each family size, is then
adjusted by applying a scaling factor derived from the Orshansky
estimates of the relative needs of families of different sizes. For
example, a family of 4 has 1.5 the needs of a family of 2. Thus,

a family of two earning $1,000 is "standardized" to a family of four
earning $1,500.

Usual measures of inequality and poverty are then derived, for
the period 1947-1971, using this adjusted data. Family size
adjustments increase the degree of inequality identified* since family
size and income are negatively correlated. Adjusted data, however,
indicate a greater trend toward equality in the post-war period
than do unadjusted data. The share of income of the lowest quintile
of the population--a second measure of poverty--is also reduced by
adjustments. Finally, if Fuch's definition of poverty--the number
of families falling below % the median income--is used, the results
in terms of trends are ambiguous: adjustments increase estimates
of the size of the poverty population if made in 1949 and decrease
those estimates if done in 1971.

Finally, family size adjustments affect not only the aggregate
count of the poor, but the revealed composition of the poverty group.
Adjustments increase the number of large families identified as
poor; this, in turn, reduces the number of aged, and increases
the number of non-whites couvnted as poor. Thus such adjustments
carry with them significant policy implications. '

* =
Inequality is measured using the Gini index (See Appendix B).
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V. Regional Cost of Living Differences as a Function of Public Sector
Differences '

It is well documented that the cost of living varies across regions
thus affecting our assessment of differentials in needs across areas of
the country.” The Bureau of Labor Statistics verifies this monthly with
its regional surveys of the cost of living. What is less well documented
is the extent to which regional cost-of-living differences are due to
differentials in the provision of government services. The role of
government in the provision of services has grown tremendously in the
past twenty years. The share of government in the national product
rose from 13.0 percent in 1948 to 24.2 percent in 1972. Furthermore,
there is some evidence (though not substantiated) that differences in
government services, particularly in the area of public welfare, have
encouraged Americans to migrate from one state to another. '

The Bureau of Labor Statistics, in its sample budgets, has made
some attempt to account for these differences in its estimates of trans-
portation costs. People who live in cities which have extensive public
transport systems are allocated smaller transportation budgets than
those people in areas with limited public transportation. B.L.S., on
the other hand, does not make extensive corrections for variations in
the public provision of medical care or many other public services
across regions. _

In developing a comprehensive measure of poverty, consideration of
regional differences in the provision of public services is particularly
important because government services play a major role in the economic
well-being of this country's poor. Clearly two families earning the
same income are not equally well-off if one receives free medical
care through state medical assistance while the other does not.

Health care finance is only one of several public services that affect
the economic welfare of the poor. In this paper, we will also consider
public assistance, housing, transportation and education. These are
the areas on which the literature is primarily focused.

In spite of the importance of including public sector differences
in a measure of the cost of living, there is a dearth of literature
addressing this subject directly. This is undoubtedly due to the diffi-
culty of constructing such a measure, together with the relative un-
importance of government services prior to 1940. What exists, on the
one hand, is a vast body of literature on regional, state, and
urban-rural comparisons in the provision of various public services;
and, on the other hand, a theoretical, economic literature on the
public good and economies of scale in city services.

This paper will first present a review of research findings
on geographical variation in public service provision, by type of
service. It will become apparent that some public services, such as
health care and public assistance, lend themselves more readily than
others to the measurement of regional dollar differences. However,

X
-
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there are serious problems in incorporating almost any public sefvice
into a measure of regional poverty status. Discussion of specific
services will be followed by a review of the theoretical economic
literature which examines: (a) the problems of determining a market
price for the public good, and (b) the economies of scale in city
services. %

Geographical Differences in the Provision of Public Services ~i

Most of the literature on geographical public sector differences
falls into two categories. One group is concerned with the problems
of rural poverty, or urban pboverty, or poverty in a particular region,
such as the South. Although some comparisons are made among geographical
areas, the focus is usually on a particular area; hence we must extra-
polate from these studies, to a certain extent, to form an overview
of geographical differences. The second group of literature is concerned
with the provision and quality of specific government services. Some-
times, but not always; geographical comparisons are made. Hence,
again some extrapolation is necessary to gain an overview.

In general, we found that rural areas were the most seriously dis-
advantaged in terms of availability, quality, and access to government
services. )

In the first place, rural poverty is less visible than urban poverty
and therefore the rural poor are less likely to benefit from federal
programs. Clawson found that only one-fourth of the rural poor
received .direct aid from the government in terms of loans, hot lunch
programs, welfare benefits, and other federal services. When the rural
poor migrated to urban areas, they would band together, and, through
their numbers, could exert more influence (Clawson, 1967). The rela-
tive prominence of the public media in urban areas has also led to
greater recognition of the problems of poverty groups (Hill, 1966).

Government services in rural areas suffer from an eroded tax base
due to out migration and the disappearance of the community as an
effective institution. As the Presidential Advisory Commission observed:

In the past the rural community performed the
services needed by farmers and other rural people....
Larger towns and cities have taken over many of the
economic and social functions of the villages and
small towns.

The changes in rural America have rendered obsolete
many of the political boundaries to villages and
counties. Thus, these units operate on too small

a scale to be practicable....In consequence the public
services in the typical poor rural community are
grossly inadequate in number, magnitude, and

quality. Local government is no longer able to

Cope with local needs.

(N.A.C.R.P., 1967)
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In sum, there is much evidence that the quantity and quality of
.education, vocational training, housing, welfare programs, health
care, cultural activities, and antipoverty programs are inferior
in rural areas. Additionally, due to lack of Public transportation,
access to services is poor (U.S. DOL, 1966; Presidential Advisory
Commission on Rural Poverty, 1967).

Urban areas, on the other hand, have more abundant and access-~
ible public services, but their quality is nevertheless often
very poor.

A prime example is housing. The problem in rural areas is
that there aré not enough public housing and housing subsidies. .
 In urban areas, public housing is more readily. available, however,
the quality of life in an inner city housing project is degraded
by multiple urban sociological problems. ’

Public Assistance

Public assistance is provided by three Programs:

1) Aaid to Families with Dependent Children (AFDC) which
serves families having only one househqld head.

2) Supplemental Security Income Program (SSI) which
serves the aged, blind, and disabled; and

3) General Assistance, which serves low income persons
between age 21 and 65.

To demonstrate the variance in payment levels for AFDC recipients,
Exhibit 6 depicts the largest amount paid to a'family of four, as well
as the amount calculated as needed. ‘The range runs from $53 in Puerto
Rico to $403 in Wisconsin. Payment' levels are typically lowest in the
South. 1In a 1971 study of urban-rural contrasts in public welfare,
Mugge and Eppley -found that non-metropolitan counties paid smaller
average monthly payments to AFDC recipients than did the metropolitan
counties. (See Exhibit 7.) The highest payments were made to white
families in the inner cities, the smallest to farm families in rural
areas (Mugge and Eppley, 1971). It is also apparer.t from the map that
payments were highest in the far West, North Central and Northeast
regions; and lowest in the South.
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Exhibit 6*

AID TO FAMILIES WITH DEPENDENT CHILDREN: FULL MONTHLY STANDARD FOR BASIC NEEDS FOR A FAMILY
CONSISTING OF FOUR RECIPIENTS AND LARGEST AMOUNT THAT CAN BE PAID TO SUCH FAMILY, BY STATE,

JULY 1974 v
fu .
sum't):no L&’gsg DOLLARS
PAID o 100 200 300 R 500
WISCONSIN sas8 s403 Ll T T T T T IR |
ALASKA 490 Il L2l T T TN bty
MICHIGAN 400 ol O 2 T I TN e
HAWAI 2 39 399 A s III) Ll
NEW YORK 2 3m 392 L. S Sttt ittt e
MINNESOTA 3/ 370 370 a0
VERMONT «00 350 et e e e Iﬂ
NEW JERSEY 756 156 e S I ATV
PENNSYLVANIA 349 349 Ll 7 ” A
NEW HAMPSMIRE 48 ool ettt aidodd 0 O
OREGON 385 ol Catattata ot & o )’4-
WASHINGTON 38 ol ottt e L O )a
CONNECTICUT I/ 332 2 A7 I ;‘III )74
KANSAS 43 32 e /III T
SOUTH DAKQTA 328 328 'III II’J{I’I‘ < A
NORTH DAKOTA Y 315 3 T TSI
CALIFORNIA 347 LU T P D S A
RHODE 1SLAND 2 3mn k1)1 7 AA A Illlﬂ'lll ~
VIRGINIA 346 m "7 ’ P
MASSACHUSETTES 4/ 304 - 304 DI T TNl
1DANO N 3¢ 298 I I T I I
1owa 36 Y T P TP I s
ILLINOIS 288 ot ettt mfattata et
NEBRASKA Y 280 c I T I P IIII
DISTRICT OF COLUMBIA 349 e III)""I/ PN
MONTANA 5/ - 278 Ll T T T ity
UTAH 58 L LR~ P PP T
COLORADO &/ P23 sl atantonts ottt v
INDIANA 363 250 AL
OKLAHOMA 26 28 ot ottt o
DELAWARE 2 287 © 20 i RN
WYOMING 260 n Ll LA
MARYLAND 318 28 A
WEST VIRGINIA 270 mn s A
NEW MEXICO 239 206 A A
NEVADA 329 20t oA
oHIO 389 201 777
ARIZONA 282
NORTH CAROLINA 184
MISSOURt 22 337
KENTUCKY 234
MAINE M43
VIRGIN ISLANDS 166
GEORGIA 27
FLORIDA 23
TEXAS 187
TENNESSEE 27
ARKANSAS 275
ALABAMA 225
LouSIaNA 203
SOUTH CAROLINA 217
MISSISSIPPY 277
PUERTO RiCO’ 32
FULL STMDARD‘_"'—_—-‘
KEY: A O RN
L LARGEST AMOUNT PAID—— AMOUNT SHORT — |
OF STANDARD
v mum‘mwmvmmsr (1118 LIVING DY ITSELE (N RENTED QUARTERS; (2) NEEOS AN -

AMOUNT FOR RENT THAT 1S AT LEAST AS LARGE AS THE MAXMUM AMOUNT ALLOWED BY TNE STATE SOR s
1700 AND (T) MAS MO INCOMT DTHER TN ATSISTANCE.

& WCLUOES AN E3TIMATED AVERAGE POR RENT. -

A WCAVOES RECURRTNT PPECIAL L Lo N .

& EXTLUORS GaaNY FOR TPECIAL NEEOS. THIS GAANT WAS WICLUOKD 1 THE OATA PUBLISNED FO8 ANY 1973,

& ALLOWANCS sOn SUMBEE R MO Trl: W TER ALLOWANCE ONER, b e e

*Source: U.s. Department of Health, Education, and Welfare; aid to
Families with Dependent <hildren: Standards for Basic Needs, July 197¢




Exhibit 7

AID TO FAMILIES WITH DEPENDENT CHILDREN:
AVERAGE ASSISTANCE PAYMENT PER RECIPIENT. BY COUNTY,
FEBRUARY 1968

el - SRS -NCES Ne. 304
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SSI, a federally administered, state supplemented program for
adult recipients, also varies widely among states. This is because
most states supplement the flat grant that the federal government pro-
vides with their own grants. The federal government pays $46 per
month to all SSI recipients; and, in the case of recipients who were
receiving assistance prior to SSI, the states are required to supple-
ment that amount with whatever amount is necessary to bring payments
up to their December 1973 grant levels. 1In addition, states may opt
to supplement the $146 grant for new recipients. As a result, the
lowest amount paid an adult recipient is $146 per month. Thirteen
states pay this amount, seven of which are in the South. The other 6
are in the Central and South Central regions.

Mugge and Eppley found similar rural-urban patterns of assistance
for adult recipients as they had for AFDC. Once again, metropolitan
areas provided higher.payments and generally better social services
than did non-metropolitan areas.

Many states also provide public assistance to persons between
the ages 21 and 65 who are not eligible for federal assistance.
Exhibit 8 demonstrates the variance in General Assistance expendi-
tures. Total money payments for 1972 ranged from $18,000 in Alabama
to $188,413,000 in -New York.

Health Care

The Bureau of Labor Statistics does not make extensive allow-
ances for variance in the public provision of medical care across
areas. However, Medicaid, the principle health insurance plan
for the poor, does not provide equal benefits across states. In
the first place, while all states must provide Medicaid to AFDC
recipients, eligibility for the AFDC program varies, as shown in the
Previous discussion on public assistance. There is also some variance
in state treatment of the "medically needy"” individuals whose incomes
are deemed too high to receive public assistance, but low enough to
receive free medical care. Currently, only twenty-eight states offer
Medicaid to these individuals. 1In addition, some states extend
Medicaid eligibility to persons whose incomes are above the medically
needy levels but whose medical expenses are particularly high. This
is known as the Spend-down Provision. States also vary in the scope
of benefits covered: a core of nine basic services is required, but
the amount, duration, and scope of all services vary by state. Exhibit
9 provides an indication of the extent to which coverage varies
by state. : )

Davis (1974) found that the ratio of Medicaid recipients to poor
persons was 1.03 in the Northeast and 1.16 in the West, indicating
that most of the poor, and many of the near poor were receiving
benefits. 1In contrast, she found that only a third of poor persons
were receiving Medicaid in the South. Per person payments ranged

from $536 in the Northeast to $95-in the. South. (See Exhibit 10.)
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Exhibit 8

' CALENDAR YEAR 1972

i . General Assistance
Expenditures for Assistance to Csses, by Type of Payment v

(Amounts {n Thousands)

. ' - I::::d:‘:;i,::;::: Vendor Paywents for Medical Care
State Paywents for Money Payments
Medical Care Amount Percent of Total

TOTAL............ $838,218 $741,026 $97,192 11.6
18 18 - -
3,549 256 3,292 92.8
2,524 2,524 —— [,
Arkansss.......... eececsa teeecsscae 68 68 ——— -
Californta....coeuvennn...... 48,718 48,718 .- © e
Colorado......... 4,248 4,375 373 7.9
17,144 14,293 2,851 16.6
..... 1,983 1,983 .o ———

District of Columbia...... 4,718 ’ 4,718 - -
Florida 2/....ccveveenrvncnnnnan. 2,904 2,904 . ——— .-
Goorgh........................... 946 946 —— .-
Gusm, .., 70 69 2 2.9
‘Hawatf.. 12,759 12,759 - ’ -
Illinots...c..... 83,297 58,526 4,71 29.7
Tova 2f...ocauannn... tevaveccana 1,812 1,812 .- vem
Eansas.....unnnneneiiianannnnn. 6,832 6,832 — =
Louisiana....... .. 6,075 5,493 582 9.6
Maipe...... ecee 3,680 2,890 790 21.5
Marylend.....coveeeennnn.... veseee 16,341 16,341 - - —aa
Messachusetts 2f................. 52,314 37,963 14,351 27.4
Michigan. . couencencenennnnnnennens 72,308 69,013 3,295 4.6
Minnesote........cuea...... .o 9,709 9,709 - ———
Misetiseippi.... .. 258 258 —— ———
Missourd...... 10,739 10,739 - ———
Montans.......eucemnen.... ceccesan 5,164 642 4,522 87.6
Nev Hazpshfre........eecvvenun.... 1,174 1,174 -—- ———
Rev Jersey....convncennunnnnnnnn.. 22,516 18,032 2/%.488 19.9
New Mexico..... cecccercican coscans 34 ' - 34 - . .—-
188,413 188,413 : ——- —
1,844 662 1,182 64,1
190 129 61 3.1
Ohf0..cvinerannn.. eeesectscennsanen 70,731 47,852 22,879 - 32,3

- Oklahoms. ... courrnnnnnnnnennnnnnn 387 87 —— - |

Oregon........ . 3,819 1,806 2,013 52,7
Peansylvanie.. . 133,522 133,522 - -
Bhode Island... cecsctrascene 8,986 6,576 2,411 26.8
South Carolfna.............. ceoees 248 133 113 46.4
South Dakota.....oeeeeeuenen.n.... . 1,654 .17 1,481 9.5
Tennessee. cccueernennnnnnnnnna. 633 633 —e’ —
Texas 2f........... evecsscnevsna - 3,312 3,312 —— -
Utah. o cteeiriiinieecnenrnannnans 1,044 1,036 8 .8
Virgin Islands............. csea 183 . 183 - e
h3s <3 U, 8,118 7,740 a8 A7
Weshington........ eveescnacctcrenne 4,321 4,321 .- ——
Vest Virginia.............. 513 512 1 .2
17,068 10,452 6,616 38.8
831 97 734 88.3

'Y Fxcludes Idaho, Indiana, Keotucky, Nebraeks, Nevada, Puerto nco. and Vermont; data not aveilable.
v Estimated,

