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Abst rac t  

The o f f i c i a l  poverty measure, which i s  based on cash income, i s  a  

d e f i c i e n t  measure of hardship, p a r t i c u l a r l y  f o r  s h o r t  accounting periods. 

This  paper introduces an a l t e r n a t i v e  measure, the c r i s i s  measure, which 

adds est imated l i qu id  a s s e t s  to income. The c r i s i s  measure makes i t  

poss ib l e  to  d i s t i n g u i s h  between those whose income s h o r t f a l l s  can be made 

up by s e l l i n g  a s s e t s  and those who face t rue  hardship and must c u r t a i l  

consumption (or  go in to  debt ) .  

C r i s i s  measures a r e  computed f o r  1984, using the longi tudina l  data  in  

t he  Survey of Income and Program P a r t i c i p a t i o n ,  a  Census Bureau survey 

which conta ins  data on income from l iqu id  a s s e t s .  

A comparison of the poverty measure and the c r i s i s  measure r evea l s  

t h a t  t r a n s i t i o n s  i n t o  and out  of poverty a r e  overs ta ted  by the poverty 

measure. But f o r  some groups, such a s  nonwhites and women who a r e  s i n g l e  

pa ren t s ,  the measures do not  d i f f e r  by much. These groups hold few 

a s s e t s .  The e l d e r l y  and married couples without ch i ld ren ,  on the o ther  

hand, a r e  much l e s s  l i k e l y  to be poor using a  c r i s i s  measure. 

An examination of who rece ives  means- t e s  ted t ransf  e r s  r evea l s  t h a t  

such programs tend to  be targeted more toward those i n  c r i s i s  than the 

o f f i c i a l l y  poor. Those with a s s e t s  tend to be excluded from the programs 

by means of the a s s e t s  t e s t s ,  which weed out the temporarily impecunious 

from the t ru ly  needy. 



Measuring Pover ty  and C r i s e s :  A Comparison of Annual and 
Subannual Accounting P e r i o d s  Using the  Survey of 

Income and Program P a r t i c i p a t i o n  

1. OFFICIAL VERSUS UNOFFICIAL MEASURES OF POVERTY 

P o v e r t y  s t a t i s t i c s  pub l i shed  by t h e  U.S. Bureau of t h e  Census i n  t h e  

P-60 s e r i e s  of t h e  C u r r e n t  P o p u l a t i o n  Repor t s  r e l y  on a n  e s t a b l i s h e d  s e t  

o f  d e f i n i t i o n s .  Pover ty  t h r e s h o l d s  t h a t  a r e  a d j u s t e d  annua l ly  by the  

Off i c e  of Management and Budget a r e  compared t o  cash  incomes. Debate on 

t h e  meaning of t h i s  comparison has  r a i s e d  q u e s t i o n s  a b o u t  bo th  the  

t h r e s h o l d  and t h e  r e s o u r c e s  t o  which t h r e s h o l d s  a r e  compared. The U.S. 

Bureau of t h e  Census he ld  a  confe rence  on t r e a t m e n t  of noncash income 

(1985);  t h e  I n s t i t u t e  f o r  Research on Pover ty  he ld  a  symposium on t h e  

r o l e  of a s s e t  t e s t s  f o r  d e f i n i n g  e l i g i b i l i t y  f o r  w e l f a r e  programs (1977);  

t h e  economics p r o f e s s i o n  has  had e x t e n s i v e  d e b a t e  on t h e  a p p r o p r i a t e n e s s  

o f  a l t e r n a t i v e  techniques  f o r  comparing t h e  wel l -being of d i f f e r e n t  k i n d s  

o f  f a m i l i e s   e eat on and Muel lbauer ,  1980; Danziger e t  a l . ,  1984; van d e r  

Gaag and Smolensky, 1982.) 

I n  t h i s  paper we demons t ra te  t h a t  t h e  o f f i c i a l  pover ty  measure i s  

c o n c e p t u a l l y  d e f i c i e n t  and d i s c u s s  t h e  importance of t h a t  d e f i c i e n c y  f o r  

measures t h a t  r e l a t e  t o  1-month, 4-month, and a n n u a l  account ing  per iods .  

We r e f e r  t o  t h e  g e n e r i c  problem of observ ing  economic d e p r i v a t i o n  a s  

I t  measuring poverty." The procedures  used i n  P-60 and o t h e r  government 

r e p o r t s  a r e  d e s i g n a t e d  o f f i c i a l  pover ty  measurements. We i n t r o d u c e  an  

a l t e r n a t i v e  t h a t  we r e f e r  t o  a s  c r i s i s  measurement. 



2 .  POVERTY INCIDENCE AND THE ACCOUNTING PERIOD 

I1 ~ o v e r t y "  connotes a  condi t ion  of economic deprivat ion.  I t  genera l ly  

r e f e r s  t o  the c u r r e n t  s i t u a t i o n  of a  person o r  family,  bu t  a l s o  may 

des igna te  a  circumstance of longer dura tion--"Half of a l l  ch i ld ren  grow 

up i n  f ami l i e s  i n  poverty." A t  one extreme we want to  know who a r e  

ch ron ica l ly  poor ( i n  poverty over a  l i f e t i m e )  and who a r e  exposed to  

poverty a t  some po in t  i n  t h e i r  l i v e s .  A t  the o the r  extreme we want to  

know who a r e  poor a t  t h i s  i n s t a n t  of time and how the s o c i a l  "safe ty  ne t"  

responds to  t h e i r  depr iva t ion .  

