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can be converted back to a time series on c, using equation (A12). With

2
time series on at' St' and ct we generate the poverty rates shown in the

text, using equations (A1) to (A3).

For the simulations which include behavioral responses we assume

that:

where M. and T. are market and transfer incomes before behavioral
1t 1t

responses. Equation (A13) assumes that, as a result of labor supply

responses, market incomes are reduced by a fraction (a ~ 0) of the

increase in transfers. Equation (A14) assumes that transfer entitlements

(Tit) are reduced by a benefit reduction rates (b ~ 0), to yield observed

transfers (Tit).

Equations (A13) and (A14) can be rewritten:

~

The moments of Mit and Tit can, therefore, be written in terms of the

moments of M. and T. , which are observed in the base year, and the1t 1t

two parameters, a and b. For example,

O~~ = (1 + ab)oMT - bo~ - aoi.
MT

These formulae are used to obtain the moments (and c) for the base year.
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We assume that M and T grow at rates y and 8. Following the logic of

equations (A9) to (All) we can, therefore, generate time series on the

moments of the pre-response income distribution.

We can write the moments of M and T in each year (after the base
~

year) in terms of the moments of M and T since:

T = 1 [~T +b~M ]
it T=ab it it •

This yields the necessary time series to calculate the poverty rates

which would have existed, given~, 6, a, and b.

y and 8 are chosen so that E(M) and E(T) grow at their observed

growth rates. Recognizing that Yequals E(Mt+l)/E(Mt ) and substituting

equations (Al5) and (Al6), after taking expected values, yields:

and

y
E(M t +l ) - a E(Tt +l )

E(Mt ) - a E(Tt )

yE(Mt ) - 0 a E(Tt )

E(M
t

) - a E(T
t

) •

oE(Tt ) - y b E(Mt )

E(T
t

) - b E (M
t

) •

Therefore y and 8 are weighted averages of y and o. These equations are

evaluated using the base year values of E(Mt ) and E(Tt ) and setting

a equal to -.5 and b equal to -.33.
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