Source: DHEW, Funds, by Source, Expended for Public Assistance Pay-
ments and For Administration, Services, and Training, Calen-
dar Year Ended December 31, 1972, July 1973.
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Exhibit 9
£fedicaid Paymrents ner Recipient and per Poaor Pzrsna, and Raiios of Recipients to Poor, by Age 2nd State, 1570
- Ciuldren, under ege 21 Adults, age 21-63 Adults, aze 83 and over
 Medicaid ~ Ratio of Afedicaid Medicaid Raiio of PMedicaid Medicaid Ratin of Meodicaid
payments recipients  paymerts payments recipients  payments payments  recipients  pcymerts
. per child 10 poor per puor per adult 1o poor per poor per aged 3 fo poor per pcor
Reglon and state recipient children child recipient agulis adult recipient aged oged
— »
"Usitcd States $125 0.55 £59 2403 0.61 $250 $ 527 - 0.69 s 353
Northeast 132 1.24 163 &0 1.31 530 999 0.67 €67
saine - 109 0.418 - 52 321 0.46 147 341 0.32 110
New Hampshire 98 0.46 45 471 0.37 174 150 0.52 78
yeomont 201 0.8 160 351 0.60 215 601 Q.72 435
Massachusetts . . . Iy - . - N .
Rhode island 134 0.72 97 : 354 1.02 352 633 1.20 825
Connexticut 143 1.04 155 4 0.53. 359 1,803 0.51 918
New York 133 1.68 2] 450 1.72 773 1,049 1.02 1,075
New Jersey 153 0.70 © 108 215 0.63 134 1,942 0.22 433
‘ Pennsylvania 117 0.97 113 K. $.23 412 615 0.38 253
North Central 137 0.49 67 : 525 0.41 216 760 .0.40 279
Ohio : . 103 0.40 41 435 0.356 156 629 0.29 185
Indiana 89 0.26 23 417 0.22 93 376 0.21 72
Hiinois 159 0.70 111 558 0.50 2719 546 0.34 185
Michigaz 122 0.51 - 62 513 0.62 356 1,260 0.47 593
Wisconsin 237 0.66 158 848 0.47 395 1,054 0.62 €55
Minnesoia © 143 - 0.72 103 607 0.40 243 1,04 0.55 513
-Jowa - 103 0.43 44 319 0.32 10t 227 0.32 73
Missouri 80 0.33 26 331 0.33 110 296 0.55 16t
North Dakota 142 0.20 2 537 0.22 127 923 0.40 357
South Dakota 114 0.14 17 44D 0.14 62 690 0.28 195
Nebraska 120 0.3¢ 38 . 452 0.31 154 382 0.39 150
Kansas 129 0.51 66 493 c.45 226 413 0.36 170
South 108 0.20 21 3459 0.23 ™ 33 0.53 178
Dolawzre - 64 0.81 52 343 0.48 165 151 0.28 42
Maryland 118 0.73 86 75 0.83 313 464 0.68 316
District of Columbia 17% 1.10 189 442 0.72 n7 431 0.67 291
Virginia ' 93 0.20 19 374 0.18 69 250 0.22 69
T West Virginia . 87 0.38 33 183 . 0.3% n 135 0.19 25
North Carolina . . . . . .. . . . .
South Carclina 65 0.09 . 6 325 © 0.19 60 475 0.33 120
Georgia 87 0.26 - 23 447 - 0.31 139 ’ 416 0.71 25
Florida 68 0.20 13 192 0.25 43 351 0.43 150
Kentucky 76 0.38 29 262 0.37 6 231 0.63 158
Tennessee 66 0.16 10 222 0.17 37 185 0.32 53
Alatama 97 . 0.10 10 446 0.1t 48 1 0.49 253.
Mississippt . 43 0.11 5 254 0.07 20 131 0.49 £§9
- Arkansas 56 0.06 4 179 0.10 17 68 0.19 13
Louisiana 112 0.08. 9 260 0.18 46 245 0.94 230
Oklzhoma 201 0.37 15 402 0.43 174 553 0.64 372
“Texas 218 0.08 17 738 0.09 69 326 0.66 213
West 122 0.96 117 339 1.29 500 350 1.97 650
Montzna 127 0.28 as 451 0.2 118 669 0.31 207
1daho <0 0.26 23 435 0.3 126 829 0.26 217
Wyoming 75 0.18 13 308 0.18 56 2713 0.24 67
Colorado 91 0.40 36 340 0.55 186 328 1.34 410
New Merico 97 0.26 25 352 0.2% 103 214 0.37 101
Arizona . » . ‘e v S N N .
Ulsh 120 0.27 52 329 0.73 230 316 0.50 186
Neveds 119 0.47 55 558 0.34 190 794 0.55 44
Washington 9 0.70 - 69 n7 1.13 359 T48 = 0.67 452
- Oregon 99 0.38 as 283 0.47 133 298 0.31 92
Calfoenin 126 1.3 162 359 1.713 672 R 2] I RS V) 1,637
Hawsii  {v+] 0.92 92 319 1.0 2 1,152 0.55 1,113
Al a . S 8 . . > > .. N

4l (Davis, 1974)




Exhibit 10

Reimbursement per person served, selected services, by geo-
graphical region, 1968 '

All services Inpatient hos- Physician Extended care
pital services ~services facility services
United States $670.08 - $§ 872.75 - $198.18 | $817.05° -
Nartheast 703.75 1,048.36 209.37 . 911.55
Narth central 672.13 ' 858.16 178.01 798.0k4
South 594 .88 692.71 192.91 701.8%
West 678.36 . 963.13 213.83 838.69
Ratio, West to  1.140 1.390 1.108 1.195
South

Source: U,S., Department of Health,Education, and Welfare, Social Security
Administration, Office of Research and Statistics, Medicare 1968: Section 1,

Summary, 1973.
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In general, the rural poor receive less benefits than persons
in urban areas. Few rural children receive Medicaid because they
typically have unemployed or underemployed fathers, rendering their
families ineligible for AFDC related assistance. The aged received
twice as many benefits in urban as in rural areas (Davis, 1974).

But much of the inferiority of rural health care is due to non-
monetary barriers to medical care. Access to medical care:is hindered
in rural areas by lack of effective information dissemination channels,
poor transportation, and scarcity of medical services, cau$ing rural
residents to receive a dlsproportlonately small share of Medicaid
benefits. Exhibits 11 and 12 provide support for this thesis.

Medicare, the health insurance plan for the aged, was designed
to provide uniform costs and benefits across the country. However,
as Davis suggests, benefit disparities exist due to differences in
costs and availability of medical resources. Variations in medical
care costs suggest inequities in Medicare uniform premium assessment.
Persons in low medical-resource, low medical cost areas are doubly
penalized; they lack access to adequate medical service, and they must
. subsidize cost of medical services in high-cost areas. Medicare
provider reimbursement procedures also penalize low-cost low
resource areas (Davis, 1973). Furthermore, areas with low prices
for medical services tend to attract fewer physicians. Medicare,
while making reimbursements on the basis of prevailing charges,
tends. to perpetuate this situation. 1In addition, rural Medicare
recipients face the same access and availability problem - as do
rural Medicaid recipients.

The Neighborhood Health Center Programs and the Maternal
and Child Health Program represent national efforts to overcome non-
financial barriers to health services. However, commitment to these
programs has been limited (Davis, 1974),

Housing

Government agencies provide housing in a variety of ways and
under a variety of programs. Depending on personal circumstances
and geographical location, low income people may receive housing
assistance through one of several rent subsidy programs: housing
loan programs including loans to meet market rates as well as sub-
sidized low interest loans, publlc housing programs, and public
assistance cash grants to meet a variety of special housing-related
needs. For purposes of brevity, we will confine this summary to
two of the most important forms of government housing services:
public housing and housing loans and subsidies.

Public housing is housing that it owned and constructed by the
federal government, and rented to low income people at below market
rates. Government housing subsidies come in many forms, such as
loans and interest credits, and are designed to enable low income
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Exhibit 11

Mean Expenditure for All Personal Health Services Per Low
Income Person by Source of Payment by Age, by Residence 1970

5+Oﬁ>r MEAN EXPENDITURES

MEDICAID AND OTHER FREE CARE

PERCENT OF EXPENDITURES PAID BY
MEDICAID OR FREE CARE ' ,

AGE SMSA, OTHER RURAL SMSA, OTHER | RURAL SMSA, OTHER RURAL
CENTRAL CITY URBAN CENTRAL CITY | URBAN CENTRAL CITY | URBAN
LOW INCOME 1/ |
BIRTH TO i7 siol $124 $46 $76 § 58 $5 75.2 % 46.8 % | 109 %
4
18-64 360 352 28| 158 83 52 439 236 32.9
65 AND OVER 446 329 407 54 38 27 12.1 .6 6.6
Source:

1953~1970

October 1973.

Y

Ronald vbQQNwm:, et al., Expenditures for Personal Health Services:

National Trends‘’and Variations,

Low Income defined as family income below $6,000

+ U.S. Department of Health, Education, and Welfare,

Health Resources Administration,




Exhibit 12

Urban—Rurall/ Differences in Physician Supply, 1962
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I
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RORAL OTHER
0 50 100 150 200

ACTIVE NON-FEDERAL M.D.'S PER 100,000 POPULATION

l-/Counties within standard metropolitan statistical areas, as defined by the
Bureau of the Budget, are here classified as greater metropolitan (if they
are part of a SMSA of 1 million or more population) or lesser metropolitan
¢(SMSA population of 50,000 to 1 million). Adjacent counties are counties
that are not themselves metropolitan but are contiguous to metropolitan
counties. All other counties are classified as isolated; semirural counties
contain an incorporated place of 2,500 or more population, rural counties do

not.

Source: Health Manpower Source Book, Sectioﬁ 18, U.S. Department of Health,
Education, and Welfare. Public Health Service, Washington, D.C.
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people to own their own homes at lowered cost. 1In examining geographic
differences in government provision of public housing and subsidies, it
is immediately apparent that while everywhere the poor are inadequately
‘supplied with government housing services, rural areas suffer the most.
In the first'place, the Farmers Home Administration (FmHA), which is
the principal federal agency serving rural areas, does not provide
public housing--only subsidies. Public Housing is administered by the
Department of Housing and Urban Development (DHUD). While DHUD is per-
mitted to serve rural areas, the focus of its public housing program is
definitely urban.

In order to assess regional differences in housing costs, insofar
as they are a function of public sector differences, we must examine
first the price that people pay for housing while receiving government
housing services across regions; and second, the availability of
housing services. Furthermore, these must be analyzed in the context
of general non-public housing costs and conditions.

Public Housing. Rent levels for public housing are based on
family income and are determined by the local housing authority.
Information on geographic trends in rent levels is not readily
available. However, due to the passage of the Brooke Amendment,*
public rents may not exceed 25% of the tenant's income. Since this is
25% of a tenant's adjusted income, tenants of public housing often
only pay 20% of their net income after adjustments are made for family
size and income disregards. Ahlbrandt and others (1973) used 1970
census data to demonstrate the extent to which people spend more
than twenty-five percent of their income on housing. This study
was done before the Brooke Amendment was passed, and includes both
public and non-public housing tenants, Their analysis revealed that
80.4 percent of low income families (under $5000) living in central
cities spent more than twenty-five percent on rent, (see Exhibit 13),
compared to 78.8 percent for all low income families. These figures
tell us that four-fifths of low income Americans spend at least
twenty-five percent of their income on rent. Unfortunately these
figures do not enable us to discern urban-rural differences in spendlng.

An examination of the availability of public housing reveals
that public housing is clearly an urban focused program. The Rural
Housing Alliance and the Housing Assistance Council (1973) found that
the distribution of public housing is closely related to the density
of the population and the metropolitan status of the county. While
the most urban counties contain 65% of the nation's population, they
have 75% of the public housing. The more densely populated, non-

*Actually there were three "Brooke Amendments"; here we tefér to
Brooke I, December 1969 which is an amendement to the Housing and
Urban Development Act of 1969.
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Exhibit 13

RENTERS PAYING 25 PERCENT OF THEIR INCOME TOWARD RENT

Sourck: United States Department of Commerce, Bureau of th: Census, 1960 Census of Housing and 1970 Census of

Housivg. Volwne I and Velume .
T 1960 1970
Percent of
Standard
Percent of Percent of Metropolitan Percent of
Uhnited United' Statistical Central
States States Areas Cities
Income ) . Total Total Total Total
Less than $2000 556 38.6 358 38.7
$2000-52999 18.9 16.7 16.4 174
$3000-S3999 13.1 13.5 13.7 14.1
$4000-54999 N . 6.8 10.0 10.6 10.2
$5000-$5999 3.0 7.6 8.4 7.5
$6000-56999 . ' 54 6.0 49
$7000-59999 8 6.4 7.3 5.5
$10,000-S11.999 2 1.6 1.9 1.4
$15,000-524,999 . —_ 3 3 3
$25,000 and above —
Number of renter households (in thousands) )
Total United States 20227 22,334 17.433 11.032
Paying 25 percent or more of income toward rent 7.317 9.204 7,277 4,777
Percent of total United States 36.2 41.2 41.7 43.3
Renter households paying in excess of 25 percent )
of income toward rent
Percent living in units with 1.0] or more persons . ’
per room — 76 1.5 7.9
Percent living in units lacking some or all plumbing :
facilities _ 7.0 4.7 49

{Ahlbrandt, et al., 1973)
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metropolitan counties, which contain 4% of the population, have less
than 3% of the public housing. These urban-rural differentials
were not found..to be a function of need, since, on the average, the
percentage of families living in substandard housing was higher for
counties withouwt public housing (Alhbrandt et al., 1972).

Bird et al. (1972) found that while housing areas served by the
FmHA improved about as much as in more urbanized areas, the FmHA
areas contained a dlsproportlonately high percentage of ‘sub-standard

housing.

Government Housing Loans. For the most part, government housing
loans to low income people are provided at standard interest rates,
hence there is no geographical variation in cost to the recipient.
However, the average amounts of loans per target share of household
do vary significantly across states. In an analysis of the Section 502
‘homeownership loan program of the Farmers Home Administration, Rucker
(1974) ranked states according to the share of their target house-
holds that were being served. See graph below.

Exhibit 14

Share of Target Rouseholds Served by FmHA
Section 502 Loans During Six Years, FY'68 - PY'7)

, ==608-~

458~
. u. §.
. Average
-=308~~ {21%)
--15‘-—
s -~
s R
—- Ovem .
Idaho Miss, Nebr. Vet. Ark. Utah Maine $.C. Otln . Ariz. La. Ohio Minn. Cal. Conn. Mev. Mont. Penn. Mass. Alas.
Ten States with Highest Relative Program Lovels - Ten Statas with Lowest Relative Program Levels

3 ‘ (Rucker, 19749
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One reason for the wide disparities in provision of loans is that
FmHA allows states considerable leeway in opérating their loan
programs (Rucker, 1974, p.ii). Secondly, FmHA was initially in-
tended to serve farmers and has had difficulty meeting the needs of non-
farm areas, as the program was expanded.

In addition to federal housing programs, many states have
programs to provide housing assistance to low income families. These
include rent supplements, leased housing and public housing censtruc-
tion. State housing finance agencies are generally found in states
with at least one major city. They can increase the supply of
housing available at reasonable cost to low income households. Since
state programs are much more available in urban states, urban-rural
housing differences are often exacerbated.

Transportation

Public transportation tends to be a more important mode of
travel for the low income person that it is for the rest of the popula-
tion (U.S. DOT, 1972; 1974). Furthermore, the availability of public
transportation varies significantly between urgan and rural areas.
Hence, the inclusion of transportation costs in measuring regional dif-
ferences in the cost of living is very important.

As noted previously, the Bureau of Labor Statistics accounts for
regional variation in public transportation in its monthly family
budgets. For their low-level budget, they calculate the cost of auto-
mobile ownership which then becomes the transportation component of
the non-metropolitan cost-of-living. The average costs of automobile
owners and nonowners in the lower budget were weighted by the following
proportions of families: Boston, Chicago, New York and Philadelphia,
50 percent for automobile owners, 35 percent for nonowners; nonmetro-
politan areas, 100 percent for automobile owners. The intermediate
budget proportions are: Boston, New York, Chicago, and Philadelphia,
80 percent for owners, 20 percent for nonowners; Baltimore, Cleveland,
Detroit, Los Angeles, Pittsburgh, San Francisco, St. Louis, and
wWashington, D.C. with population or 1.4 million or more in 1960, 95
percent for automobile owners and 5 percent for nonowners; all other
areas, 100 percent for automobile owners. The higher budget weight
is 100 percent for automobile owners-in all areas. (Autumn 1974, Urban

Family Budgets)

In assessing the value of public transportation to the poor,
however, it is important to note the benefits of access to the poor.
- Access to frequent public transportation service can allow the
poor to take advantage of many special programs as well as to open
up job opportunities which would otherwise be inaccessible. The
current spatial distribution of job opportunities and residential con-
centration of the poor have made-it difficult for public transporta-
tion to meet the needs of the poor. Job opportunities, while still
available in the central cities, have increasingly moved to the
suburbs, while residential concentrations of the poor are located
in either the central cities or dispersed through rural areas. Since
current public transportation systems are geared to suburban-to city
work trips, they do not always provide adequate mobility for the poor
who depend on them most. Gurin (1974) has suggested that suitable
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opportunities for the poor are often located in dispersed locations
which are relatively inaccessible by public transportation, thus
necessitating provision of more flexible public transportation or
subsidizing an automobile for the poor. Reverse commuter experi-
ments in the 1960's which provided public transportation to carry low
income city residents to suburban jobs have been estimated to
provide benefits of between $3 and $30 per week in Xiditional income
for each rider (U.S. DOT, 1972). A study of a program to provide
free bus service in a rural area indicated that benefits in

reduced transportation costs and additional program participation
amounted to more than $20 per month. These studies all indicate

that public transportation designed to meet the mobility needs of the
poor can effectively increase their income and can permit them to
make trips which would otherwise be foregone. The effect of the

lack of public transportation is most apparent in rural areas where
surveys have shown that the poor make 15 percent of the trips that
the average American makes (Burkhardt, 1969).

Although the lack of mobility is most obvious in rural areas,
questions have been also raised about the benefits of public trans-
portation in urban areas for the poor. The basic issue is whether
low income people are served less well than the more affluent. However,
in a preliminary study in Atlanta, Dajani and Egan (1974) found that
benefits from the proposed transit system were greater in areas where

family incomes were lower.

Energy and Fuel

Although they are generally provided through the private sector,
energy and fuel are considered in this paper because the price and
availability is governed to a great extent by public action and
regulation. Since the energy crisis of 1973, many programs to conserve
energy have focused on increased prices and taxes to encourage conser-
vation. The effects of both energy prices and availability vary
according to both household income and the region of the country.

Low income families are differentially affected by energy price
and availability according to the region in which they live. 1In
cold regions, low income families are at a disadvantage compared
with higher income families in the same region and with families
in 'warmer regions (Federal Energy Administration, 1974). In regions
such as the Northeast, which depend on imported oil, poor families
are most heavily impacted by public actions such as quotas on imported
oil, politically motivated oil embargos by exporting nations, and
taxes and price increases which are intended to minimize the use of

energy.
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Education

Public education is uniformly available to poor persons through-
out the United States; however, quality education is not. . wWhile
the literature indicates that rural areas tend to have the poorest
education, large education differentials occur across states,*
within states, and within districts. As Guthrie points out: "poor
neighborhoods have poor schools and good education in Americais a
prerogative of the middle and upper classes."” A number of recent
judicial decisions* have given legal support to this contention,
resulting in a widespread call for school finance reform across the
country. Presently a host of alternative plans for school finance
reform are being considered by several states,** however, it is
unlikely that these will result in any dramatic changes in educational
inequality in the near future.

The quality of education can be evaluated in a number of ways.
Per pupil expenditures, teacher's salaries, teacher-pupil ratios,
and student achievement are some of the more prominent indicators
of educational quality. The U.S. National Advisory Commission on Rural
Poverty (1967) found that rural schools are consistently inferior to
suburban and urban schools: :

Rural adults and youth are the product of an educa-
tional system that has historically short-changed
rural people. The extent to which rural people have
been denied equality of educational opportunity is
evident from both the products of the educational
system and the resources that go into the system.

On both counts, the quality of rural education ranks
low.

Rural students drop out sooner, and, in 1960, about half as
many went to college as urban students. The quality of the teachers,
the buildings, the facilities, the curricula, and the educational
programs were classified as low compared to urban schools (National
Advisory Commission on Rural Poverty, 1967).