Measuring poverty over long accounting periods obviously g ives  an 

i n s i g h t  i n t o  problems r e l a t e d  t o  chronic  deprivat ion.  Long accounting 

per iods  a l s o  lower the  p r o b a b i l i t y  t h a t  a  person who is nonpoor on a  

l i f e t i m e  b a s i s  w i l l  be measured a s  poor owing to  a  t r a n s i t o r y  income 

s h o r t f a l l .  Measuring poverty over a  s h o r t  per iod w i l l  en la rge  the count 

of poor t o  include those experiencing temporary hardships.  

I f  consumption flows a r e  used to es t imate  poverty,  changing from long 

t o  s h o r t  accounting periods causes l i t t l e  d i f f i c u l t y ,  when se rv i ces  of 

a s s e t s  and inven to r i e s  a r e  measured. I f  income flows a r e  used to  e s t i -  

mate poverty,  the  problem i s  to d i s  t inguish  those ind iv idua l s  with r e a l  

hardships  from o t h e r s  who can a l l e v i a t e  t h e i r  problems by s e l l i n g  a s s e t s ,  

i nc reas ing  debts ,  and l i q u i d a t i n g  inventor ies .  Short-term, income- 

r e l a t e d  measures of poverty must thus be augmented t o  account f o r  the 

c a p a b i l i t y  t h a t  the  economic u n i t  has f o r  smoothing consumption by 

d i s sav ing  and borrowing. 



By our d e f i n i t i o n ,  an economic c r i s i s  occurs when adjus ted  cash flow 

f o r  a  household ( taken a s  the r e l evan t  decision-making group) i s  insuf- 

f i c i e n t  to  meet cu r ren t  cos t s  of consumption. We explore t h i s  concept 

and consider  what time period is most appropr ia te  f o r  def in ing  economic 

c r i s e s  i n  l i g h t  of the e x i s t i n g  measurements i n  the Survey of Income and 

Program P a r t i c i p a t i o n  (SIPP) described below. The d iscuss ion  of how to 

a d j u s t  short-term measures to  include a s s e t s  goes back to 1959. David 

(1959) inc ludes  l i q u i d  a s s e t s  i n  a  measure of welfare;  Hansen and 

Weisbrod (1968) and Bixby e t  a l .  (1975) annui t ize  wealth to a r r i v e  a t  

augmented cash flow; S t e u e r l e  and McClung (1977) d iscuss  a  v a r i e t y  of 

ways t o  augment the income d e f i n i t i o n  i n  measuring poverty. Some r e s u l t s  

from these s t u d i e s  a r e  presented i n  Sec t ion  4.  

We approach the problem of measuring a  c r i s i s  i n  two s teps :  

a .  We consider  the mathematical problem of aggregat ing resources 
and poverty thresh0 lds  over time. 

b. We i n d i c a t e  how implementation of the measures on SIPP i s  
a f f e c t e d  by the measurement, imputation, and weighting procedures 
i n  cross-  s e c t i o n a l  and longi tudina l  samples. 

3 .  TIME AGGREGATION OF POVERTY MEASURES 

Instantaneous Concepts 

We de f ine  an  instantaneous measure of c r i s i s  a s  follows: 

a .  z (  t )  is  a  vec tor  defining the  s t r u c t u r e  of the household, 
inc luding  age,  sex, and o the r  c h a r a c t e r i s t i c s  of members t h a t  a r e  
r e l e v a n t  t o  the c o s t  of the minimum subs is tence  consumption 
l e v e l ,  n (z)  , f o r  an i n s t a n t  of time. 



b. h ( z )  e x t r a c t s  househo ld  membership from z and t h e  t o t a l  income of 
t h e  househo ld  a t  any i n s t a n t  of t i m e  is  g i v e n  by 

where  y ( i ,  t )  is t h e  income f low f o r  t he  i t h  i n d i v i d u a l  a t  t h e  i n s t a n t  t. 

S i m i l a r l y ,  t h e  sum of f u n g i b l e  assets of t h e  househo ld  a t  t h e  i n s t a n t  t 

i s  g i v e n  by 

c .  c r i s i s  is d e f i n e d  as 

where  t h e  CI f u n c t i o n  is an  i n d i c a t o r  whose v a l u e  is 1 i f  t h e  i n e q u a l i t y  

i s  t r u e  and 0 o t h e r w i s e .  I n  t h e  same n o t a t i o n ,  t h e  i n s t a n t a n e o u s  o f f i c i a l  

p o v e r t y  i n d i c a t o r  is  

Time A g g r e g a t i o n  t o  Account ing  P e r i o d s  of Leng th  T. 