*Rodriquez vs. San Antonio, Federal Suppl., U.S. District
Court of Western Texas, December 23, 1971; Serrano Vvs. Priest, L.A.
29820, Superior Court No. 938254, cited in Harv. E4. Review, Nov.
1971, 41, 503.

«*The most prominent of these alternatives is "District Power
Equalizing” developed by J. E. Coons, W.H. Clune, and S.D. Sugarman
in Private Wealth and Public Education, Cambridge, 1970. A summary
of District Power Equalizing and other school finance reform alterna-
tives that have been adopted or are presently being considered by
state governments is contained in R.D. Reischauer and R.W. Hartman,
Reforming School Finance, The Brookings Institution, Washington,D.C. 1973.
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selected Characteristics of Education

Bxhibit 15

by Degree of Rurality of States, United States

Current Educational Expenditures

Per pupil, in As percentage Percentage Average

Percentage

of total average daily of total per- of total salary of

population attendance, sonal income, for trans- classroom

rural, 1960 1964 1963-64 portation, teachers,
. 1961-62 1964-65
v 2/ 3 3y 4/

Percent Dollars Percent Percent pollars

North Dakota 64.8 424 4.2 9.0 4,800
Mississippi 62.3 273 4.1 8.2 4,103
West Virginia 61.8 327 3.8 5.7 4,590
vermont 61.5 522 4.0 5.8 5,362
South Dakota 60.7 444 4.5 4.7 4,475
North Carolina 60.5 322 3.9 3.4 5,022
south Carolina 58.8 284 4.0 5.6 4,500
Arkansas 57.2 317 4.1 7.1 4,200
Kentucky 55.5 324 3.3 6.1 4,700
Idaho 52.5 341 3.9 7.1 5,100
Montana 49.8 570 4.7 7.3 5,600
Maine 48.7 371 3.6 6.8 5,200
Tennessee 47.7 300 3.6 5.5 4,850
Iowa 47.0 464 4.2 5.6 5,747
Nebraska 45.7 407 3.4 3.3 4,893
Alabama 45.2 277 3.9 4.5 4,700
Georgia 44.7 330 3.7 6.3 5,050
virginia 44.4 380 3.5 4.5 5,450
‘| wyoming 43.2 554 . 5.3 6.2 5,975
New Hampshire 41.7 440 3.3 5.9 5,435
Kansas 39.0 487 4.1 4.5 5,587
Minnesota 37.8 534 4.4 6.1 6,463
Oregon * 37.8 569 4.7 4.5 6,420
Indiana 37.6 490 3.9 5.5 6,530
Oklahoma 37.1 366 3.9 4.7 5,160
wWisconsin 36.2 543 3.7 5.8 6,125
Louisiana 36.1 418 4.7 6.9 5,175
Delawave . 34.4 539 3.3 4.1 6,800
New Mexico 34.1 475 5.5 5.8 6,200
Missouri 33.4 449 3.1 5.3 5,660
washington 31.9 534 - 4.5 4.2 6,400
Nevada 29.6 543 3.4 3.0 6,530
Pennsylvania 28.4 479 3.4 3.9 6,150
Maryland 27.3 508 3.3 4.2 6,727
Ohio 26.6 465 3.6 3.8 6,025
Michigan 26.6 510 4.0 3.8 6,700
Colorado 26.3 470 4.1 3.5 6,025
Florida 26.1 412 3.5 2.7 6,140
Arizona 25.5 478 4.5 2.4 6,700
utah 25.1 407 5.0 2.7 5,945
Texas 25.0 396 3.9 2.7 5,465
| connecticut 21.7 600 3.4 3.6 6,975
Illinois 19.3 551 3.1 3.5 6,809
Massachusetts 16.4 528 3.0 3.2 6,950
New York 14.6 790 3.9 3.3 7,800
california 13.6 565 3.8 2.2 7,900
Rhode Island 13.6 514 3.2 3.2 6,251
New Jersey 11.4 607 3.5 3.0 6,698
nited States 30.1 484 3.7 3.9 6,220

|£:E:E:Q: (::

1960 Census ‘of Population
U.S. Bureau of the Census,
National Education Association,
v.S. Office of Education, Diges

Statistical Abstract of the United States, 1965,
Rankings of the States, 1965. -

t of Educational statistics, 1965.

DOA, 1966
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Exhibit 16

Revenues by Source and Type of District

All Study States*

1968-1969
In Dollars
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spelaware, North Carolina, Washington, California, Michigan, New York,
Colorado, New Hampshire. (Hawaii excluded.)
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Exhibit 17

Bstimated Expenditure per Pupil
Attendance in Public Elementary and Secondary
pay Schools, by State:

in Average Daily
1972-73

Expenditure per pupil

State . Total j{Current Capital| Interest on
outlay school debt
1 z 3 4 5

UNITED STATES $1,182 | 1,026 $113 $33
Alabama. ..cccovooncnc 630 590 76 14
Alaska.....ecevcaesns 1,961 1,473 395 93
ArizZONAB..ceeeeeosesssf 14291 1,038 228 25
Arkansas. 731 651 58 22
California......c.c--e 1,129 1,000 92 37
Colorado....ceeesense 1,138 955 152 31
Connecticut....... 1,385 1,241 89 35
Delaware. . ....ccoooe- 1,575 1,162 349 64
pistrict of Columbia. 1,628 1,327 299 -
Plorida....cccoceveen 1,030 885 124 2)
Georgil...cccecncevce 895 782 79 34
Hawaii...oocoeocvooce 1,240 1,065 177 8
JdahO...cccavenscassns 868 772 79 17
J11inois....cccvnneee 1,394 1,235 118 41
Indiana. ...cocceccccs 1,100 855 204 41
JOWA. . ccaencssosocens 1,238 1,055 157 26
KaNSAS,..cesseesssese 1,025 969 42 14
KentuckY....cconcevee 788 707 S3 28
Louisiana........cce- 1,002 897 79 26
MAaine...c.oveccsscces 952 840 86 26
Maryland.....cceccene 1,065 365 43
Massachusetts.... 1,080 104 40
Michigan......... 1,271 135 55
Minnesota............{ 1,387 1,179 154 54
Mississippi...cccceee 761 689 53 9
Migsouri.....ccce0ec- 831 99 24
Montana. . (1) 1) )
Nebraska, 953 95 26
Nevada......ceo- 976 165 58
New Hampshire........| 1,073 913 129 31
New Jersey, ..........| 1,476 | 1,294 133 [T}
New MexicCO....c.coce0 1,105 984 102 9
New YOrK,...cceoeneee 1,808 1,584 162 62
North Carolina....... 880 802 65 . 13
North Dakota......... 956 855 81 20
OhiO,..cocvsccccccccs 1,038 946 67 25
Oklahoma.....ccovvace 778 704 64 10
Oregon, ....coeeeees=e 1,262 1,155 84 23
pennsylvania.........| 1,427 1,177 160 90
Rhode Island......... 1,232 1,113 88 33
south Carolina....... 847 751 77 19
South Dakota......... 900 817 7 12
Tenncssee, . ..oeacsn . 811 730 50 31
TOXAB, . oveceonvoamene 943 7178 125 40
Utah, ....cceaacccncnse 843 739 87 1?7
Vermont . ...ceoecoceee 1,360 1,307 20 33
virginia...... ..] 1,082 920 130 32
washington..........- 1,118 953 128 38
West Virginia........ 826 749 68 9
Wisconsin............| 1,241 1,134 68 39
Wyoming.....cececeee= 0 1,193 1,059 117 17
OUTLYING AREAS:

American Samoa.....-.- 719 653 66 -
‘Canal ZonC..... .. (23] ) (R3] 1)
GUAM. e s oo vassassscses 1,047 856" 191 . -
Pucrto RiCO..cccecoenr 483 453 30 -
virgin Jelands.......| 1,433 1,433 Yy h)

‘Data not available.
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However, no such obvious measure exists for public services. Some
of the difficulties of measuring the value of public services are
due to the fact that many of them are public goods. Public goods,
by definition, have two properties: (1) the good does not get
"used up" as it is consumed, hence there is no consumer competition
for the good and a market price cannot be easily assigned; and (2)
individuals or*groups cannot be easily excluded from consuming the
good, making it impossible to charge individually for its use.
National defense is an example of a pure public good; it does not
diminish as more people immigrate to this country and receive its
benefits, and no one living in this country can be excluded from
having it. A roadway is an example of a quasi-public good because
its utility to users does not diminish automatically as more people
use it; however, eventually it does diminish when crowding occurs.
_ Because many government services are public goods, and also
because many government services are meant to be shared by all,
the user fees charged by government rarely reflect all costs.
For example, the cost to the consumer of a public service, such
as water supply, may reflect the full cest to the municipality
of providing the services, but such prices fail to include the
subsidy that arises from Federal tax exemption on municipal bonds
_ (David, 1975). On the demand side, Aaron & McGuire (1970) have
shown that assessing the.impact of public goods on the distribu-
tion of income requires that an assumption be made regarding the
utility functions for public goods of individuals in the various
income brackets. Under different, equally plausible assumptions,
individuals in the top bracket were found either to pay net taxes
of $10,000 or to receive a net transfer of $8000.

In ptactice, the Bureau of Labor Statistics family budgets account
for variation in only one publicly-provided good: transportation.
For their low income budgets, they use the cost of a substitute ‘
form of transport, the automobile; and assume that the cost of
transport (i.e., the cost of owning and operating a car) is propor-
tional to the extent of the municipality's public transportation
system. The basis for their procedures is not made explicit.

To arrive at more refined statistics assessing the contribution of
public services to individual welfare, economists have suggested
the estimation of a demand curve from individual expenditures or
from survey data. David (1975) and others invoke the theory of
collective choice to derive demand curves for the median voter
from actual municipal expenditures. .

In a study of outdoor recreation, Clawson and Knetch (1966) -
determine tre economic value of a public park by taking the area
under a demand curve which, in turn, is inferred from users' expendi-
tures of dollars, time and travel. Simply multiplying the number
of users by the fee charged by private parks will produce mis-
leading results, for the price of private parks is affected by
the existence of public parks, and, more importantly, the number
of users of public parks would drop precipitously if a charge were
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imposed for their use. Furthermore, the direct interview method,
which has been also suggested, requires skillful interviewing to
avoid biases. The results of this costly method are difficult to
compare with data collected elsewhere. :

Nevertheless, numerous studies of public services, particularly
service programs, have relied upon interview data. Morrison et al.
(1974) assessed federal programs in aid of the rural poor qﬁalita—
tively in terms of their goals. The output of programs designed for
the poor is especially difficult to quantify, especially since
the "Median voter", so central to the theory of collective choice,
is not included among the users of the service.

The only explicit attempt to include public services in a cost
of living index was made by pavid (1975). The discussion below
follows his paper. The true cost of living is the dollar cost of
maintaining a fixed level of utility; this is opposed to a price
index, which measures changes in the cost of a fixed bundle of
goods. David identifies the conceptual problems involved and
offers two possible methods for including the public sector in a
measure of the cost of living. The first method involves concep-
tualizing and then quantifying units of public output. The second,
more complex method, involves determining quality change, estimating
production functions to arrive at meaningful cost functions, and then
clarifying the role of jurisdiction in providing prices' for hetero-
geneous bundles of public goods.

Attempts to identify output units and value them in terms of
quality characteristics have proved most successful in cases where
there are few externalities, where basic service units can be defined
and quantified, and where relatively few quality dimensions exist.
Refuse collection can be defined as containers of refuse collected
per year, while important quality dimensions such as collection
frequency, location and nature can be introduced to "adjust" the
basic service output units (Hirsch, 1973). Mohring (1972) offers
a precise theory concerning the relationship between congestion
and the utility of transport services. Hirsch (1973) :shows how
regression analysis can be employed to measure the value of deterrence
services such as police protection. Each service must be separately
analyzed, for even in the "arts” category of recreation we find the
capital-intensive visual arts having entirely different characteris-
tics from the labor-intensive performing arts.

Borcherding and Deacon (1972) accounted for quality variations
by assuming the quality of labor in the services to be directly
proportional to the quality of labor in manufacturing. The Inter-
Agency Task Force on Measuring Federal Government Productivity (1973)
found that greater expenditures do not necessarily mean higher quality
or greater quantity. The derivation of production functions for
publicly-provided goods is complicated by the existence of economies
of scale. Hansen (1964, 1970, 1971) claims that cities as a whole
are most efficient in the intermediate size ranges. Hirsch (1972)
finds that the labor-intensive services (which account for most
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of expenditures) have constant returns to scale, while the capital
intensive utilities are subject to increasing returns. This
creates a serious difficulty since the production of government
services takes. place in a variety of market areas. School districts
have one local market area; sewage treatment services another, while
some services,: such as hospitals may lack a clearly defined market
area or clientele.

.Urban areas commonly contain many independent municipalities,
each usually economically homogeneous and providing a different
mix and level of public services. Ellickson (1970 and 1971) and
Bish (1971) point out that individuals ought to have this choice
and that allocative efficiency demands many choices. Redistribution
can be achieved by a tax authority embracing the entire metropolitan
area. Thompson (1965) on the other hand feels that economies of ’
scale could be achieved if the entire metropolitan area were consolidated.

David invokes the theory of revealed preference to estimate the ‘
parameters of the consumer's utility function. These can be derived
if we assume consumers are in equilibrium with respect to both public
and private consumption. This was the approach of Bergstrom and
Goodman (1973). Data on budget shares for median voters at the
state and local level are available from the Survey of Consumer
. Expend;tures, but all the problems of measurements of outputs des-
cribed above remain. :

Finally, David proposes a direct measure of the cost-of-living
including government. He would select individuals who state that
they are as equally well-off this year as last year and who are
satisfied with the extent of government. If individuals in this
equilibrium group had a higher income this year than last year,

‘then the cost-of-living including government can be said to have
risen. A numerical index can be constructed using the ratio of
median incomes in the present and preceding years. Surveys of this
kind were found by Muller (1963) to be feasible and acqurate.

Summary

It is clear from the literature that there is a great deal of
regional variation in the provision of public services, particu-
larly those services utilized by the poor. Furthermore, these
variations do have differential effects on the economic well-being
of the poor. Hence we conclude that any comprehensive measure
of poverty should include regional public sector differences.
Unfortunately, as the literature also indicates, very few attempts .
have been made to address this problem directly. On the theoretical.
side, David (1975) has proposed a general method for including public
services in a cost of living index. On the practical side however,
no one has attempted to measure geographical differences directly
and in a comprehensive fashion. .In any case, it is clear that
persons living in rural areas receive relatively fewer benefits from
the public segtor, and that persons living in southern rural areas
receive the fewest.
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vI. Regional Cost-of-Living pifferences as a Function of Private

sector Differences

There are felatively large differences across regions and between
rural and urban areas in the income levels of the resident populations.
From the perspective of this study, there are several questions con-

. cerning these income differentials that are of interest: First, where
are the major concentrations of poverty populations located? Secondly,

_to what extent are income differences offset by parallel differences

- across areas in the cost of living? and, finally, to the extent that

income differentials persist despite adjustments for cost-of-living

differences, what factors cause these differences? Migration, inasmuch

as it has been traditionally viewed as a mechanism for smoothing-out
income differences across areas will be considered separately in sec-

tion 4 of this chapter.

vVi.l. Regional Income pifferentials

The distribution of poverty populations across the four major
Census regions is provided in Exhibit 18. As jndicated in that chart,
the South has a disproportionate concentration of poverty, while the
Northeast is relatively well-off. The patterns indicated in Exhibit 18,
however, have been shifting somewhat over time. In particular, while

_the southern states have been among the nation's poorest since the
‘1920's, the gap petween North and South diminished somewhat during

the 1960's. Southern states with large metropolitan areas in particu-
lar have improved their relative positions. The extent to which this
trend will continue is unclear.

The four region—classification'presented in Exhibit 18 is quite
aggregated,andlnasks a substantial amount of intraregional income
disparity. Morrill and Wohlenberg (1971), in ‘developing a typology
of poverty areas, disaggregated the Census regions substantially.

In particular, seven regions were distinguished; these are presented
pelow in approximately declining order in terms of the severity of

poverty:
- The Agricultural South

- The Small Appalachian Coalfields
- The Inland Hills and Mountains (East and West South

Central U.S.) -
- The Agricultural Interior (North Central U.S.)
- The Urban South
- The Metropolitan North (Northeast U.S.)
- The Non-metropolitan Periphery (West U.S.).

Even a cursory glance at the Morrill-Wohlenberg classification points
out the problems in relying exclusively on the four-region Census
break-down. The agricultural South, for example, is the most severely
impoyerished on the Morrill-Wohlenberg'list; the urban South, however,
does reasonably well. The Census figures of Exhibit 18 miss this dis-

tinction.
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Exhibit 18

Families with Incomes Below Poverty Level, 1970

Total

Percent of
all families

Mean family
income (dollars)

Mean income
deficit (§)

Percent
receiving
public
assistance
income

Mean size
of family

U.S. Northeast North Central South West
5,462,216 935,906 1,171,102 2,581,333 773,875
10.7 7.6 - 8.3 16.2 8.9
1,935 1,895 1,866 1,996 1,886
1,542 1,528 1,462 1,575 1,570
21.5 25.9 18.6 20.3 24.3
3.88 3.70 3.69 4.05 3.82

Source: U.S. Department of Commerce, Bureau of the Census. "General
and Economic Characteristics". U.S. Census- of Population:

Social
1970.

V.I. Characteristics of the Population, Part 1, United

States

Summary, Section 1, Chapter C, Table 184. Washington,

D.C., 1

973.
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Although Morrill and Wohlenberg's book on the spatial distribu-
tion of poverty is a comprehensive study and demonstrates the impor- .
tance of regional income differences, its usefulness is limited by
its reliance on data from the 1960 Census. More recent statistics
have been compiled by Bowles, Bacon, and Ritchey (1973). Unfortu-
nately, however, little analysis has to date been done on this data.

In Exhibit 19, a map of the regional distribution of income is
provided which further disaggregates regions. The more than 150
regipns used in this exhibit correspond to the regional classifica-
tion used by the Office of Business Economics. If this map is com-
pared with the Census classification of Exhibit 18, once again the
large inter-area income differentials lost in the Census aggregation
become evident.

In addition to the interregional income differences discussed
above, income differences also exist within any particular region
(however defined) across rural and urban subsectors. In general,
the incidence of poverty varies inversely with city size. Exhibit 20
is a graphical representation of this relationship (Berry and Horton,
1970). Urban-rural differences are particularly striking in the
South. Hansen (1975, forthcoming) has found non-southern states to
have the highest income levels, and non-metropolitan southern areas
were found to have the lowest median income, with the incidence of
poverty varying inversely with the median income levels.

vi.2. Price Differences

Observed income variations across regions and between rural and
urban areas are difficult to interpret. In particular, these income
differentials reflect real differences in economic well-being only
to the extent that they are not offset by cost-of-living differences
across these areas.

The theoretical difficulties associated with accurately capturing
regional cost-of-living differences through the use of index numbers
was discussed in Chapter III, as well as in Appendix C of this report.
In brief, the major problem in constructing these indices is in appro-
priately specifying "equivalent” market baskets for different regions
of the country. Should we, for example, allow for a smaller quantity
of fuel in the market basket of southern consumers on the grounds
that the weather is warmer? If so, how much less? Similar problems
in defining equivalency in other areas abound.

In practice, most regional indices are constructed by simply
pricing identical market baskets in several different areas. Sherwood
(1974) suggests that using a uniform market basket rather than a
basket varied slightly according to climatic differences across re-
gions has only a slight effect on cost-of-1living differentials. Un-
fortunately, since Sherwood's analysis was done only on Bureau of
Labor Statistics budgets, which are designed using urban workers,
the loss imposed by using uniform markets baskets across areas for

poverty programs remains somewhat unclear.
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In Exhibit 21 cost-of-living differences developed by the Bureau
of Labor Statistics for a number of different cities in the U.S. are
provided. These differences, while not directly relevant to our
study inasmuch as they come from surveys of the ndn-poor, are never-
theless illustrative of the large variance across areas in price
levels. As one might expect, in general, southern cities have lower
price levels than average, while western and northern states have some-
what higher levels.

A somewhat more relevant, though less detailed estimate of cost-
of-living differences across regions and in urban versus rural areas
is provided in Exhibit 22. The figures in this exhibit were calcu- -
lated assuming uniform market baskets (except for food produced-
consumed at home by farm residents) and were designed to directly
reflect differences in prices relevant to the poverty population.
Once again, the wide range in price levels is clear. Moreover, the
data suggest that at least in the North central and Southern regions,
urban and rural price differences are outweighed by farm/non-farm
differences.

The cost-of-living then clearly does vary across areas. More-
over, the variance parallels income variance: low income areas on
average seem to have lower prices than more affluent areas. Unfor-
tunately, given the difficulties of constructing reliable, accurate
indices it is not possible to definitively quantify the extent to

‘which such price differences neutralize income differences.

vi.3. Causes of Regional Income Differences

Now that we have established that the median income does in fact
vary across regions, as well as between rural and urban areas, it is
useful for policy purposes to explore the reasons for those income
differences. Causes of regional income differentials will be dis-
cussed in the context of (a) the socioeconomic characteristics of
the native populations of poor regions and (b) the lack of economic
development of the regions containing large proportions of poor

people.

Socioeconomic

In most examinations of the causes of poverty, socioeconomic
factors such as age, family structure, racial characteristics, and
education are cited among the most important causes of poverty
(Morgan, et al., Five Thousand American Families). Differences in
the concentration of people with these poverty-related socio-economic
attributes across regions is frequently cited as a major cause of
interregional income differences. Thus, low income areas frequently
contain disproportionate numbers of the aged, single parent families,
racial minorities, and people with low educational attainment vis-a-
vis the population of the rest ‘of the country (Thomas, 1972; Morrill
and Wohlenbergz 1971; Seligman, 1968; Smith, 1973; and Kraft, 1971).
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Exhibit 22

Required Incomes for the Economy Food Plan Level, Family Size 4, Famlly Type 3
(oldest child 6 to 17 years)

Rural : Rural Ratio of farm
Urban nonfarm farm to urban
Dollars Dollars Dollars Percent
owners: )
North Central - 4,760 4,941 3,325 . 70
South 3,214 3,575 2,899 90
Renteré:
North Central 4,404 4,075 3,724 8s
South '. 3,382 3,527 3,093 91

Source: The President's Commission on Rural Poverty, 1968.
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Moreover, the existence in some areas of large concentrations of
individuals with low wgocio-economic” scores has adverse dynamic con=
sequences for a region. In particular, demographic characteristics
and educational levels determine the quantity and quality of the avail-
able labor supply., which in turn affects the development potential of
regions, since industries normally evaluate the available labor supply
when deciding where to locate (Rice, 1973: USR&E, 1973). Thus, poor

_areas often remain poor.

Unfortunately most of the demographic variables discussed:above
are not amenable to change through government policies; education in
the long run, and manpower training in the short run, being exceptiohs.
Thus, while these factors are important to consider in trying to

redict the likelihood of a large poverty population in a particular

precict

area, they are less useful as policy tools for correcting inter-area
differences.

Inadequate Economic Development

variations in economic structure, and, in particular, differences
in industrial and occupational composition also produce regional in-
come differentials. Richardson (1969) has found that the "dominant
factor behind differential changes in regional per capita income
throughout the period 1880-1950 was changes in the relative impor-
tance of agricultural and manufacturing employment within each re-
gion." Areas with large concentrations of high wage industries and
.occupations tend to have a generally low incidence of poverty. Agri-
cultural areas, with low farm incomes have until'recently presented
serious rural poverty problems. Although the national economy is
becoming increasingly service oriented, the key to regional economic
development appears to remain with the manufacturing sector. In-
dustrial development is believed by some to occur in two stages (Till,
1974). In the first stage, the availability af lcw wage labor attracts
marginal, labor intensive industries from areas with higher labor
costs. The relocation of the textile industry from the Northeast to
the South is a good example of the first stage development. During
this stage training is provided for the ljabor force, and some infra-
structure is developed. The second stage, according to Till, occurs
as higher wage, less labor intensive industries enter in response to
the stimulus of the first stage. Economic growth and higher incomes
are contingent upon the second stage.

In line with the analysis described above, regional income dis-
parities may be reduced by encouraging industries to relocate to the
less-favored areas. Attracting industries to these locations would
involve the use of stimuli such as infrastructure investments, the
provision of sewerage, water supply and other services available in
large cities. Manpower training might also be useful in providing
the skilled labor force necessary for attracting industries.

Alternatively, access to economic opportunity might also be
improved through migration (this will be discussed in the following
section). In short, one might move people rather than firms. A
final alternative, described in Hansen (forthcoming), would be to
extend the transportation network to connect several smaller cities
to form a "metropolitan” network. This would permit industries and
public sector services to enjoy the economies of scale offered by
large urban concentrations without the attendant problems of urban

congestion.
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IX. Determinants of the Turn-over Rates of Poor Families

The problem of poverty is inextricably bound up with the problem
of mobility. In particular, for some families and individuals poverty
is a temporary condition, produced by a sudden reversal in economic
fortunes. From the point of view of public policy, these people re-
quire at most temporary, short-run help. For other families or in-
dividuals, however, poverty is a permanent condition, often passed
across generations. For these people, longer-run anti-poverty strate-
gies must be developed. To the extent that we can distinguish between
temporary and permanent poverty a priori, anti-poverty programs mlght
be designed more effectively.

The first section of this chapter is a summary of the available
estimates of changes in the size of the overall poverty population
over time. This data provides a first, rough approximation of the
persistence or permanence of poverty. In the second section of this
chapter, the literature which tries to identify causes of turn-over
is reviewed.

IX.1l. The Over-all Level of Mobility

Estimates of the extent to which the poverty population has
changed over time are very sensitive to the way in which the initial
poverty population is defined. Alternative estimates are provided
here for the major classes of economic definitions of poverty dis-

. cussed in Chapter II of this report.

The Social Security Administration defines poverty as inadequate
income relative to needs, where needs are defined by constructing and
then pricing a "market basket" representing a reasonable standard of
living. Using this definition, the size of the poverty population
‘decreased from 40 million in 1960 to 25 million in 1967 (USHEW, 1969).
Exhibits 30 and 31 further disaggregate this decrease. It should be
noted that this decrease occurred despite the increases made by the
Social Security Administration in its income criterion. Not only has
the absolute size of the poverty population diminished, but the poverty
"gap"--the amount of money needed to move people out of poverty through
income transfers--has also shrunk by one-quarter (Orshansky, 1966).

Less reassuring results emerge if one uses a more relative defini-
tion of poverty. Clearly if one uses a purely relative definition of
poverty--for example, the poor are those people in the lowest 20% of
the income distribution--no change in the over all size of the poverty
population can be observed over time. Even if we use a quasi-relativ-
istic poverty definition, however, the reduction in the poverty popula-
tion in the post-war period has been significantly less than Social
Security Administration figures suggest.

Quasi-relativistic definitions categorize persons and families
with incomes below X% (usually 50-70) of the median income as poor.

The focus of these definitions, then, is on inequality: unless the
income distribution changes over time, the size of the poverty popula-
tion will remain constant. Evidence on changes in the income distribu-

3
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VIi.4. Migration

Migration is an important aspect of regional income differentials
because it may be one way of decreasing these differences. In order
to understand the role of migration in equalizing regional income dif-
ferentials, we will examine the reasons people migrate, and the effect
that migration has on their incomes.

Why do people move? Studies seeking to determine why people move
have had conflicting results. In general, however, people move to
improve their economic well-being,‘to improve their social well-being,
and to live in better surroundings (Blevins, 1969 and Greenwood, 1975).
The poor are particularly sensitive to expected gains. They are more
likely to relocate to improve their economic welfare than people with
higher incomes (Kaluzhy, 1975). A study by Abt (1970) suggests that
the perception of economic opportunities, as opposed to actual income
differentials, represent the real determinants of migration. Job ’
opportunities, low wage income, and non monetary benefits are some
other factors evaluated in decisions to move.

Welfare payments represent the most frequently discussed non-wage
income component. A number of studies have addressed the following
question: Do poor people move in order to take advantage of differ-
entials in welfare payments? Some of these (DeJong and Donnelly, 1973
and Hamilton, Collignon and Carlson, 1970) reject the notion that the
poor move in order to collect higher welfare checks. Others disagree;
Glantz (1973) and Cebula (1974) claim that differential welfare pay-
ments do explain migration patterns.

Quality of life considerations are also significant in the de-
cision to move. Weather conditions, recreational opportunities, and
crime rates are among the factors considered by Liu (1973) and
Cebula (1973).

Finally, some social factors appear to be at work in shaping the
patterns of migration. The social phenomena include return migration
caused by improved economic opportunities in the initial sending area,
failure to succeed in the receiving area, or homesickness. Chain mi-
gration, on the other hand, describes the destination of movers. It
hypothesizes that people move to locations where they have ties,

friends, and information.
In short, it appears that economic forces (viz. income differen-

tials) do encourage some nigration and therefore tend to reduce wage
differentials in the long run. The force of economics in this situa-
tion, however, is not inexorable.

. Who moves? According to the classical view of migration, the
economically disadvantaged, the poorest and the unemployed, have the
greatest incentive to move. The non poor also move for reasons of
economic incentive, with educational and professional achievements
increasing their job opportunities. According to Hansen, manpower
training programs "transform unskilled natives into skilled migrants."
Age is also important in the decisions to move: people in their early
twenties have the highest migration rates in the. U.S. (Morrison, 1973).
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There is general agreement that mobility increases the movers'
incomes (Morgan, 1974; Glantz, 1973; and Morrison, 1973). This is
not unexpected since better economic opportunities are among the
most important reasons for moving. According to one study
(Wertheimer, 1970), moving from the South to the North increases
the movers' annual incomes by $600, and from rural to urban areas
by $800.

While mobility appears beneficial to the migrant, the
effect of migration on sending and receiving areas should also be
considered. Are regional income differentials in fact equalized
and should migration be encouraged as a policy for the elimination
of pockets of local poverty? 1In the short run, there is some
evidence that migration tends to equalize employment opportunities,
and thus reduces overall unemployment (Mazek, 1969). 1In the long -
run, however, regional differences may be accentuated. The sending
area loses the best segments of its labor force through ouf—miqration,
as the skilled and young leave in search of better opportunities.
This further reduces the attractiveness of the sending area for in-
dustrial location--contributing to a further decline. The receiving
areas on the other hand augment their labor pool through migration,
which contributes to their sustained growth (Lowry, 1966; Lansing
and Miller, 1967; Morrison, 1973). . In addition, in-migration has some
potentially negative effects on the receiving centers: congestion,
higher income rates, and greater welfare loads are among the negative

influences feared.
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VII. Wealth/Assets and Consumption as Measures of Poverty

The argument over whether income is an appropriate measure of one's
economic condition is an old one, and is most frequently articulated
in the tax literature. Thomas Hobbes argued, for example, that the
appropriate base for taxation (and hence for negative taxation
which is welfare) was wealth, not income; that people should be
taxed on the basis of what they "took out of the pot," not what
they put into it (Hobbes, 1924). Since Hobbes' time, the debate
has become somewhat more complex, but the issues remain essentially
the same: is economic well-being best measured by income, wealth, or
consumption?

In summarizing the literature on this subject, this paper will
first present the arguments for the use of wealth and consumption
in measuring affluence, followed by a summary of the findings of
researchers who have surveyed poor populations to determine the
actual effect that using wealth and consumption measures would
have on the identification and measurement of the poor.

The Arguments

There are several problems with using current income figures
to identify the poor. In any one survey year, the observed low-
income group will include some people who are earning below their
normal level, as the result of negative windfalls (Friedman, 1957).
Moreover, low-income people in particular tend to under-report
income (Reid, 1964). The Office of Business Economics of the U.S. De-
partment of Commerce corrects to some extent for this under-reporting
using field survey data, but these adjustments are clearly problematic.
Consumption has frequently been offered as an alternative poverty
definition because it is a better proxy for permanent income than
current income and thus eliminates much of the transistory phenomenon
manifest in present income figures. We are interested in permanence
for two reasons: In the first place, we feel that a family that
earns say, $6,000 in 1967, $0 in 1968, $6,000 in 1969 is better off
than a family that earns $4,000 every year. Under the current income
measure of poverty, the first family would have been considered
destitute in 1968, the latter family would not be considered poor.
Secondly, programs designed to help poor people should be designed
to treat the permanent and the temporary poor differently.

We are concerned with the use of wealth and assets in measuring
poverty because they are thought to influence consumption--a theory
primarily based on the Modigliani-Brumberg "1life cycle" hypothesis
that is discussed below. Furthermore, it is argued that income from
wealth and assets is different in kind than income from labor. People
who possess wealth and assets have a kind of security not available
to individuals at comparable income levels who have no wealth. Hence
this argument for incorporating wealth and assets in a poverty measure’
is motivated out of concern for equity.
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The primary theoretical bases for using consumption and wealth
to capture permanent income are Friedman's Permanent Income Hypo-
thesis and Modigliani and Brumberg's Life Cycle Hypothesis of Saving.
Friedman argued that consumption decisions are made, not on the
basis of current income alone, but on a variable which he called
“permanent income" which was a longer run measure of the resources
available to the household. Current or "measured income" con-~
sisted of "permanent income" and "transitory income." Transitory
income was hypothesized to be uncorrelated with permanent income,
with a long-run average value of zero. The functional relation-
ship between consumption and permanent income was assumed to be
altered by wealth, among other things. Since "permanent income"
was not susceptible to direct measurement, a proxy was used:
the weighted average of income of previous periods. Except for
the omission of an.intercept in the consumption function, the
"permanent income" consumption function was seen to be identical
to the simple distributed lag consumption functions already in’
existence. This specification of the consumption function performs
significantly better than the earlier models, especially when
consumption is defined in such a way as to amortize consumer durables
over their lifetime. On balance, work in the area of distributed
lag consumption functions, including Friedman's work, suggests
" that individual saving and expenditure decisions can be more
effectively explained using measures other than current income.

In particular, either a weighted average of past income or

consumption itself appear to be good predictors. At the same time the
permanent income evidence on the effect of wealth, assets and interest
rates on consumption behavior is somewhat weaker; for example, the
empirical form used by Friedman to test his hypothesis did not

subsume these variables (Friedman, 1957).

Closely related to Friedman's hypothesis is the Modigliani-
Brumberg life cycle hypothesis which attempts to explain the relation-
ship of consumption to income over one's lifetime. Typically, house-
holds experience income fluctuations over their lifetimes: a usual
scenario involves low income during the early years of education and
training, a peak in the middle years and a final fall at retirement.
Modigliani and Brumberg suggested that households are typically aware
of this income pattern (at least in its broad outlines), and that
households save as a way to "even out" the income stream. Thus,
saving occurs during high income periods, and dissaving”dpring par-
ticularly lean years. 1In the figure below, an example of the way in
which saving might be used to even out the consumption stream, given
a variable income stream, is provided* (Modigliani and Brumberg, 1954).

* .
The flat consumption stream is presented for heuristic reasons;
in general, consumption would not be flat.
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Several empirical studies have been done to test the pPermanent
income and life-cycle hypotheses. In an analysis of the BLS~Wharton
Study of Consumer Expenditure, Incomes, and Savings, Modigliani and
Ando gave statistical support to Friedman's Proposition that
consumption is determined not by current income but rather by a
longer run measure of resources available to the household (Modigliani
and Ando, 1959). Although some studies were done that found that
current income had a great weight in determining consumption, a re-
examination of this data by Darby suggested that the studies were
biased and that, in fact, the desired rate of consumption was a
stable, linear function of permanent income. This lends strong
support to both Friedman's and Modigliani and Brumberg's hypothesis
(Darby, 1974). X

Survey studies, particularly in terms of the behavior of young
people, have been somewhat less supportive of the Freidman, Modi-
gliani-Brumberg arguments. Tn a survey study of the relationship
of saving to age, Projector found that the data did not fully confirm
the notion that the function of saving is to smooth out consumption
over one's lifetime. Using survey data from 1963 and 1964, she
found that savings increase with age to a peak after middle age
when dependents are few and income is still high. 1In the later years,
on the other hand, households do seem to conform to Modigliani-
Brumberg expectations: after retirement, in particular, the predicted

.dissaving does occur . (Projector, 1968), The Projector results

are confirmed by the other survey studies which indicate that consumers
show an expenditure peak in the middle age years, and that during

the younger years, when people should be borrowing against expected
future income, they actually curb consumption {(Thurow, 1969),
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behavior results from imperfect credit markets that prevent consumers
from borrowing as much against their future income as they would
like (Thurow, 1969). Keizo Nagatani, on the other hand, explains
this phenomenon in terms of the risk and uncertainty associated with
the consumer's future income: young people would like to consume
according to their permanent incomes, but are uncertain as to

what their future incomes will be. Since people tend to be risk
averse, they are likely to borrow less against future earnings

than they actually expect to earn (Nagatani, 1972), Heckman offers
a third explanation for observed consumer behavior. He contends
that leisure is an important consumption item that has been

omitted from the list of consumer expenditures. Hence, although it
may appear that people's consumption patterns are variable, they

are actually constant if leisure is included as a consumption item
(Heckman, 1974).