A g g r e g a t i n g  t h e  t o t a l  need of househo lds  w i t h  which  a p a r t i c u l a r  

i n d i v i d u a l  is a s s o c i a t e d  f o r  a p e r i o d  of t i m e  from 0 t o  T is g i v e n  by 

 he s q u a r e  b r a c k e t s  w i l l  be used t o  d e n o t e  t h e  t ime i n t e g r a l ) .  S i n c e  

t h e  i n d i v i d u a l  is a s s o c i a t e d  w i t h  o n l y  one househo ld  a t  e a c h  p o i n t  i n  



time, t h i s  sum i s  unique regard less  of changes in  household s t r u c t u r e  and 

1 iv ing  arrangments. 

Aggregation of incomes can be achieved in  the same manner: 

T  
( 6 )  yh[Tl 5 J yh ( t )  dt.  

0  

The d e f i n i t i o n  of c r i s i s  can now be revised to i n d i c a t e  p o t e n t i a l  maximal 

consump t ion  during the period: 

That  i s ,  i f  the t o t a l  of fungib le  a s s e t s  a t  the beginning of the period 

p lus  income flows during the period ending a t  T  i s  l e s s  than the c o s t  of 

a  subs i s  tence leve 1 of consump t i o n  during t h a t  per iod,  the individua 1 

w i l l  be c l a s s i f i e d  a s  in  c r i s i s .  Note t h a t  the resources and needs of 

each household a r e  represented in  the ca l cu la t ion  i n  proport ion to the 

time t h a t  the ind iv idua l  i n  quest ion i s  a t  r i s k  i n  ( i . e . ,  a  member o f )  

t h a t  household. Therefore no double counting of needs or  income occurs. 

The o f f i c i a l  poverty r a t e  over the i n t e r v a l  [O,T] w i l l  be 

I t  i s  c l e a r  t h a t  OI[T] > CI[T]. 

One i s sue  requi res  conceptual c l a r i f i c a t i o n :  What p a r t  of t o t a l  wealth,  

w(O), should be included in  fh(O)? Clear ly ,  many a s s e t s  a r e  not  convert-  

i b l e  to cash a t  an i n s t a n t  in  time. However, the longer the period over 

which they can be converted, the g r e a t e r  the l ike l ihood t h a t  they can be 

so ld  and t h a t  they can be sold a t  a  pr ice  near a  f a i r  market value. The 

no t ion  of " f a i r  market value" i s  intended to convey a d i s t i n c t i o n  



be tween l iqu id  and i l l i q u i d  a s se t s .  We incorporate  these ideas by 

def in ing  

T 
(9 )  f h [ O , ~ ]  Z I exp( - r t )  m(t)w(O)(l - ~ ( t ) )  d t ,  

0  

where m(t) is the proport ion of wealth tha t  can be converted to cash a t  

exac t ly  time t. M(t) i s  the proport ion of a s s e t s  t ha t  have cumulatively 

been converted to cash a t  time t, 

Equation ( 7 )  i s  now res t a t ed :  

where the f h [ O , ~ ]  is used to connote the maximum of wealth t h a t  could be 

l i qu ida ted  a t  f a i r  market value in  the i n t e r v a l  [O,T]. Clear ly  fh[O,T] 

v a r i e s  over indiv iduals ;  m( t )  va r i e s  a s  the composition of t h e i r  wealth 

v a r i e s ;  and the t o t a l  fungible  wealth w i l l  vary with the l eve l  of w(0). 

4. PAST EMPIRICAL RESULTS ON POVERTY AND WEALTH 

Severa 1 s t u d i e s  have indicated the importance of wea 1 th  holdings 

among those c l a s s i f i e d  a s  poor on an income basis .  David (1959) uses 

da ta  from the 1956 Survey of Consumer Finances of the Survey Research 

Center  to cons t ruc t  a  poverty r a t io .  H i s  ne t  index compares a  measure of 

income based on disposable income plus homegrown food plus imputed home 



r e n t  to  the c o s t  of a  bundle of bas ic  needs. The gross  index adds l i qu id  

a s s e t s  t o  the income above and compares the r e s u l t  to  the same needs 

s tandard .  The index of poverty t h a t  includes l i qu id  a s s e t s  i s  23 percent  

lower. 

Hansen and Weisbrod (1968) match a s s e t  da t a  from the  Survey of 

F inanc ia l  C h a r a c t e r i s t i c s  of Consumers of the Federal  Reserve Board 

(1962) t o  da t a  from the  1962 Current  Populat ion Survey. They compute a  

measure of resources which includes income and the annuity va lue  of n e t  

worth. I f  the  poverty threshold i s  taken t o  be a  resource l e v e l  of 

$3,000 pe r  family,  the number of poor dec l ines  from 20 percent  t o  17 per- 

c e n t  when the  annui ty  va lue  of n e t  worth is included. 