The Effect of a Wealth and Consumption Measure on Poverty Status
Q9

The obvious question that arises in a consideration of the use of
wealth and consumption in measuring poverty is: What effect will
these measures have on the identification and measurement. of the poor?
Most of the literature in this area concerns the effect of wealth
and assets rather than consumption because data on wealth and assets
is more accessible than consumption.

Consumption. What data there is indicates that replacing income
with consumption as a poverty measure may have significant repercus-
sions. Margaret Reid estimated that in 1960 for large U. S. cities,
‘consumers with incomes under $1,000 were spending $224 for every $100
of income received. The average expenditure for families in
Washington with incomes under $1000 was $5,404. Thus, she concluded,
the Council on Economic Advisors' estimates of the extent of
poverty (based on current income) were inflated by a number of
households suffering only temporary reductions of income, but which
were in fact maintaining their previous levels of consumption.

(Reid, 1964)

Lenore Epstein, on the other hand, found that using consumption
expenditures rather than income as a poverty measure leaves the
total count of the poor unchanged: it does, however, alter the mix
of the poor. In particular, when income is used as a poverty thres-
hold, young people (who are frequently suffering only temporary .
poverty) -are over-represented in the count. The use of expenditure
data corrects this since young people tend to overspend in antici-
pation of an expected higher income. The table following shows
the number of poor families that are identified by income and expendi-
tures measures. The data was aggregated by the Social Security
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Administration from 1960-1961 consumer expenditure survey data to
show size of consumption expenditures. The families that spend
less than the poverty thresholds are those that would be classified
as poor under a consumption measure of poverty. Epstein maintains
that these are the families that would be poor for lqnger than one
Year. (Epstein, 1969). Notice the close correspondence between the
two measures in the aggregate number of families categorized as
poor.

Exhibit 24

% Poor based on Families of 2+ 1- Person Units
Income 12.3 32.4
Expenditures 12.3 33.0

(Epstein, 1969)

Wealth and Assets. Studies of the effects of a wealth and assets
measure on the number and composition of the poor reveal that with the
exception of the aged, poor people in general do not have enough
wealth to bring them out of poverty. On the other hand, the effects
of a wealth and assets measure would make significant differences
on the measurement of the economic status of the overall U S. popula-
tion, especially in the upper income brackets.

Weisbrod and Hansen, Murray, and Projector and Weiss all used
.4 measure of net worth (assets minus liabilities) plus current income
to determine financial well-being. Although each study differed
slightly in its method, the technique used was basically as follows:
Net worth was converted into an income flow by treating it as an
annuity. The value of the annuity depends on three factors: the amount
of net worth, the rate of interest, and the length of the time
period over which net worth might be annuitized. vVariations in any of
these three factors will affect the determination of a family's
economic status. Hence studies that choose a higher interest rate
tend to show a greater affect of the wealth and assets measure than
those using a lower interest rate. Weisbrod and Hansen used both
a four percent and a ten percent interest rate to test the sensi-
tivity of their results. Murray and Projector and Weiss used four
pPercent. .

The length of the time period over which net worth is to be annui-
tized is also critical to the assessment of the' contribution these
assets make on economic status. Weisbrod/Hansen and Murray used as the
time period the life expectancy of the owner. Hence, at a given
interest rate and net worth, people with shorter life expectancies




of being substantially better off when this system is used. Another
approach is to assume that net worth is annuitized over some
arbitrarily specified time period, such as the maximum time period
necessary to liquidate wealth and assets. Projector and Weiss
consider this approach. :

Although the studies themselves vary in scope, the results seem
to complement and support each other. Weisbrod and Hansen looked
at the effect of wealth and assets on the income distribution
of the overall population. They found that when the more compre-
hensive income net worth measure is used to determine economic
status, the entire distribution shifts upward and its shape is altered.
The table below shows that when the simple income measure is used, 20%
of the population are in poverty. ‘i‘his shifts to 18 and 17 percent
when net worth is incorporated into the measure, using respectively
4 and 10 percent interest rates. However, note that the shift is
more dramatic for upper income families. Thus, if one used a relative
definition of poverty (i.e., income less than 50% of the median
income) including wealth/assets increases the poor count! The
Lorenz curve illustrates more dramatically the effect of the income-
net worth approach on income distribution. (See Exhibit 26,)

Exhibit 25

PERCENTAGE DISTRIBUTION OF FAMILIES BY TWO MEASURES
ox Econoumic PosrrioN, BY INcoME, 1962

) Percentage Distribution of Families
Income Size Class Current - Income-Nect Worth
~Money
Income - 4 Per Cent 10 Per Cent

(1 2 &)
- Under $3,000 20 18 17
3,000- 4,999 19 17 16
5,000~ 7,499 27 .o 25 24
7,500~ 9,999 17 17 16
10,000-14,999 13 15 : 17
15,000-24,999 4 6 7
25,000 and over 1 2 3
Total 100 100 100
Median $5,960 - $6, 480 $6,750

Source: Column 1—See [14, Table 3 . 26}. Columns 2, 3—Based upon-data from {14,
Table 3, p. 26] and [11}; see Appendix to thxs paper {or method of calculation.

(Weisbrod and Hansen, 1968)

*It should be noted that all of these studies failed to include
non personal wealth in their data, that is, wealth owned indirectly
through financial intermediaries, such as pensions.and life insurance.
In interpreting the results of these studies, one should keep in mind
that the effects of wealth and assets on poverty status are probably
understated.
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A.MONEY INCOME ONLY

8. INCOME-NET WORTH, 4% INTEREST RATE
C.INCOME-NET WORTH, I0 % INTEREST RATE

-
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Y

0 50 100
PERCENT OF FAMILIES :

LORENZ CURVES: PERCENTAGE SHARE OF INCOME AND
INCOME-NET WORK RECEIVED BY
FAMILIES, 1962

The relatively small effect which including net worth in income
has on the aggregate count of the poor reflects the lack of assets
of this group.

The results of Projector's survey on the size, distribution,
and composition of wealth in the United States are summarized in
Exhibit 27. Of those falling below the Social Security Administra-
tion's economic level poverty line, twenty-eight percent reported
no assets while two percent had a negative net worth. Another
twenty-one percent had some wealth but less than $10,000 and twelve
percent had between $10,000 and $12,000 in assets. Only 6% had
more than $25,000 in assets. Only 7% of the poor had sufficient -
home equities that the addition of a 4% implicit return would raise
them above the poverty line. ‘When net liquid and investment assets
are considered as being used up over five years to supplement in-
come in addition to home equity, 9% of families and 19% of indi-
viduals are raised above the poverty line.

) Including wealth as an addition to income in determining poverty
does have some effect on the composition of the poor. The aged had
more wealth on average than younger heads of poor families. Families
had more wealth than single persons; and, among families, those con-
sisting of 2 persons had the most wealth. Savings rather than in--
heritance was the major source of wealth for most individuals. -Both
wealth and current savings vary positively with current income. Liquid
assets, homes and automobiles are widely held while holdings of
financial assets.are highly concentrated in the upper income/wealth
groups (Projector, 1966).
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SUARE OF WEALTH IN SPECIILD FOwkM. POVERTY InCoME STarus GRrOuPs, DECEMBER 31. 1962

(Percentage distribution of dollar aggregatce)

‘Portfolio of liquid and investment asscts
Busi- ‘
n&?s, Investment assets
- rofes- . Miscel-
Characteristic of Total | Own | Auto- | Pl aneo:
consumer unit wea.ltl} home | mobile (fs‘alrotlxjx, All Liquid Mkt. lnsset."su
non- assets Publicly | sec.
farm) All traded | other Other
stock than
stock
Units with income below Level 11....] 100  *37 2 18 - 40 15 25 14 2 9 2
Unrelated individuals............. 100 45 1 8 44 23 -21 8 . 14 1
Underage65.......00000nnnn 100 37 2 18 40 18 22 15 .
Age65andover............ I 100 .51 1 . 443 - 27 21 2 d l; 2
Familiesof 2ormore............. 100 32 3 25 38 10 28. 19 3 6 2
Size of family: --
100 32 1 15 51 13 38 29
100 37 4 43 9 3 6 . 2 2 6
100 29 8 43 19 8 11 . . 11 .
100 20 13 39 S 5 he s . e 23
100 32 7 42 18 9 9 . . 9 .
100 29 2 38 28 6 22 1t 7 4 2
100 37 1 3 58 15 43 36 hd 7 .
. All other units 100 26 3 19 47 13 M 18 2 14 6
Unrelated individuals............. 100 19 1 5 55 14 41 .24 2 15 19
Underage65..........c0uen 100 18 2 5 43 12 31 19 1
Age6Sandover.......oeuvnen 100 21 1 5 72 18 §S 30 5 ;(l) 3%
Families of 20rmore. ....ocovuues 100 27 3 20 45 12 33 17 2 14 4
Sizze of family: ,
POISOMS. ¢ v vvrvvouneransnnns 100 4 3 18 54 14 40 23 2
3004, iuiieiiiniianen 100 30 4 20 43 12 30 14 2 :g %
S0rmMOre....cocvvvenevannane 100 29 4 26 33 9 24 11 1 12 8
Age of head:
Under 35.............0 e 100 38 10 15 32 12 19 11 1 8 5
3544, 100 32 5 23 30 10 21 7 1 13 10
45-64.....0nnnnn 100 28 3 22 44 12 32 16 1 14 3
65andover...........co0canen 100 20 1 15 63 15 47 28 5 15 1

* | ess than 14 of | per cent.

1 Level 1 is the economy level as defined by the Social Sccurity Administration. See also footnote 8, p. 37.

Note.—-Based on means in Table A 41. Details may not add to totals because.of rounding.

Janet Murray examined the effect of an income-net worth measure
on the poverty status of the aged. She found that median incomes
were increased 10% when prorated assets excluded the owned home
and increased more than 30% when equity in the owned home was in-
cluded. More than three-fourths of those with income of less than
$3,000 did not have asset holdings great enough to place their
potential income in a higher $1,000 interval than that in which

their actual income fell.

Exhibit 28 illustrates this point while also showing that the
effect of assets diminished as actual incomes decreased.
couples were less affected than non-married persons (Murray, 1964).
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O e m///////////// N
Couples 77777777 :.;
gggg §3§3 7/////////////////////// //////// 23
_________ 7777777727724 L
Tless than $1000 2222777777777/
1000 -I999 ///////////////////////////////
men 2000729990777/ 7 T //////
, 30003999 77777227774k
Borons =
less than $1000 7777777777 [ H
womap, 100071999 ///////////////////////////////////////- :
"~ 2000-2999 ////////////////////////////// R
- 3000 3:p - S
O o ooy oo in T votential incone one B orential incons two or
class below or in class above actual more classes above
some class as actual income. actual income.

Similar results were found by Hansen and Weisbrod (1968). Wealth
and assets contribute more to inequality among the aged than to in-
equality among younger families.

Exhibit 29
age of head under 35 age of head 35-54
Yo
of
income
B8
% of families % of families

age of head 55-64 age of head 65 and over

% %
of of
income A B income
% of families % of families

LORENZ CURVES: PERCENTAGE SHARES OF MONEY INCOME (A) AND INCOME
NET-WORTH, AT A 10 PER CENT INTEREST RATE (B), RECEIVED BY FAMILIES,
BY AGE OF HEAD, 1962

(Weisbrod and Hansen, 1968)
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aged, the inclusion of net worth in a measure Ol ecounumic status

does not greatly alter the position of most of the families in poverty.
out of concern for those families that would be affected, however,
Projectot and Weiss have criticized the use of such a measure.
Particularly concerned for the aged, they contend that when assets

are used as a criterion for public assistance, those who risk

having to go on welfare have no incentive to save, since such

savings serve only to delay the start of welfare payments Furthermore
the annuity method which gives greater weight to those with shorter
life expectancies finds a sixty-year-old with a $10,000 net worth to

be substantially better off than a forty-year-old with equal net

worth. Yet the sixty-year-old's earning power has peaked while the
forty-year-old's wealth can be expected to increase. Another

problem is that investments in owned homes, automobiles, or

businesses can not be liquidated readily, and, even then, not

without drastically altering people's lives.

Projector and Weiss do not suggest that wealth and assets be
disregarded in assessing economic status, but rather that only those
assets that are liquidated should be considered. Hence only actual
income received would be counted towards a person's economic status
(Projector and Weiss, 1969).

Clearly the incorporation of wealth and ‘'assets figures into a
measure of poverty status poses many technical problems. In addition
to the ones mentioned above, there are the issues of properly
assessing the value of an individual's wealth, choosing the appro-
priate interest rate, and arriving at a fair period of time for
annuitization.. In some cases, for example an owned home, converting
wealth and assets into an annuity might be inappropriate, and some
other methods would be needed. In any case, these and other problems
do not obviate the need to consider using more than just current in-
come in assessing a person's financial status, for, as we have seen
in the literature, people's financial well-being depends on more
than just current income.

®x .

The magnitude of the actual effect of including assets in a
measure of poverty eligibility on savings is not well-established
in the literature.
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According to the canons of traditional microeconomic theory,
individuals choose the number of hours they would like to work by
trading-off the satisfaction received from earned income against
the satisfaction which they would get from the leisure which must be
sacrificed to earn that income. The number of hours chosen depends,
of course, on the tastes of the individual, the relevant job attributes,
particularly conditiohs and wages, and the conditions of leisure,
including the ‘existence of any leisure income (viz. income guarantees).

Formulating the work choice problem in this way introduces an
additional problem in determining resources for the purposes of de-
fining poverty. If leisure is indeed a "good", how do we adjust
for differential leisure opportunity in measuring the relative well-
being of individuals?

Suppose we have two people, Smith and Jones, each earning a
poverty income of $2,000 per year. Smith works full-time 52 weeks
a year for his ‘income. Jones, on the other hand, works only spora-
dically. Are Smith and Jones equally well-off, or is Jones somehow
better off because of the additional leisure he consumes?

The resolution to the issue posed above is to be found in the
way in which we interpret Jones' behavior. In particular, to the
extent that his sporadic work pattern is voluntary, enjoyable, and
thus in some sense a consumed "good", most people would agree that
Jones is less deserving of aid than Smith. On the other hand, if
Jones is intermittently unemployed involuntarily, we might be
less anxious to make that distinction. Indeed, in this latter
case Jones is in all likelihood consuming not a "“good" called
leisure, but a "bad" called anxiety.*

The literature directly on this issue is scanty and goes little
beyond a kind of philosophical distinction between voluntary and
involuntary leisure.

One technique which implicitly adjusts for leisure differences
is to define poverty on the basis of hourly earnings. Miller, in his
construction of ‘a sub-employment index, used this measure (Miller,
1973). The implicit assumption here is that leisure is voluntary:
Jones is "better off" than Smith. »

Enke (1966) suggests that non-working time be divided into-dis-
cretionary versus non-discretionary time. Only discretionary (free)
time would count as leisure. Morgan et al. (1974) applied an
approach similar to Enke in discriminating between the employed and
unemployed. In particular, part of the unemployed time of an in-
dividual was allocated in the Morgan study to "job search" and thus
subtracted from leisure time.

*It is interesting to note that sub-employment indices, if used
as a proxy for poverty, discriminate in favor of Jones and against
Smith. Working poor (Smith) are classed as poor only if their in-
come falls below the poverty threshold; the unemployed (Jones) are
called poor so long as their income is less than the society's

median income.
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In a recent article, Morgan suggested that a composite measure
of a family's well-offness be constructed using control over
economic resources in conjunction with adjustments for leisure.
In adjusting for leisure, Morgan suggests that we first subtract
from the normal twenty-four hour day twelve hours needed for "survival".
From this should be subtracted time spent on paid and unpaid work.

(leisure) would then be divided by the number of adults

The remainder
mily-member leisure

in the family to generate an average adult fa

figure (Morgan, 1975),
A somewhat novel approach to defining poverty suggested by Garfinkel

and Haveman (1974) is also applicable to this problem. Garfinkel and
Haveman criticize the use of annual money income as a poverty measure
on the grounds that this ignores any human or physical capital people
may possess. As an alternative, a new measure, "net earnings
‘capacity" (NEC), is offered. The NEC is intended to capture a
family's full ability to generate income when utilizing all potential
human and physical capital at full capacity. Thus, if a particular
family chooses to consume leisure rather than producing income,
this would not alter our ranking of the family's well-being. Unfor-
tunately, the NEC is rather difficult to operationalize for policy
purposes. A

The question of whether and how one should adjust poverty s
.to accommodate individual differences in consumption of -leisure is
clearly a difficult one. At the present time, however, the state-
of-the~art in this area is too primitive to allow us to make any
reasonable distinction of this sort for implementing policy.

tandards
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Exhibit 30

PREVALENCE OF POVERTY AMONG FAMILIES
BY AGE, SEX, AND COLOR OF HEAD
UNITED STATES: 1967
(families as of 1968)

Family Number Percent .

Charactéristic White Nonwhite White Nonwhite

All Families 3,730,000 1,536,000 8.3 30.6

Male Head 2,724,000 820,000 6.7 22.2

Female Head : 1,007,000 716,000 ) 25.1 54.1

Male Head 65 and 782,000 107,000 17.8 43.3
over 1/

Female Head 65 and 176,000 33,000 24.6 43.4
over 1/

Farm 296,000 106,000 12.0 48.6

Non-Farm 3,435,000 1,430,000 8.1 29.8

"1/ 1Includes only 2-person families.

Data Source: U.S. Bureau of the Census
Prepared By: Community Profile Data Center, CHS
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Exhibit 31

POVERTY STATUS OF FAMILIES
UNITED STATES: 1959-1967

Percent of ALL Families
Income Under Poor by SSA

Year $3,000 1/ Measure
1967 12.3 10.6
1965 " 15.5 13.4
1963 17.5 15.5
1961 19.4 17.3
1959 19.7 18.4

1/ 1In 1966 dollars

Data Source: U.S. Bureau of Census

Prepared By: Community Profile Data Center, CHS
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tion since world War II is mixed. The consensus appears to be that
family income has become slightly more equally distributed since 1950
(Solow, 1967; Ackerman, 1970; Smith and Franklin, 1974; Sschultz, 1965;
Miller, 1966), while individual incomes have become somewhat less
equal (Budd, 1970; Gastwirth, 1972; Henle, 1972).* If we extrapolate
from this evidence, it appears that the poverty population, if we de-
fined it in a quasi-relative fashion, has been at best reduced only
slightly since 1950. ‘
our concern in this paper goes beyond interest in the overxall
size of the poverty population. We are also interested in changes
in the identity of individuals in the poverty group. In particular,
does the poverty population contain a number of temporary members--
people moving rapidly in and out of poverty--or is it primarily a
collection of permanent residents? unfortunately, very little reliable
work has been done in this area. The most definitive piece of recent
research sponsored by Department of Labor (Longitudinal Study of the
Labor Market Experience of Men) suggests that movements in and out of
poverty are relatively infrequent. puring the period 1965 to 1968, ‘
2% of the population moved out of the poverty group (using the SSA
criterion) and 1.5% of the population newly became poor. The study
also suggested that blacks were less likely than whites to escape
poverty during this-period. This result was confirmed by McCall (1971)
in a study using Social Security data, as well as Morgan (1974) using
data from a longitudinal study of 5,000 families.