S t e u e r l e  and McClung (1977) present  s eve ra l  measures of household 

resources  and inc lude  wealth i n  d i f f e r e n t  ways. Thei r  da ta  a r e  from the 

1966 Survey of Economic Opportunity of the Of f i ce  of Economic 

Opportuni ty,  DHEW. The f i v e  resource d e f i n i t i o n s  used i n  Table 1 a r e  (1)  

Income: 1966 t o t a l  nonass i s  tance family income from the  Current  

Popula t ion  Survey (CPS), plus  lump-sum income; ( 2 )  Income/Liquid Assets:  

Income (1)  p lus  l i q u i d  a s s e t s ;  (3)  Income/Net Worth: Income (1)  p lus  

a s s e t s ,  minus debt ,  l e s s  one-half money income from a s s e t s ;  (4 )  

Income/Fraction of Net Worth: Income (1)  p lus  10 percent  of n e t  worth, 

l e s s  income from a s s e t s ;  ( 5 )  Income/Annuity: Income (1)  p lus  annuity 

va lue  of n e t  worth, l e s s  income from a s s e t s .  The t a b l e  shows t h a t  weal th 

can have a  s u b s t a n t i a l  impact--inclusion of l i q u i d  a s s e t s  lowers the 

poverty r a t e  by 18 percent ,  i nc lus ion  of n e t  worth lowers the poverty 

r a t e  by 41  percent .  

These s t u d i e s  show the importance of wealth adjustments on an annual 

b a s i s ;  we can expect  l a r g e r  e f f e c t s  on a  s h o r t e r  accounting period. 



Table 1 

Pementage of Total Population Falling into or N e a r  
Poverty by Varicus Poverty Standards 

(Survey of Econanic Opportunity) 

SEX) MeansINeeds 
Poverty 0.00- 0.21- 0.41- 0.61- 0.81- Tota l in  1.01- 1.21- 1.41- 1.61- 1.81- Over 

Standard 0.20 0.40 0.60 0.80 1.00 Poverty 1.20 1.40 1.60 1.80 2.00 2.00 

SEI Poverty Standard Definitions (PSD) : 

1. 1966 SF0 Incane/Needs less than 1.0 
2. 1966 SEO Incane-Liquid Assets/Needs less than 1.0 
3. 1966 SEX) Incane-Net Worth/Needs less t3-m 1.0 
4. 1966 SF0 Incaw-Fraction of Net Worth less than 1.0 
5. 1966 SED Incane-Annuity less than 1.0 

Source: Steuerle and McClung, 'Vealth a d  the Acccunthg Period in  the Measuranent cd b n s , "  Technical Paper 
V I  (February 1977) in HEW report The Measure of Poverq (Washington, D.C. : Govemnent Printing Off ice, 1977), 
Table 6. 



5 .  CONCEPTUAL ADVANTAGES OF CI[T] AND THE RELATIONSHIP BETWEEN CI[T] AND 
oI[TI 

I n  some small i n t e r v a l s  of time, i t  i s  q u i t e  poss ib le  t h a t  y h [ ~ ]  = 0. 

Between pay periods many workers have no sources of cash flow. S e l f -  

employed wi th  i n t e r m i t t e n t  r e c e i p t s  a l s o  w i l l  have periods of zero cash 

flow. I n  t h a t  case,  the a f f e c t e d  family w i l l  be c l a s s i f i e d  a s  poor 

according t o  the OI[T], even though adequate l i q u i d  a s s e t s  a re  ava i lab le .  

The p robab i l i t y  of t h i s  even tua l i ty  decreases as  the accounting period 

1 eng thens . 
A second observat ion i s  t h a t  most households w i l l  maintain s u f f i c i e n t  

fungib le  a s s e t s  t o  meet the " t r ansac t ion  needs" of the i n t e r v a l  between 

income rece ip t s .  Thus fh[O,O] w i l l  be a t  a  minimum j u s t  before the 

r e c e i p t  of r ecu r ren t  income flows. This  behavior i s  independent of the 

accounting period. 

I n  any case, taking the cash on hand a t  the beginning of the period 

a s  f ixed  and considering successively longer periods f o r  the r e c e i p t  of 

income g ives  the following r e l a  t ionship:  

That  is ,  we expect the same r a t e  of increase  of resources, a s  the 

accounting period increases ,  using both income and cash-flow measures ( i f  

t h e  measure of fungib le  a s s e t s  is f ixed)  . When increases  i n  f u n g i b i l i t y  

of a s s e t s  a f t e r  t = 0 a r e  considered, the r a t e  of increase indica ted  by 

the  cash-flow measure must r i s e  more quickly than yh[T] wi th  increas ing  T 

over  some i n t e r v a l  0 < T < A: 



dn[T1 is i d e n t i c a l  fo r  both OI[T] and CI[T] , equation (12) Because - 
aT 

impl ies  t h a t  poverty r a t e s  using the cash-flow measure w i l l  f a l l  f a s t e r  

than 01 [T]  a s  the accounting period i s  lengthened from an i n f i n i t e s i m a l l y  

s h o r t  period. 