1v.2. Causes of Turn-over .

The discussion above suggests that, at least under some definitions
of poverty, the size of the poverty population has diminished over time.
Moreover, research suggests that there are at least some people who
negcape" from poverty with the passage of time. To what extent can

ends in the population and "escape rates" be explained on the

overall tr
he economy OY individual attri-

pasis of either the perturbations of t
butes?

Proponents of the
argue that poverty can be substantially reduced through
growth (Galloway, 1966; Blumen, Kogan and McCarthy, 1955). Growth and
economic prosperity, it is argued, increase employment opportunities
and wages, and, moreover, these improvements will eventually "trickle-
down" to the poor. Thus, high unemployment rates, tend to reduce the
npumber of hours worked--both for the employed and unemployed--and thus
reduce income (Morgan, 1974). Access to information and job opportuni-
ties, once again increased by economic prosperity., increase the level
of economic well-being and reduce the probability of persistent

poverty (Morgan, 1974) _
Economic growth, however, is not considered a panacea for poverty

by everyone. In particular, it is argued that some groups (particularly
minorities and women) are sufficiently isolated from the rest of the
economy that general prosperity has little effect on them (Anderson,

1964; McCall, 1971; Tobin, 1970; Kelly, 1973; Chase and Laber, 1969) .

Thus, more direct, specifie‘ﬁrograms are needed for these groups.

vtrickle-down" theory of economic prosperity
the effects of

*
The trends are elaborated further in Appendix B of this paper.
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Changes over time in public assistance for the poor also affect
the size of the poverty population. It has been estimated that an
additional 10% of the population would be poor without welfare assis-
tance (Morgan, 1974). And, contrary to the popular claim that a more
generous scale of assistance payments would swell the welfare rolls,
there is some, albeit inconclusive, evidence that neither the average
amount of the welfare grant nor its rate of increase positively in-
fluences the relative size or growth rate of the AFDC population
(Winegarden, 1973). ’

If we turn to the question of identifying the attributes of
individuals which increase their probability of escaping from poverty,
the evidence is considerably less definitive. The most authoratative
and comprehensive study on the turn-over problem was conducted by the
Michigan Survey Research Center (Morgan, et al., 1974). A longi-
tudinal survey of 5060 families was made, in which a wide range of
socio-economic data was collected and analyzed. A second important
study in this area is McCall's A Markovian Model of Income Dynamics
(McCall, 1971). In this analysis, data from the continuous SSA sample
was used to estimate a model of income dynamics. ’

Conventionally, economists as well as public administrators argued
that education is the major vehicle for escaping poverty (Palmer, 1954;
Parnes, 1974). To a large extent this position rested on the observa-
tion that people with more education typically earned higher incomes.
Indeed, as is indicated in Chapter XI of this report, low educational
attainment is sometimes used as a proxy for poverty. More recently,
however, this confidence that education contributes to upward mobility
has been somewhat shaken. In particular, it is argued that educational
attainment, while positively correlated with income, is also correlated
with a number of other factors, including ability, motivation and
parental status,which themselves independently affect income (Clark,
1966; Duncan and Hodge, 1963; Jencks, 1972; Morgan, 1974; Spady, 1967).
Thus, when we observe a relationship between education and income at
least part of what we observe may be the underlying relationship between
say parental status and child's income.

A second challenge to the belief that education promotes upward
mobility has been made by researchers analyzing the current structure
of educational opportunity. It is argued that under the current system,
in which upper income children receive better educations than the
children of the poor, education retards mobility (Coll, 1965; Sexton,
1961; Sochet, 1965).

Finally, the arguments in support of education as a vehicle for
mobility have been attenuated Ly recent evidence which indicates that
gains from education are smaller for minorities and women than for
white men (Carliner, 1975: Morgan, 1974). In other words, education
is a less viable technique for escaping poverty for some groups than
for others. '

The Morgan study (1974) also considered the effect of several
demographic and attitudinal factors on escape rates. There is slight
evidence that turn-over rates decrease with family size (U.S. Department

-
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of Labor, 1970, 1973; Morgan, 1974). Attitudes (at least the self-
reported attitudes used by Morgan) do not seem to explain very much
about an individual's chances of upward mobility. It should be
noted that this result is at variance with the work of Alix and Lantz
(1973) in which the lack of motivation was found to be a significant
obstacle to mobility. :

Unfortunately, as indicated in the review above, the existing
literature on the determinants of turn-over is quite sketchy. As a
result it is not really possible to be definitive about this‘issue,

and additional work is clearly in order.
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X. Social and Economic Proxies for Poverty

Although income is the most frequently used criterion of poverty,
a number of alternatives are also possible. Alternative criteria
proposed are considered to serve two functions. F¥rst, reliable
income data on the candidate study site is not always available; this
problem crops up most frequently in studies of less developed countries
but also occurs in studies of sites which are sub-sets of heterogeneous
Census tracts. Thus, in some literature, varied social and/or economic
characteristics are used for pragmatic reasons as a second-best alterna-
tive to income. There is a second class of studies, however, in which
non-income data serves a philosophically quite distinct role in poverty
measurement. Here, social and economic attributes are used as adjuncts
to income in defining poverty. In particular, it is arqued that ex-
clusive reliance on income or wealth-adjusted income abstracts form
much of the essential complexity of the poverty phenomenon, and, more
‘Pragmatically, biases the choice of poverty programs. . It is argued,
for example, that strict income-focussed poverty definitions result
in cash oriented programs, even in cases in which in-kind transfers
might be more viable.
. Among the measures of poverty suggested as either alternatives
or adjuncts to income have been "social" indicators: infant mortality
rates, morbidity, illiteracy, and so on. These Proxy measures
are considered at length in Chapter XI of this report. There
is, however, a second category of proxy measures--economic proxies.
Included in this category are the employment-related poverty measures,
as well as broader indices of economic status. In this section, the
major work on this group of Proxies is reviewed. ’

Employment Oriented Proxies of Poverty

Major employment oriented poverty measures include unemployment,
sub- or under-employment, labor force participation, and job vacancy
indices. Of these, the first three--unemployment, subemployment, and
labor force participation--can be and have been used to identify
both poor people and poor areas. Job vacancy estimates, on the other
hand, are primarily useful as an index of area well-being and cannot
be used to identify particular poor people. Moreover, the prime
asset of job vacancy measures is that they allow one to identify
Structural problems in local labor markets. Since this is issue
is beyond the scope of this project, job vacancy indices will not be

covered in this report.
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Unemployment Rates

Prior to the 1960's, the unemployment rate was the major rival
to income as a measure of economic hardship. Unemployment, after all,
was early recognized as a major cause of poverty: In the seventeenth
century, the British used work houses as a major anti-poverty: device
(Lampman, 1971); U.S. government work programs in the 1930's reflected
a comparable, albeit more humanitarian, belief in the concomitance
of poverty and unemployment. Indeed, at the present time, reductions
in unemployment are still considered a major tool for alleviating
poverty (Anderson, 1964; Ferguson, 1970), at least for a selected
" sub-set of the poor (Tobin, 1965). To the extent that it is still
used administratively as a measure of poverty, unemployment is
generally coupled to low income to form a kind of composite index:
thus, the Department of Labor identifies the target population for
its manpower programs as the "poor" (low income) who lack suitable
employment; H.E.W. allocates funds in its vocational education
program to "economically depressed" areas, evidencing high rates
of unemployment; the Economic Development Administration similarly’
allocates funds using a ranking of areas by per capita income and
unemployment. - : "

A brief review of the technique used to calculate the unemployment
rate will help to clarify the problems associated with the use of
this measure as a proxy for poverty. Each month, the Department of
Labor conducts a household survey of employment: the sample is
selected to reflect the mix of personal and residential attributes
found in the country as a whole. 1In 1973, 47,000 households were
sampled. Individuals, on the basis of survey responses, are then
categorized as “employed”, "unemployed", or "not in the labor force".
The employed include all those who have worked, for pay or profit,
during the survey period, those who worked at least 15 hours (in
a week) without pay in family businesses, and those with jobs
who were temporarily absent. The unemployed include those without
jobs, who have looked for work in the preceding 4 weeks, and workers
who have been temporarily "laid off". Remaining individuals are
classed as "not in the labor force": these are people without jobs,
who are not actively searching either because of age, inclination,
or discouragement (U.S. Department of Labor, 1973).

Significant problems arise in trying to use unemployment as a
poverty indicator. All working poor are obviously excluded from the
index; Levitan and Taggart estimated that in 1972, there were over
2 million family heads who were employed full time and still earned
income less than the poverty line (Levitan and Taggart, 1973).

A second problem arises from the unemployed/not in the labor force
distinction made by the Labor Department. ‘A substantial proportion
of the non-working poor become discouraged as a result of long job-
search frustrations. To the extent that these people stop searching
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for work, they are excluded from the count of the unemployed. Ferguson
(1971) estimated that 40 percent of the jobless poor were excluded

from the unemployment statistics. Finally, some individuals who are
unemployed, nevertheless have adequate incomes. Levitan and Taggart,
for example, estimated that slightly more than one half of those
officially designated as unemployed in March, 1972, earned in excess
of poverty level incomes (Levitan and Taggart, 1973).

Indeed Feldstein has recently argued that the adequacy of the
income of the unemployed is an important contributor to the persistence
of this unemployment (Feldstein, 1974).

The use of unemployment as a proxy for poverty results, largely
because of the problems alluded to above, in a mis-estimate of the
composition, as well as the number, of the poor. In particular, women
and minorities tend to leave the labor force in discouragement with
greater frequency than white men (Mooney, 1967; Ross, 1967). Moreover,
white men are also more likely than are minority workers (though
perhaps not women) to possess adequate income despite their unemployment:
this is largely a result of the persistence of Black versus white un-
employment. Thus, the unemployed population on average will have
relatively more white men than has the poor population; this is,
of course, an important source of bias in poverty programs which focus

on unemployment.

Sub-Employment Indices

In 1966, the Department of Labor, recognizing the inadequacy
of unemployment as an indicator of economic distress, began to
develop a new "subemployment" measure. Subemployment, in its
initial form, consisted of:

(1) The unemployed (formally defined using the criteria
discussed above);

(2) Part-time workers who desired full-time work;

(3) Employed family heads with weekly wages less than
the Council of Economic Advisors poverty threshold
(not adjusted for family size, region, etc.);

(4) Half of all males ages 20-64 who were not in the
labor force--a rough estimate of discouraged workers;

(5) Half the difference between the measured female
and measured male populations--an adjustment for the
undercount of males in the survey.

(Feld, 1968)




The application of this measure to ten ghetto areas resulted in
subemployment estimates of 35 percent, as opposed to formal unemploy-
ment estimates of 11 percent (Stambler, 1968).

A number of refinements of the basic Department of Labor sub-
employment index subsequently appeared. The formal derivation of
the major subemployment indices is summarized in Exhibit 32, taken from
Vietorisz, Mier, and Giblin (1975). A number of technical differences
mark the indices catalogued; the primary substantive distinction among
them,however, is in the degree to which unemployment and povernty
indicators are merged. The Spring-Harrison-Vietorisz Index (SHV), and
the Vietorisz, Mier, Giblin Index (VMG) define the subemployed as
the working poor, plus all individuals either unemployed or dis-
couraged. These indices, then, capture the full poverty population,
plus the involuntarily jobless who are not poor. Levitan and Taggart
(L&T) , and Miller define somewhat more restrictive indices: the
_working poor, plus unemployed or discouraged workers living i
families with incomes below the median U.S. income constitute the
subemployment populaticn. Thus, the L&T index and Miller's
index exclude the well-off unemployed. The population thus derived
is larger than the strict income-based poverty group (since the
income test applied to the unemployed is more genetous than
the usual poverty-line income), but somewhat smaller than the SHV
‘'or VMG estimates. A comparison of subemployment estimates derived
using alternative definitions is given in Exhibit 33.

As a measure of joblessness, the SHV index or the VMG index
appear to be superior to the L&T or Miller index. All individuals
unwillingly jobless or inadequately remunerated are counted. As a
poverty proxy, however, both the SHV index and the VMG index are
problematic inasmuch as they potentially include quite affluent indi-
In this respect, the L&T index or the Miller index is

viduals.

superior.
There are, however, problems with the L&T and Miller indices,

particularly when used as poverty proxies. Indeed, in some respects,
these indices are a rather curious amalgam of poverty and jobless-
ness measures. The income test applied to workers is the poverty
threshold. The unemployed, however, are subject to a much less
stringent inclusion criterion: family income less than the median.
The rationale for this distinction is unclear: to the extent that
any distinction at all is legitimate, one might argue that it
should go in the opposite direction. Employed people, by and large,
have larger needs (due to the conditions of their employment) than
do the unemployed; one might reasonably argue, therefore, that. the
income test applied to workers should be less stringent than that

applied to non-workers.
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Detalied d~arriptione of 5 subemployment indexas

! Spring-Harrison-
l Vietorise Index “

Humerator—The numeratar consists of the sum of 3! in-tividys!ls

levitan-Taggert |
Index ,

wha L20i into one of the fo'lowing catezorss:

Miller Index

Exclusion Index

Inadequacy tndes

A Unsmplcysd

B. Discouraged
workse

C. Imicluntary
part time

l 1. OMcially
unemployed.

1. Nolin the l
officiat i
labor force;

2. and not
over 64;

3. and “inability
to find work™ is |
the primaryors |
secondary reason
for not seeking

1. In official :
full-time H
tabor force; !

2 and working tess i
than 39 hours a. ¢+

week for econ. —ie

reysans. ’

- —
€&

v
——

L. I» officigt

i 2. and not over €3:

+ L

(2
03

1. Offzigly
nprp'eied

. 3! ot over §3;

ardmota IS0

yoor old stuteat;, |

. and nat 2 res:dent |

of 2 househo: 4 ,
i
]

~ wN

viith abave
average famiy .
Income in the
previsus year, :
{Hersafter d2fined :
to be the
nationwide maan
family income: for
SMS&'s or no::-
Shi3A’s, as
avprapriate.)

. fiat in the

official
iahor force;

2. and rot over 1}4; . 2.
. and not a 16-2}

J andnotals-2t 3
year old studint;

4 andnots g
resident of 3 I

hausehold wil’y a0
abave average
family inccme in
the previous year;
S. and currently
desiring work but
not lonking
bocause they
cannot find werk
for either job
market or per;onal
reasons,
{lch markst reas.ng
3re:
“lonked, but could
not find”* and
“think they are t-ro
young.” ar {hey
“fack sdncation, < kille .
of training,” or
they pcssess
“otimr per-onal
handicaps™),

Bl e e T PN

L tine
1ah1r force;

3 ardpola16-71 '
Y032 alf hpte b,

1 g ey e et
of 3 hrvjeebote
with- 2%00 2 24 125>
fami'y inrcre n
the peavicys yoar. -

92

wn -

3

Officiatly
urenplcyed

and not over 64;
and oot 3 16-21
year cld student;

. and not 3 resident

of 2 housekold
with ahove aver-
age family income
in the previous
ysar. (Hereafter
defined a5 the
me2n {amily in-
come lor the

SMY Xin which the
family resides)

. Natin the
" officiat

fahar force;
and nat over §4;

yoar o4 student;

. and not 3 residant

of 3 kysehold
with an above
average family
incore in ths
previous year;

. 3nd ot tooking

for work,
because they
believe no work
is available,

. In o%icial

fult-dime
laher toece.

ard not ruer 64,
and rot 2 16-21
y*ar 24 hepfent,

i

Al ~qt 3 e et

of 3 Soucehald
wihan ahse .
a:seage Hymily
inens i the
Pros:gg ye v

1. Cfficially
uremployed,

1. Not in the
official
labor force:

2. and desires wark.

L. In official
full-time
1abor force;

2. and werking less

than 25 bours

per weeh ¢r ‘ess

than SO weeks
per year for
scoremic
rep-one

—

r!. 0fcialy

unemsigyed:

2 and 3 housshold
head or an
unrel2ted
Individuad.

1. Nctin the
official
1a%or force;

2. and 3 housshold
heai, or unreiated
Ingrvideyd

3. ang desires work.

L. Inoficial
full-time
Iaber force;

2. and 3 Pyuserald
herteran
yrelyed
indvpdual;

3. antwarbing lesg
1~ 35 hoges per
wesk or boog thag
3T azehy paeyae
tar ozgrzmic
reysog,




Continued—Detalled descriptions of § subempio/ment Indexes

ftem Spring-Harrison- Levitan-Taggart Mitler Index Exclasion Index inadequacy index
Vietorisz index Index :
S. andnot a ' S. and working less

houschold head ¢ than 35 hours per
or ynrelated i week for economic
individual earniny ; reasons.
less than 8
poverty income
thereafter gofin2d
as the o'ficial

i Sacial Security

. Administration

© o snnyal family !
poverty budget
adjusted for ,
family size);

6. and working less
than 35 hours
per week for
economic reasors.
D. Earnings 1. In official 1. In officlal 1. In official 1. Inofficial -~ - -{ 1. Inofficisl
[abor force; {abar force: tabor force; labor force: tabor force;

2. and working more | 2. and 3 household 2. and working more | 2. and working more | 2. and working mare
than 34 hours hoad nr unrelated than 34 hours per than 34 hours per than 34 hours per
per week; individual; week; week; “woak;

3. and earning less ¢ 3. and natover 64; | 3. and a househald | 3. and mot previously | 3. and 2 househc!d
than an 4. and not 2 16-21 head or an counted as head or an
"adequate™ year-old student unrelated involuntary unreisted
individual income | 5. and not & resident . indiviqual; part time; individual;
(defined either as :  of ahousehold . 4. and not over 64; 4. and earning less . ard not previously
the Bureau of with above aver:ge; 5. and not a 15-21 than an adequate courted as
Labor Statistics family income ir l vear ot student; income in the imoluntary
“lower level” the previous yezr; ! 6 and mota previous year part-time;

. annual family 6. and earning less | residert of 8 {defined para- . and earning less
budget for a than “poverty” household with an metrically). than an adequate
family of four, or income in the above-average family Income in
as $4,000 per previousyear = family income'in ke previous year
year, correspond- adjusted for | the previous year; adjusted for
ing to the family slze; : 7. and earning less family size
proposed minimum ;. 7. and not previou-ly ! than an adequats fdefined
wage level of counted as weekly income paramstricalfy).
$2 per hour unemployed, ' adjusted for -
debated by discouraged, or family size
Congress in 1972}, involuntary (defined as the

part-time, | Iagal minimum
wage unadjusted
for family size).
Denominator—The denominator consists of the sym of all the Indiiduals who fall into one of the following calegories:

1. Official 1. Officlal ' 1, Official 1. Official . Officiat
Iabor force: labor force; 1 laber force. labor force; tabor

2. plus discouraged ! 2. p'us discourages i 2. plus discouraged force;
workers. : workers, H workers. . p'us discouraged

. i warkers;
| : . 274 3 household
. bead or an

: ynrelated

! individual,

Sutemployment Rate—The subemployment rate i ghtsined by ¢ ithng
employed equals the number of individua's irctuded in the vuweratar,

the numerstor by the dencminator. The aumrber ¢! indiviluals sub-

Source: T.Vietorisz, R. Mier, J. Giblin. “Subemployment: exclusion

93

and inadequacy indexes."” Monthly Labor Review, May , 1975.