Up till now we have only considered the resources a v a i l a b l e  to the 

household from the s a l e  of n e t  worth. Borrowing a g a i n s t  n e t  worth would 

cause l i t t l e  change in  the measure, except t h a t  the c o s t  of i n t e r e s t  

probably should be added to n[T]. Borrowing would be des i r ab l e  when 

a s s e t s  a r e  required to earn income ( i . e . ,  too ls  of the self-employed, 

automobiles required fo r  t r anspor t  to work, e tc .  ) . 
Al te rna t ive ly ,  household members can borrow a g a i n s t  t h e i r  fu tu re  

earn ing  capaci ty.  This occurs when consumers borrow on t h e i r  c r e d i t  

ca rds ,  defer  mortgage loan payments, or take out  personal loans. 

Information on the capac i ty  of the household to incur such debts  should 

be included i n  the broader measure of poverty. Since none of t h i s  in for -  

mation i s  ava i l ab l e  i n  the SIPP core da ta ,  we s h a l l  not belabor the 

point .  

6 .  MEASUREMENT ISSUES SPECIFIC M SIPP 

S a m ~ l e s  Used 

The Census ~ u r e a u ' s  1984 Panel fo r  the Survey of Income and Program 

P a r t i c i p a t i o n  (SIPP) i s  a  na t iona l ly  r ep re sen ta t ive  sample of the 

nonins t i t u t i o n a l i z e d  U.S. population. I t  includes monthly data  on 

income, program p a r t i c i p a t i o n ,  and demographics f o r  about 20,000 U.S . 



households .  Household members a r e  in te rv iewed  every  f o u r  months, and 

t h e s e  d a t a  a r e  o rgan ized  i n t o  four-month p i e c e s  c a l l e d  waves. Due t o  a 

s t aggered  s y s  tern of i n t e r v i e w i n g ,  one-quar t e r  of t h e  sample households  

a r e  i n t e r v i e w e d  i n  each c a l e n d a r  month, and thus  a wave i n c l u d e s  a n  

o v e r l a p p i n g  mix of c a l e n d a r  months f o r  t h e  f o u r  sample groups. 

Our l o n g i t u d i n a l  sample time p e r i o d  cor responds  roughly t o  c a l e n d a r  

1984: f o r  o n e - q u a r t e r  of t h e  sample i t  is October  1983 through September 

1984,  f o r  t h e  second q u a r t e r  i t  i s  November 1983 through October  1984, 

and  s o  on. We i n c l u d e  pe r sons  i n  households  c o n t i n u o u s l y  p r e s e n t  f o r  t h e  

f i r s t  f o u r  i n t e r v i e w s ;  t h u s  we fo l low on ly  pe r sons  who were p a r t  of t h e  

n a t i o n a l l y  r e p r e s e n t a t i v e  sample. To guard a g a i n s t  po t e n t i a  1 b i a s  i n  

p o v e r t y  and c r i s i s  r a t e s  due t o  d i f f e r e n t i a l  sample a t t r i t i o n ,  we ca lcu-  

l a t e  l o n g i t u d i n a l  sample we igh t s  t h a t  a d j u s t  f o r  d i f f e r e n t i a l  p r o b a b i l i -  

t i e s  of i n c l u s i o n  i n  our l o n g i t u d i n a l  sample. David and F i t z g e r a l d  

(1987)  d e s c r i b e  t h i s  p rocedure  i n  d e t a i l .  Our l o n g i t u d i n a l  sample 

i n c l u d e s  44,639 pe r sons .  

We a l s o  p r e s e n t  some r e s u l t s  based on t h e  third-wave i n t e r v i e w .  T h i s  

c r o s s  s e c t i o n  i s  l a r g e r  (48,357 p e r s o n s ) ,  s i n c e  we do n o t  r e q u i r e  con- 

t i n u o u s  p r e s e n c e  i n  t h e  sample f o r  f o u r  i n t e r v i e w s .  (We do r e q u i r e  t h a t  

t h e  p e r s o n  is p a r t  of t h e  r e p r e s e n t a t i v e  sample, i . e . ,  was p r e s e n t  a t  t h e  

f  i r s  t-wave i n t e r v i e w .  ) 

The wave-3 sample i n c r e a s e s  p r e c i s i o n  of e s t i m a t e s  f o r  s m a l l  groups.  

I t  a l s o  i s  s u b j e c t  t o  l e s s  p o t e n t i a l  b i a s  from a t t r i t i o n .  Most impor- 

t a n t ,  i m p u t a t i o n  f o r  miss ing  d a t a  i s  c o n s i s t e n t  f o r  each i n d i v i d u a l .  

The  wave-3 sample  i n c o r p o r a t e s  t h e  dynamics of changing household com- 

p o s i t i o n ,  and d i f f e r s  from t h e  C u r r e n t  P o p u l a t i o n  Survey (CPS) and t h e  



f i r s t  wave of SIPP i n  t h a t  r ega rd .  The time p e r i o d  f o r  t h i s  sample i s  

c e n t e r e d  a t  May and J u n e  1984. Sample we igh t s  f o r  t h i s  c r o s s  s e c t i o n  

r e q u i r e  a d j u s t m e n t  f o r  p a n e l  a t t r i t i o n  and t h e  scheme i n  David and 

F i t z g e r a l d  (1987) i s  a p p l i e d  t o  t h e  wave-3 sample. 

I m p u t a t i o n  

The SIPP u s e s  a n  imputa t ion  p rocedure  t o  s i m u l a t e  v a l u e s  f o r  miss ing  

d a t a .  Data  a r e  imputed c r o s s - s e c  t i o n a l l y ,  i . e . ,  w i t h o u t  r e f e r e n c e  t o  a  

~ e r s o n ' s  d a t a  i n  o t h e r  waves, and t h i s  poses  some problems f o r  our  long i -  

t u d i n a l  work. We e l e c t e d  t o  u s e  t h e  imputed d a t a  and recogn ize  t h a t  the  

i m p u t a t i o n s  add v a r i a n c e  t o  l o n g i t u d i n a l  income t o t a l s .  For  example, 

i m p u t a t i o n  of a  miss ing  r e p o r t  of i n t e r e s t  income does n o t  make use  of 

t h e  l e v e l  of i n t e r e s t  r e p o r t e d  a t  a n o t h e r  i n t e r v i e w .  By o u r  sample- 

i n c l u s i o n  c r i t e r i a ,  we have excluded pe r sons  w i t h  f u l l y  imputed records .1  

T ime-Weigh ted  Aggrega t e s  

To u s e  l o n g i t u d i n a l  d a t a  we must i n c o r p o r a t e  changes i n  household  

compos i t ion  d u r i n g  t h e  a c c o u n t i n g  p e r i o d .  The four-month r e f e r e n c e  

p e r i o d  of  SIPP a l l o w s  c l o s e  t r a c k i n g  of household composi t ion changes and 

income changes;  t h i s  i s  c l e a r l y  a n  advan tage  over  s u r v e y s  such a s  t h e  

CPS. Our r e s u l t s  t a b u l a t e  i n d i v i d u a l s  i n  households.  Each i n d i v i d u a l  is 

c  l a s s i f  i e d  a c c o r d i n g  t o  t h e  time-weigh t ed  a v e r a g e s  of income and p o v e r t y  

t h r e s h o l d s  t h a t  a p p l y  t o  t h e  households  i n  which those  i n d i v i d u a l s  l i v e d  

d u r i n g  t h e  12-month y e a r .  For  example, an  i n d i v i d u a l  spends  6 months i n  

a  household  w i t h  $7,000 of income and a  pover ty  t h r e s h o l d  of $5,000 

d u r i n g  t h o s e  s i x  months; s h e  spends  t h e  remainder  of t h e  y e a r  i n  a  

s e p a r a t e  household w i t h  $500 income and a  pover ty  t h r e s h o l d  of $3,000.  



The i n d i v i d u a l  w i l l  then be a t t r i b u t e d  a  s t a t u s  of pover ty  f o r  t h e  

12-month per iod- - the  cumulat ive  $7,500 of income w i t h  which t h a t  person 

i s  a s s o c i a t e d  d u r i n g  t h e  y e a r  is  l e s s  than t h e  cumulat ive  $8,000 o f  

p o v e r t y  t h r e s h o l d s .  

E s t i m a t i n g  Fungib le  A s s e t s  

A c r u c i a l  p a r t  of our  s tudy  i s  the  measurement of f u n g i b l e  a s s e t s  a t  

t h e  beginning of t h e  account ing  p e r i o d ,  f h ( 0 ) .  These d a t a  a r e  n o t  

d i r e c t l y  r e p o r t e d  i n  each  SIPP wave. Thus we c o n s t r u c t  a n  a s s e t  ba lance  

measure based on income f lows from the  a s s e t s .  Because we a r e  i n t e r e s t e d  

i n  a s s e t s  h e l d  a t  t h e  beginning of t h e  account ing  per iod ,  we base o u r  

measure on a s s e t  income f lows  from t h e  p r i o r  pe r iod .  

We f o c u s  on l i q u i d  a s s e t s  which can  be conver ted  t o  c a s h  ( t h e n  con- 

sumption) o v e r  a  s h o r t  p e r i o d  of time. L iqu id  a s s e t s  a r e  measured by the  

c a p i t a l i z e d  v a l u e  of i n t e r e s t  income, i. e . ,  income from sav ings  a c c o u n t s ,  

bonds, and money market funds.  Appendix A shows t h a t  o u r  c r i s i s  measure 

would n o t  be s e n s i t i v e  t o  the  i n c l u s i o n  of a l l  p r o p e r t y  income a s s e t s  

r e g a r d l e s s  of t h e i r  l i q u i d i t y .  