‘310 ‘D ‘UTTqTO pue ‘IOTW .uuwwovo«> 19008

'

10 24 8v0’St [AX4Y hvo.Wh L X4 ev’0s T°Lt bLe'ze S°€e 860’8V
8°t S9t‘S 6°¢ T€T’6 6°C £€LE’9 0°e TTL's 1A 4 690’6
LAKA S - TAVA Lot | 989’6t v 1T | se8'vz | 0°s 159’6 6'S zLe’tt
€8 006’11 9°11 otEL’tLe 8°8 €9T'61 1°6 109°LT [0 ¢ LST4LT
-~ L90‘€EPT -—— 080°'8B€Z ——— 800‘8T1Z ——— 80T‘€61 ———- 6L6°V0Z
u:wuuwm Xaqumy 3u3d1094 I9quUMN | juedaeq IdquUmMN | JuedX9g JequmN | Juadxdg | xequmpn
X9pur X3puy xapuy Xapuy X3pul ZSTIIOILTA
Koenbaspeur uotsSNToOXa axebbej-uelyasn ISTTTH uostaxeH~6utxds

++++co1R303qNS pokordmeqns
** s puy3-320d AxR3jUNTOAUT
........uoxwoz pebeamonsiq
cestectecesscespaforduoun

s+ eeeses (7O3RUTWOUSD) OSEY

0L6T TT®4 ‘eaxy Aoazng jusulordwz 310x3aq ut sainsesy jusulotrdusqns jo uostaedmod

€€ ITqTYX3

94




other Employment-Related Indices

Unemployment and subemployment are but two of the employment-oriented
candidates for poverty measures. ' In our view, however, the alternatives
described below are appropriately used as poverty indicators only when
inadequate data precludes the construction of either sub-employment
or pure income measures. :

The Bureau of Employment Security (BES), for example, has used
"persistent unemployment"” as a basis for allocating funds spatially.
Persistent unemployment is defined as a combination of high and long-
lived unemployment (Alexander, 1968). This, of course, is quite reason-
able for some purposes; as a poverty measure, however, it is dominated
by the L&T or Miller subemployment index. The duration of unemployment
is captured adequately by the income criterion used by L&T and Miller:
lengthy unemployment depletes resources more than does short-lived-
but otherwise equivalent unemployment. Moreover, the B.E.S measure
ignores the discouraged worker problem so pertinent in poverty areas.

Offner (1972), among others, suggests that labor force participation
rates out-perform unemployment rates as an index of inter-area
differences in economic distress. Subemployment indices, on the
other hand, dominate both, at least as an index of poverty. Of course,
_if income data is unavailable, the participation rates may serve as a
reasonable quide for the allocation of funds.

Broader Economic Proxies for Poverty

As an adjunct to or substitute for income in conducting empirical
work, several other economic characteristics have at various times
in the past been used. Ryscavage (1969), for example, identified
poverty neighborhoods on the basis of a composite index covering
income, two social indicators--education and percentage of broken
homes, and two economic indices--skill level of the population and
housing conditions. Bryce (1973) in a search for proxies for income,
found a diverse set of significant economic poverty-correlates:
employment specialization in an area, occupational skills of the
population, housing conditions, and ownership of two or more cars
(a specific "consumption® standard). Adelman and Morris (1965)
found that two-thirds of the variation in levels of economic develop-
ment in 74 less developed countries was associated with differences
in non-economic characteristics. The Office of Research, Equal
Employment Opportunity Commission (1971) identified poor areas on
the basis of income of the population, and on the percentage of the
population receiving assistance. :

Finally, education has been used in a number of studies as a
' proxy for poverty (Carliner, 1973; Passow, 1963; Ryscavage, 1969;
Sexton, 1969; Wayland, 1966). The interest in using low educational
attainment as a poverty measure stems from two considerations.
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First, there is a strong belief among both policy makers and social
scientists that educational inadequacy causes poverty. Thus, in
cases in which income data is unavailable, low educational achieve-
ment seems a reasonable proxy. Seéondly, it is arqued that educa- -
tion is a more accurate gauge of an individual's long run earnings
capacity than is current income (Garfinkel & Haveman, 1974). Parti-
cularly when one is concerned with distinguishing between long-term
versus temporary poverty, educational attainment appears to be
a reasonable measure.

A caveat on the use of education as a measure of poverty is in
order. The use of education in this fashion is legitimate only
to the extent that low income is to some substantial degree in
fact caused by educational inadequacy. Recent evidence on this is
mixed. Hansen (1970), Thurow (1972), Clark (1966) and others have
suggested that the education-income relationship is‘'much weaker
than had previously been believed. Moreover, the strength of the
relationship varies quite significantly by race and sex (Carliner,
1975) . _

In sum, the legitimacy of using these alternative variables as
proxies for poverty varies. In situations in which income data
is unreliable or inaccessible, housing conditions, skill levels,
or ownership of a particular durable good may serve. It is not
recommended that these measures be used to identify the poor for
the purposes of administering relief, unless no other options
are available. To the extent that proxies capture important
causes of poverty, however, they may well be useful in directing
the design of poverty programs. Education and the un/sub-employment
measures are probably most valuable in this respect.
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XI. Social Indicators

"Money can‘'t buy happiness.”

Anonymous
13

"He was subject to a kind of disease which
at the time they called lack of money" '

Frangois Rabelais

The distinctions between economic and cultural definitions of
poverty have been discussed in Chapter II of this paper. It was
noted that many social scientists believe that economic well-being
does not always correlate well with many of the social and cultural
characteristics which are normally associated with "the good life."
This assertion has important implications for public policy-makers
seeking to ameliorate or eliminate poverty in America. In particular,
it suggests that there may have been an over-emphasis upon economic
measures of poverty in the past and that continued reliance on eco-
nomic measures can bias the choice of government programs designed to
Teduce poverty. : .

. While social scientists have long been studying a wide range of
social problems, it was not until the 1960s that they began an organ-
ized revolt against what Bertram Gross has called the "new Philisit-
inism--an approach to life based on the principle that uses monetary
units as the common denominator of all that is important in human
life" (Bauer, 1966). Given the widespread development and utilization
of economic data in the formulation of public policies in the 1960s,
these social scientists have pressed for the parallel development and
utilization of non-economic "social®™ indicators of national well-
being.

The resulting attention to the development of non-economic so-
cial indicators--and the recasting of much of the previous literature
about social and psychological problems in this light--has direct
implications for the future formulation of antipoverty policy. The
literature in this field can generally be divided into two major
areas: (a) discussions of the concepts underlying social
indicators as the term has been defined above and (b) discussions of
specific social problems--such as health, education, nutrition, and
80 forth--which can be measured through the use of social indicators.

The former category consists of books and articles published in
the 1960s and later and includes several prototype "social reports"
prepared by the United States government (Department of Health,
Education and Welfare, 1969), and the United Nations (Committee of
Experts, 1954), as well as academic moncgraphs on the potential and
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limitations of such efforts (Bauer, 1966; Freemanl, 1970; Knox, 1974;
Gross, 1970; Palley and Palley, 1971; Tauber, 1970; and Van Dusen,
1974). The latter category includes a wide range of academic studies
of "social problems" conducted over the past few decades which re-
late one or more commonly accepted "indicators" of well-being to var-
ious background factors, most frequently to factors related to socio-
economic status (and by extention, to the poor who generally occupy
the lowest socio-economic strata). This paper will focus primarily

upon the latter topic. . x

The social indicators literature provides a good deal of useful
information concerning the non-economic concomitants of poverty.

In particular, the literature provides a wide range of research data
.which seeks to answer the questions "In what ways (other than lack
of money) do the poor differ from the remainder of society?" and
"How do the poor compare with others in terms of ‘well-being’,
*quality of life', and ‘'social health'?"

In this regard, the list of items is long, and is rapidly grow-
ing longer. Interest has traditionally focussed on such tangible
‘indicators as mortality and infant mortality (Antonovsky, 1967;
Anderson, 1958; Armstrong, 1966; Donabedian, et al, 1965; Ellis, 1958;
Hunt, 1967; Stockwell, 1963; U.S. Center for Health Statistics, 19663
Willie and Rothney, 1962)7 morbidity (Baumol, 1974; Bedger, 1966;
Elinson, 1974; Graham, 1972; Herman, 1972, Kadushin, 1966; Laughton
et al, 1958; Luft, 1973; Laurence, 1958; Ornati, 1966, Ross, 1962);
alcoholism and drug addiction (Ausubel, 1958; Bailey et al., 1965; Lawrence
and Maxwell, 1962; Suchman, 1972) ;. nutrition and malnutrition (Berg
1970; Berry, 1972; Haughton, 1963; Hepner and Maiden, 1971, McKenzie,
1970) : literacy and educational levels (Passow, 1963, Ribich, 1968;
Sexton, 1969; wayland, 1966); as well as such housing and neighbor-
hood conditions as overcrowding and criminal victimization. There is
little argument that "acceptable" ratings on these indicators--low
mortality, standard housing, absence of alcoholism, and so forth--
are necessary if not sufficient conditions for well-being.

More recently, two other types of indicators, the psychological
and the socio-cultural, have become prominent in the literature.
Psychological indicators include attitudes and values, work orien-
tation, and self assessments (Alix and Lantz, 1973; Beilin, 1956; Coward
et al, 1974; Cloward and Jones, 1966; Gladwin, 1961; Allen Hess, 1970;
Katz, 1970; Miller, 1967; Powell and Driscoll, 1973; Davidson and Gaitz,
1974). These factors are more elusive and harder to measure than the
characteristics noted above, but perhaps no less important in deterxr-
mining the quality of one’'s life. In relation to poverty or social
class in particular, attention has focused on such indicators as
mastery vs. fatalism, long vs. short time horizon in planning, instant
vs. delayed gratification in consumption, alienation vs. engagement,

high vs. low self-esteem, and so on.
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Closely related conceptually, but distinguishable for analytic
' purposes, are the socio-cultural indicators. These include indi-
cators presumed to proxy "stability" of life style or "integration"
of the personality in relating to others. Most obviously, these in-
dicators include family structure and activities: divorce, desertion,
illegitimacy, child raising and socialization patterns, child neglect
or abuse (Berger, 1974; Boek et al., 1958; Chilman, 1965; simon, 1966).
Sociocultural indicators also include membership in a socially de-
fined "caste", often stigmatized, such as race, welfare dependent*,
certain categories of mentally ill,** ex-convict, and so on (Gursslin
et al, 1964; Hollingshead and Redlich, 1958; Myers, 1970; Miller and
Mishler, 1964; Nickson and Karp, 1974; Pasamanick et al., 1964).

As indicated above, much of the social indicator literature
seeks to conceptualize and measure one or more of the indicators.
Some indicators, like infant mortality, are straightforward concept-
ually; most, however, are far from clear in an operational sense:
nutritibn, attitudes of self-esteem, and mental illness are examples
of indicators which are extremely difficult to define in a way that -
can be measured. Measurement itself presents a parallel range of
difficulty: divorce rates, racial composition of the population and
educational levels lie at one end of the spectrum, *** while

*In The Politics of a Guaranteed Income (1973), Daniel P.
Moynihan argues that it is dependency and not poverty which underlies
the stigmatization of many of the poor, and which is more psycho-
logically debilitating than poverty itself.

**It has been argued by both sociologists and psychiatrists that
some persons termed "mentally ill" suffer no determinate"disease,"
either organic or psychological, but suffer, rather, from an exclu-
sionary strategy on the part of others, usually family members. See
G. Bateson et al.(1956), E. Goffman (1959), T. Szasz, M.D. (1961),

D. Cooper, M.D. (1967), R. Laing and A. Esterson, M.D.‘'s (1964), and
R. Laing, M. D. (1967).

***rhis is not to imply that even these indicators are easy to
measure unless certain simplifying assumptions are made. Divorce,
for instance, is a legal act and a matter of public record, but di-
vorce rates only partially capture family break-up since they would
not capture desertion without legal separation, dissolution of
common-law marriages, etc. Similarly, educational attainment defined
as highest grade level attained is also public record, although most
researchers would naturally rely on self-reported attainment con-
tained in the U.S. Census. Attainment is, however, imperfectly re-
lated to educational achievement, for which a wholly separate set of
measurement instruments has been devised. The difficulties of de-
fining "race" are well-explored in the anthropological literature;
however, most researchers and the Census rely on an individual's

self-identification.
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attitudes are more difficult, and illegal activities such as child
abuse and drug addiction are virtually impossible to measure with
certainty. The questions of definition and measurement occupy much
of the attached literature. Particularly thorough treatments are
E. Sheldon and W. Moore (eds.), Indicators of Social thange:
Concepts and Measurements (1968), and A. Campbell and P. Converse,
The Human Meaning of Social Change (1972). C

The literature on social indicators also attempts to explore

correlations and possible causal linkages among two or more indica-
tors. Some of the more well-known works of this nature are The Coleman
= o-eman

Report (1966), relating educational achievement, school characteristics
and various family-related indicators; The Moynihan Report (1965),
relating race, social status and family structure; and Hollingshead

and Redlich's Social Class and Mental Illness (1958), relating mental il]-
ness to education, occupation, and area of residence. Many other
examples of this genre are included in this report (eqg. Jensen, 1970).
While the studies vary considerably in quality--not the least of

their difficulties is defining and measuring the indicators whose
correlation is to be analyzed--they do in general serve the very im-
portant purpose of demonstrating that few, if any, of the undesirable
indicators are found alone. The studies suggest collectively--
although few studies claim individually--that the "multi-problem
‘family” is a much more pervasive phenomenon than the family char-
acterized by a single or even a few negative social indicators. )

A third task undertaken in the literature--and the one potent-
ially most relevant to this report--is the attempt to relate one or
more social indicators to some concept of social class. Most com-
monly, class is defined for this purpose by income level, although
other proxies may be used in addition to or in place of income.

Some (e.g., Ausubel, 1958; Baileyet al., 1965) add the more or less
standard components of socio-economic status (SES): occupation,
education, race, and so on. It should be noted that the broader the
definition of SES, the closer the study approaches the second task
above--relating indicators among themselves rather than specifically
to "poverty"--since many of the components of SES can themselves be
considered social indicators. Other researchers use more unusual
indicators of class: Beilin (1956) uses father's occupation since
social mobility is among his concerns. Others use less conventional
class proxies such as Laughton et al, (1958) who use the median rent of
the Census tract where the subject resides.

Moreover, membership in a "class® is both a social designation
and self-identification of reference group--a mental event as
well as a tangible characteristic--and as such is extremely diffi-
cult to define unambiguously through measurement of observable fea-
tures. Class identification is (or was) less difficult when it was
defined by birth (feudal) or occupation (early industrial) than in
current American society, where considerable mobility is possible.
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pespite this complexity, the.cl§sest'measp:eable'feature of
class appears to be wealth, oftén. proxied by income, although other
common SES indicators serve to explain stability of class status in
the face of short term fluctuations in wealth and income. Therefore,
it is legitimate to regard studies relating social problems to
nclass" as having related them to "poverty,"” unless the class, indi-
cator(s) chosen are clearly flawed.

The results of the three kinds of studies are varied an@;volum—
inous. So many researches have been undertaken that some speak of a
wsocial indicator movement,” which by now even boasts its own jour-.
nal called, appropriately enough, Social Indicators. Summarizing
the results is not, therefore, an easy task and no comprehensive
attempt will be made here. Lower class status (and by extension
poverty) has been shown to relate to low or negative ratings on many
social indicators, ‘e.g., mortality, morbidity, mental illness, crime,
family instability, alcoholism, drug abuse, attitudes of fatalism,
short time horizon and low self-esteem, low educational achievement,
poor housing, low political participation, and so forth. A “second
generation” of studies criticize the specific methods and some of
these findings; still others inquire into whether the differentials
on indicator ratings in relation to class are changing over time.

Much of the social indicators literature verges on the trivial,
some of it is intellectually suspect, a great deal of it is highly com-
petent within the limited goals it sets for itself; a few of the studies
have been considered to be landmark-setting. (Among the latter should be
mentioned the Coleman Report (1966) and Jencks, et al, Inequality, 1972.)
Several of the studies--e.g., HEW's Toward a Social Report (1969) en-
compass a broad range of indicators, relating them to several variables
such as income and race, although none so far has related all (or even a
large number of) the indicators to "poverty" and to each other.