For  a  l a r g e  p a r t  of the  sample t h e  i n t e r e s t  r e p o r t e d  i n  SIPP was 

imputed ( c a l c u l a t e d )  by t h e  Bureau of the  Census based on t h e  a s s e t  

b a l a n c e s  r e p o r t e d .  For t h e s e  pe rsons ,  c a p i t a l i z i n g  t h e  i n t e r e s t  income 

a t  t h e  i n t e r e s t  r a t e  used by the  Census ( 6  p e r c e n t )  r e c o v e r s  the  account  

ba lances .  For t h e  r e s t  of t h e  sample a n  i n t e r e s t  r a t e  must be assumed, 

and  we chose t o  use  t h e  same 6 p e r c e n t  r a t e .  The i n t e r e s t  income amount 

i s  c o l l e c t e d  by t h e  Census a s  a  four-month aggrega te .  Thus we do n o t  

have monthly i n t e r e s t  income amounts and cannot  c a l c u l a t e  monthly balan- 

c e s .  We t h e r e f o r e  p r e s e n t  c r i s i s  measures f o r  on ly  t h e  f i r s t  month of a  



wave, and e s t i m a t e  c a s h  a s s e t s  from i n t e r e s t  amounts pa id  d u r i n g  t h e  

p r i o r  wave. 

A l l o c a t i n g  Fungib le  A s s e t s  t o  Changing Households 

The c r i s i s  measure is o b t a i n e d  by adding t h e  e s t i m a t e d  v a l u e  of 

a s s e t s  t o  t h e  income recorded f o r  t h e  household w i t h  which t h e  i n d i v i d u a l  

was a s s o c i a t e d  i n  t h e  f i r s t  month of the  pe r iod .  T h a t  i s ,  i f  t h r e e  per-  

sons--mother, f a t h e r ,  and daughter--were i n  t h e  household f o r  t h e  f i r s  t 

s i x  months and t h e  daughte r  e s t a b l i s h e d  s e p a r a t e  housekeeping t h e r e a f t e r ,  

t h e  c r i s i s  measure r e q u i r e s  t h e  f o l l o w i n g  c a l c u l a t i o n :  

1. The a s s e t  income of each person  i n  the  f o u r  months p r i o r  t o  the  
beg inn ing  of t h e  p e r i o d  i s  c a l c u l a t e d  by summing i n t e r e s t  on c a s h  
i n  banks,  sav ings  accounts ,  and money market mutual  funds  ( a s s e t  
t y p e s  100-104). (Income rece ived  from a s s e t s  t h a t  a r e  j o i n t l y  
owned i s  a l l o c a t e d  t o  each person involved.)  

2. The a s s e t  income is c a p i t a l i z e d  a t  a  6 p e r c e n t  r a t e  of annua l  
i n t e r e s t .  The c a p i t a l  amount i s  t h e r e f o r e  50 t imes t h e  r e p o r t e d  
i n t e r e s t  f o r  t h e  p r i o r  four-month per iod.2  

3 .  The c a p i t a l  amounts a r e  aggrega ted  accord ing  t o  household s t r u c -  
t u r e  a t  t h e  beginning of the  pe r iod  f o r  which t h e  c r i s i s  measure 
i s  c a l c u l a t e d .  I n  o u r  example, t h i s  is  a  household c o n s i s t i n g  o f  
a  mother, f a t h e r ,  and daughte r .  

The l o g i c  behind t h i s  procedure  is  t h a t  t h e  i n i t i a l  household is  an  eco- 

nomic decision-making group and t h a t  the  d e c i s i o n  t o  a l t e r  t h a t  group is  

made i n  r e l a t i o n  t o  what t h e  members know about  the  i n i t i a l  a s s e t  pos i -  

t i o n  of t h e  group a s  a  whole. Subsequent changes i n  household com- 

p o s i t i o n  a r e  endogenous t o  t h e  ba lance  s h e e t  a t  t h e  beginning of t h e  

measurement pe r iod .  



7 .  POVERTY AND CRISIS LEVELS 

We beg in  o u r  p r e s e n t a t i o n  of r e s u l t s  by i l l u s t r a t i n g  t h e  e f f e c t  of 

s h o r t e n i n g  t h e  account ing  p e r i o d  on measures of pover ty  and c r i s i s .  

Using t h e  l o n g i t u d i n a l  sample, we c o n s t r u c t  measures f o r  t h r e e  account ing  

p e r i o d s :  twelve months, f o u r  months (one wave), and one month ( t h e  f i r s t  

month of a  wave). The twelve months of d a t a  i n  t h e  l o n g i t u d i n a l  sample 

g e n e r a t e  1 12-month measure ( l o o s e l y  1984) ,  3 c o n s e c u t i v e  4-month 

measures  t h a t  u s e  the  same d a t a ,  and 3 1-month measures t h a t  a r e  based on 

t h e  f i r s t ,  f i f t h ,  and n i n t h  month i n  the  12-month per iod .  Table  2  pre-  

s e n t s  t h e  r e s u l t s .  The four-  and one-month measures a r e  averages  of the  

t h r e e  measures o b t a i n e d  w i  t h i n  t h e  1984 y e a r .  