. In short, none of the studies is comprehensive--the state of the
art does not at present permit an overall view of the relationship of
"poverty”, however defined, to the various indicators of quality of
‘life or well-being, however defined. The difficulties of social in-
dicator definition and measurement mentioned above, in addition to
the complexities of defining and measuring "poverty"” which are the
subject of this report, would appear to preclude such an attempt, at
least at present. . ’

Investigations of the interaction effects of the various com-
ponents of life quality (including poverty) can be found in a variety
of disciplines. The classic study of what it means to be poor in
terms of the recurring. features of one's daily life (i.e., the fea-
tures which social indicators attempt to measure) remains Henry
Mayhew's London Labour and the London Poor (1862). The most comprehen-
sive modern works on this subject are those of Oscar Lewis (1959), whose
anthropological methods are similar in many ways to Mayhew's. It may
be that the statistical methods characterizing the social indicator
literature are inherently inappropriate to uncovering and capturing
the interactive, reinforcing, and causative effects of the numerous
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and often incommensurate features of social "well-being." They are,
however, clearly appropriate and extremely useful in their avowed
purpose of estimating the extent and rate of change of various non-
economic sources of distress, and attempting to discover the degree
of correlations between these and some definition of SES or "class."
As Karl Taeuber (1970) remarks, social reporting is clearly an idea
whose time has come. But even if social indicators represent an idea
whose time has come, the concept of a social definition of poverty is
a long way from realization. The literature on social indicators
appears to provide an unambiguous answer to the question "Are the
"poor different?"™ In general, the literature demonstrates that the
poor as defined by income and social class do appear to suffer dis-
proportionately and fairly consistently from low ratings on many
quality of life indicators: high alcoholism, poor housing, high
illegitimacy, low educational achievement, and so on. These are
clearly correlates of poverty, however, and no causative or defi-
nitional claims are made by most researchers in the field.

The deeper meaning of the question--the extent to which social
problems may be causes as well as correlates or consequences of pov-
erty-—-is rarely addressed in the literature, although its theoretical
importance and policy relevance are succinctly stated by Richard

Barringer:

Presently, to be poor is to be different from the more
fortunate among us, at least in a statistical sense.
The relevant question for policy is: Are poor people
different because they are poor, or are they poor be-
cause they are different? Do the poor demonstrate
these objectionable characteristics (social indicator
ratings) in disproportionate fashion because they lack
money and means? Or do they lack money and means be-
cause of their own characteristics? If the former is
the case, policy should seek to guarantee the poor
access to the normal mechanisms by which goods and
services are made available to the rest of society:

To the extent -that the latter applies, eliminating
poverty requires the prior "rehabilitation" of the

poor in some sense.
(Barringer and Beer, 1970)

Some of the literature, particularly that on morbidity and alco-
holism, does point out a two-way causation. Laurence (1958), for
instance, notes that not only are the very poor more likely to suffer
chronic disease, but that chronic disease significantly effects re-
duction in socio-economic status. A similar chicken-and-egg phenom-
enon may be reasonably presumed for many of the problems measured by
social indicators, although most researchers are careful not to make

e
.
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causative statements on the basis of statistical correlation. 1In
any case, definitional statements--answers to the question posed

by Barringer--are rarely made in part because the correlations are
never perfect: while alcoholics may well suffer loss of income and
thus enter the poverty ranks, the fact remains that more than a

few quite wealthy persons are alcoholics as well. =

The above cited example points up another potential shortcoming
of social indicators particularly as they pertain to behavier which
is viewed by the society as negative. The sometimes bizarre be-~
havior of the lower class alcoholic is considerably more likely to
be visible to the public than that of the upper class "social
drinker"; the former is likely to be considered "deviant"; the lat-~
ter is likely to be considered merely "eccentric." Thus, descriptions
of behavior may be more related to subjective prejudices related to
social class than to actual actions. _

One area where the social indicators literature appears to be
serving a useful definitional purpose is the question of attitudes.
Findings very as to whether the poor exhibit attitudes (such as
fatalism, lack of achievement-orientation, etc.) which serve to per-
petuate their poverty, and, when such attitudes are found, whether
they are in fact a realistic assessment of one's life chances (i.e., a
consequence of poverty rather than a contributory factor) (Lewis, 1959;
Rokeach and Parker, 1970). 1In this connection, it is interesting to note
that a recent study of displaced scientists and engineers in Mass-
achusetts (Powell and Driscoll, 1973) found that these solidly middle-
class professionals forced into protracted unemployment or under-
employment exhibited within less than a year profound apathy, fatal-
ism, cynicism and loss of work motivation--the precise attitudes
often considered "causes" of poverty. These attitudinal studies are
useful in combatting the ubiquitous distinction between the "de-
serving” and "undeserving" poor--a distinction based frequently on
the actual or imputed attitudes of the poor, that is, the belief
that the "undeserving poor" are those who have the abilitfy to better
themselves but because of certain attitudes like laziness, unwill-
ingness to work hard, dependency on others, and so forth are unwill-
ing to take the necessary action. Clarity on the issue of whether
or not attitudes of the poor can counteract any benefits of income
redistribution programs is obviously a vital element in the planning
for income maintenance programs of the future (Gladwin, 1961; Lourie,
1964; Moynihan, 1973).

In sum, review of the social indicators literature indicates -
that current rescarch has by no means approached the vast potential
in this area. There is, for example, a widespread consensus that
the conceptual framework underlying many social indicators and the
available data on this topic are nowhere as well developed as many
of the economic indicators upon which social indicators were origi-
nally modelled. Generally accepted weaknesses of the social indi-

cator literature include:
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underlying conceptual uncertainties--just what is a
social indicator and how should social indicators be
used?

technical questions of definition--just what are the
elements of well-being and what are appropriate var-
iables to measure

technical questions of measurement--unavailability or
poor quality of required data

questions of external validity--problems relating to
apparently contradictory findings

questions of value judgements in the selection of in-
dicators--while most health related indicators are
relatively uncontroversial, many of the psychological
and socio-cultural indicators utilized in the past
have been criticized as imposing middle class values
(e.g. family structure measurements)

inability to use much of the available data to make
causal statements

lack of clear policy implications of available research

At the same time, however, the contributions and potential con-
tributions of the social indicator "movement” are equally evident.
Most importantly, they provide a useful corrective to overemphasis
upon purely economic measures of poverty and well-being. The mere
effort to employ social indicators (regardless of their preciseness)
can help to avoid policy pitfalls which arise from equating the
"poverty problem” to the simple absence of control over monetary re-
sources. Perhaps the best example of this "definition expanding"
function is provided by S.M. Miller, et al. who have suggested that
“"a minimum approach by government in any society with significant in-
equalities must provide for rising minimum levels not only of incomes,
assets, and basic services, but also of self-respect and opportunities
for social mobility and participation in many forms of decision making"
{(Will and vatter, 1970).

By using social indicator measures as an adjunct to income mea-
sures in defining poverty, it may, for example be possible to dis-
iinquish between temporary and long term poverty. ' This enterprise
would, in turn, make it possible to distinguish between those govern-
ment policies which are appropriate to help those who temporarily
lack income, and those who have no realistic prospect of improving
their income and who are also faced with the health and other social
problems which are statistically. correlated with long-term poverty.

{
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hasis upon purely economic indicators
of well-being is also quite useful in making cross-national compari-
sons of well-being. Thus, for example, per capita income is a widely
used statistic for such comparisons. But the social indicator per-
spective would suggest that income comparisons be supplemented by
such statistics as infant mortality and literacy rates (as well as
more sophisticated measures should they be developed and appropriate).
Given the current state of the art, the use of social indicators
as an alternative to income/wealth in defining or measuring poverty
would seem premature. But by providing increased visibility to so-
cial issues and by providing awareness of progress (or lack of pro-
gress) in specific areas, social indicators can play an important
role in shapidg the future direction of American domestic social

policy.

This corrective to overemp
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XII. State Administrative Definitions of Poverty

In the earlier chapters of this report, a number of alterna-
tive poverty measures were reviewed, and some of the difficulties
attendant on these definitions indicated. We will) now consider, in
light of these difficulties, the techniques used by state welfare
agencies to define the poor for administrative purposes.

Implicitly all state welfare agencies define the poor as those
families whose incomes and resources are insufficient to provide
them with a minimum decency standard of living. Significant diff-
erences arise, however, among states' definitions of minimum de-
cency. This is not surprising, since states use different criteria
and methodologies to determine people's basic needs.

The Social Security Act, which established the federally sup-
ported state welfare programs, requires that income and resources be
considered in determining need, but it leaves to each state the
right to specify a standard or level of living for determining eli-
gibility for welfare assistance.

To demonstrate the tremendous variance among states in what is
considered necessary for a minimal standard of living, Exhibit 34 de-
picts the amount calculated as needed monthly by a family of four
for each state, as of July, 1974. The range runs from $184 in
North Carolina to $456 in Wisconsin. What is important in comparing
these two figures is to remember that these two states may use com-
pletely different methods in deciding on what items to include in
the budget and in establishing the cost of such items to come up

~with the monthly needs amount. :

To determine how states arrive at their need levels, we con-
tacted all fifty states and conducted telephone interviews with wel=-
fare program officials. It should be noted that there are problems
inherent in telephone interviewing, with no advanced warning for the
interviewee and only an outline to follow for the interviewer. Re-
spondents tried to give us the highlights of their programs, and may
have missed some details. However, this information could not be
obtained readily any other way. Questions were primarily directed
toward the AFDC program (Aid to Families with Dependent Children),
since the adult programs (0ld Age Assistance, Aid to the Blind, and
Aid to the Permanently and Totally Disabled) were federalized in
1974 and are now administered by the SQCial'Seéurity Administration
under the title of the Supplemental Security Income Program (SSI).
We did make inquiries about SSI in cases where states supplemented
the SSI payments in accordance with their own calculations of "need"
for adults, but found that the federalization of the program has
cbmplicated the picture, making it difficult to untangle the various
budget components of the state grants. A more detailed discussion
of this problem is summarized later in this section.
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Exhibit 34*

AID TO FAMILIES WITH DEPENDENT CHILDREN: FULL MONTHLY STANDARD FOR BASIC NEEDS FOR A FAMILY
CONSISTING OF FOUR RﬁCIPlENTS AND LARGEST AMOUNT THAT CAN BE PAID TO SUCH FAMILY, BY STATE,

LY 1878 Y
~FULL :
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PAID o 100 200 300 400
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CONNECTICUT Y/ -332 2 T T jll// ]
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U.S. Department of Health, Education, and Welfare, Aid to
Standards for Basic Needs, July 1974,
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*Source:
Families with Dependent Children:

DHEW #SRS 75-03200, p.7.
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AFDC Standards

Most states define their requirements for need in terms of num-
ber, kind, and cost of specified consumption items to be included in
the assistance budget. Family need falls into two categories: basic
needs and special needs. All states recognize food, clothing, shel-
ter, fuel, and utilities as "basic" consumption items, usually re-
ferred to as basic needs. All but one of the states we interviewed
also include such items as personal incidentals, medicine chest sup-
plies, and household supplies in the basic needs list. The exception
was Minnesota where these items are covered under the special needs
category, i.e., they are allowed as needed by individual families.

In addition, many states include education-related expenses, house-
hold chore services, sewer charges, garbage removal, and transpor-

tation in the basit needs list. However those that did not specify
these items outright may have actually covered them under the basic
needs category of personal care, or household items.

Assistance payments for basic needs come in one of three forms:
flat grant (also known as consolidated grant); semi-flat grant (also
known as semi-consolidated or modified flat grant); and itemized
budget. The flat grant system is simply the use of a single, uni-
form need level to determine eligibility. Using various costing
procedures that are described below, states determine the dollar
value of the items to be included in the grant and arrive at a single
figure for families of a specified size and composition. Families
whose incomes and resources fall below the specified level are eli-
gible for assistance. Approximately 60% of the states we interviewed
use this system.

Approximately 30% of the states use a modified or semi-flat
grant system which is essentially a flat grant for all items except
shelter and possibly utilities which are funded according to regional
maximums. Several states which use the semi-flat grant mentioned
that they are working towards a flat grant system in order to ease
administrative problems. Five states (Indiana, Oregon, Tennessee,
Arkansas, and New Mexico) use an itemized budget plan whereby basic
needs are categorized and each family is funded according to its
need for each item.

In addition to the essentials of food, clothing, shelter, per-
sonal incidentals, and medical and household supplies, over 60% of
the states we contacted recognize special needs which are met ac-~
cording to individual family circumstances. The items covered under
special needs vary widely among states. Frequently on the list are
special diets, medical transport, telephone installation, school ex-
penses and job training/employment transport. Other items sometimes
included are pregnant mother allowances, laundry, gquide dog expenses,
moving costs, home repairs, medical insurance premiums, car insur-
ance premiums, and child care for working parents.

¢
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The methods vary by which states come up with the items to be
included in their calculations of need and the cost of such items.
The majority of the states initially established the composition
and costs of the family needs lists by means of a welfare department
survey study held ten to twenty years ago. Often home economists
were consulted in this process. The costs of budget items are
then periodically updatéd by the statistical division of the welfare
department on the basis of Bureau of Labor Statistics (BLS),.U.S.
Department of Agriculture (USDA), and Bureau of Census regional
and national surveys. The BLS lower living standard by region
is used by most of the states we interviewed. In the case of
utilities'costs, many of the states perform their own surveys
which usually consist of spot checks with local power companies.
Fuel and shelter costs are also usually determined by the welfare
agency, often by surveying previous expenditures by welfare reci-
pients or using census data on lower income families. Another
source used for determining costs is Family Economics Review,
which gives yearly average budget item costs by reglon, and the’
American Home Economic Study. One state (Chio) uses surveys conducted
by a neighboring state (Wisconsin) to determine the costs of some
of its budget 1tems.

At the current time, the only federal requirements regarding
.the needs standard are that 1) states not be any lower than their
July 1969 standard, and 2) that states apply their standards uni-
formly throughout the state or uniformly in areds with local price
differentials to all families in similar circumstances. States are
required to report to the regional offices of HEW the methods by
which they arrive at their calculations, but the regional office
can only sign off as to whether the procedure is sound.

Although most states use elaborate procedures to determine
budget items and costs, we suspect that fiscal ability to a large
extent influences state determination of need. A welfare official
from one state, California, indicated to us that that state bases
its need levels entirely on fiscal ability. To account for this
discrepancy, many states have two standards: a needs standard and
a payment standard. The needs standard or "full standard” as it is
called, represents the amount recognized by the state as the level
required to meet basic needs for a family of a specified size.

This standard is used to determine who is eligible for assistance.
Due to fiscal limitations, however, the state may not pay the

full amount of its need standard, and a second, lower amount,
known as the payment standard, is paid. So although Wisconsin may
recognize in its needs standard that a family of four needs $456
a month for living expenses, in fact it will only pay a maximum

of $403 in its welfare grant, as shown in Exhibit 34. In making compari-

sons among states, however, it should be noted that some states
paying less than the full needs standard may still be providing
a higher level of assistance than a state meeting need in full with

a lower standard.
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In considering the needs of each family, adjustments may be made
for family size and composition and regional differences. although
there is a great deal of variation in the methods used, every state
we contacted makes adjustments for family size. A fourth of the
states told us that they consult BLS data on low income consuming
habits by region for prorating adjustments for family size and com-
position. Half of the states we contacted did not specify their
source but mentioned that they use some kind of economy of scale
scheme which provides decreasing amounts per consumption item as
the family group becomes larger. The remaining states use a variety
of techniques. For example, Pennsylvania provides standard percent-~
age increases for family size and composition for one to six people.
Families with more than six receive fifty dollars per month for each
additional member. Similarly, Oregor uses an economy of scale scheme
for the first three. family members, then funds families according to
an even progression scheme. Illinois bases their incremental increases
for additional family members on average expenditures by size and com-
position of past public assistance recipients.

Twelve percent of the states also adjust for family age distribu-
tion. Massachusetts makes adjustments for age based on average costs
per age group for food, clothing, and personal care. For example,
adjustments for food are as follows: '

Child 0 - 6 $21.60 per week
6 - 13 31.10 per month
13 - 20 38.70 per month

Adult living with family 38.00 per month

Connecticut bases its cost on the assumed basic needs cost of nine
Year olds, nine years being the average child age. This figure

is then multiplied by the number of people in the family to arrive

at the family's total basic needs. New Hampshire developed its
standards according to a statistical age distribution of children
which, based upon available statistical information, seemed appro-
priate for their cases. The sex of the child became important only
when the family included children age twelve or older. The cost of

a2 girl was selected if there was only one child. If more than one,
the pattern of girl, boy, girl, etc. was used. Food costs were taken
from the USDA low cost food plan, clothing from Clothing the Urban
American Family, and incidentals from the BLS III (lower level) Standards of
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Living. About a quarter of the states adjust for regional differences,
which are reflected in shelter and utilities' cost differentials.

During this period of relatively high inflation and economic change,
the degree to which states allow changes in the list of consumption
jtems and the costs of existing items is a critical issue. In about 35
percent of the states we contacted, the state legislature must approve
any changes in the list or level of the needs standard. The Commissioner
of Welfare has this authority in about forty-five percent of the states,
and the authority rests with the governor in the remaining twenty percent.
Typically, these decisions are made with the recommendations of the wel-
fare department research and policy staff and input from the state budget
office. A little more than half of the states we contacted have made up-
dates in their standards within the past two years, about a third of whom
have legislative provisions for automatic cost-of-1living increases re-
flected in the needs standard. In one state, New York, the payment stan-
dard was changed due to a court decision (Rosado versus Wyman) , but this

situation is rare.

Adult Standards - Supplemental Security Income Program

Prior to the establishment of the Supplemental Security Income
Program in July 1974, states funded adult recipients (blind, aged,
and disabled) in much the same way as AFDC. That is, most states
had a payment standard to cover basic needs and an allowance
for special needs where. appropriate. When these programs became
federalized under SSI, the Federal Government paid $146 per person
" per month for basic needs, and, to avoid recipients receiving less
than they had prior to SSI, they required that states supplement the
Federal grant with whatever amount was necessary to bring reci-
pients up to their December 1973 payment levels. This supplementary
grant, called Mandatory State Supplementation, became part of the
recipient's basic need. Hence, if part of a recipient's grant under
the old system was a special needs allowance, this would now be
included as part of his basic needs. This means that the payment
standard for adult recipients may no longer be based on costs of itemized
basic needs; the SSI grant level is now a flat grant based on the
December 1973 grant level or the Federal level of 3146 whichever is

greater. .
The situation is further complicated by the fact that states
basic needs, called Optional

ma§ opt to provide additional funds for

State Supplementation for Basic Needs. They may also provide additional
payments for special needs, called Optional State Supplementation

for Special Needs. To add to the confusion, the Federal SSI pay:ent
level is tied to the cost of living (and thus increases yearly),

while the state mandatory supplementation is not. As a result,

some states have chosen to withhold increases until their mandatory

111




supplemental programs are phased out by the SSI cost of living incre.

(when the federal payments meet the states' December 1973 levels). ) !
For some states with optional supplemental programs, certain basic

and special needs are still discretely considered in the construction
of the standard. This is the case in New Hampshire, Minnesota, and
Connecticut to name a few. However,' in most states, the need levels
could not be readily explained in terms of cost of specific consumption

: :l" [

"levels.
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