A s  t h e  account ing  p e r i o d  becomes s h o r t e r  t h e  pover ty  measure i n d i -  

c a t e s  a  s u b s t a n t i a l  r i s e  i n  t h e  number of pe rsons  c l a s s i f i e d  a s  poor. On 

a  one-month b a s i s ,  14 p e r c e n t  of the  p o p u l a t i o n  i s  poor--a f i g u r e  24 per-  

c e n t  l a r g e r  than t h e  annua l  pover ty  r a t e .  Annual pover ty  r a t e s  do n o t  

d e t e c t  a  l a r g e  number of pe rsons  who exper ience  temporary income s h o r t -  

f a l l s .  These  f i g u r e s  a r e  comparable t o  t h o s e  found by Williams (1986) ,  

who u s e s  a  s l i g h t l y  d i f f e r e n t  sample and unweighted e s t i m a t e s .  The c r i -  

s i s  measure r i s e s  by much l e s s  a s  we s h o r t e n  t h e  account ing  p e r i o d ,  and 

even f a l l s  s l i g h t l y  between the  four -  and one-month measure. T h i s  is  

b e c a u s e  a  g i v e n  amount of a s s e t s  i n c r e a s e s  i n  importance r e l a t i v e  t o  

income a s  t h e  account ing  p e r i o d  g e t s  s h o r t e r .  

We compare pover ty  and c r i s i s  measures f o r  p e r i o d s  w i t h i n  t h e  y e a r  i n  

T a b l e  3. The d i f f e r e n c e  shows t h e  r e d u c t i o n  i n  t h e  p o p u l a t i o n  

e x p e r i e n c i n g  h a r d s h i p s  t h a t  occurs  when we exclude persons  whose l i q u i d  

a s s e t s  a r e  high enough f o r  t h e i r  consumption t o  remain above t h e  pover ty  



Table 2 

Accounting Period Differences i n  Poverty and C r i s i s  Measures: 
1984 Longitudinal Sample from SIPP 

( ~ e r c e n  tage of Popula t i o n )  

Reference Period 
Percentage Percentage 
i n  Poverty i n  C r i s i s  

( 1 )  Annual (months 1 to 12) 11.26 10.44 

( 2 )  4 months ( a ~ e r a g e ) ~  13.17 11.32 
Dif fe rences  from annual 1.87 0.92 
Dif fe rences  as  percentage of (1) 16.55 8.85 

(3 )  1 month (average)b 14.04 11.03 
Dif fe rence  from annual 2.74 .63 
Dif fe rence  a s  percentage of (1) 24.2 6.06 

Note: Poverty and C r i s i s  Measures a r e  weighted counts of persons. 
Unweighted sample s i z e  = 44,639. 

a ~ v e r a g e  of periods 1, 2 ,  and 3. 

b ~ v e r a g e  of months 1, 5, and 9. 



Table 3 

One-, Four- and Twe lve-Mon th  Pover ty  and C r i s i s  Mesures Compared: 
1984 Longi tud ina l  Sample 

D i f f e r ence  a s  
Refe rence  Months % i n  % in D i f f e r ence  Percen tage  of 

P e r i o d  Measured Pover ty  C r i s i s  i n  Level Pover ty  Measure 

1 Month 1 14.69% 11.38% 3.31% 22.5% 
5 13.89 11.15 2.74 19.7 
9 13.54 10.57 2.97 21.9 

(mean 21.4) 

4 Months 1-4 13.86 11.83 2.03 14.6 
5-8 13.07 11.39 1.68 12.9 
9-12 12.59 10.73 1.86 14.8 

(mean 14.0) 

Annua 1 1-12 11.26 10.44 0.82 8.00 



l i n e  dur ing  t h e  account ing  per iod .  Taking t h e  c r i s i s  measure a s  a  more 

a c c u r a t e  measure of hardsh ip ,  t h e  d i f f e r e n c e  shows the  percentage of per- 

sons  m i s c l a s s i f i e d  a s  i n  hardsh ip  when a s s e t s  a r e  ignored. A s  t h e  

a ccoun t i ng  per iod  sho r t ens  t he  c r i s i s  measure s c r eens  o u t  an i nc r ea s ing  

p r o p o r t i o n  of persons  who a r e  so  m i s c l a s s i f i e d .  On average 21 pe r cen t  of 

t h e  one-month poor a r e  m i s c l a s s i f i e d .  

T a b l e  3 a l s o  shows the  v a r i a b i l i t y  and t rend  i n  t h e  measures through 

c a l e n d a r  y e a r  1984. Both t he  pover ty  and c r i s i s  r a t i o s  f a l l  through the  

y e a r .  I n  Appendix B Table  B - 1  we show the  j o i n t  d i s t r i b u t i o n  of the  c r i -  

s i s  and pover ty  measures and t h e  means of l i q u i d  a s s e t s  w i t h i n  t h a t  

d i s t r i b u t i o n .  The t a b l e  shows t h a t  some persons  c l a s s i f i e d  a s  poor by 

t h e  o f f i c i a l  measure hold s u b s t a n t i a l  q u a n t i t i e s  of l i q u i d  a s s e t s .  

To summarize, a s  t he  account ing  per iod  becomes s h o r t e r  t he  pover ty  

measure c l a s s i f i e s  a n  i n c r e a s i n g  number of persons  a s  poor owing t o  

income v a r i a b i l i t y  ( temporary s h o r t f a l l s ) .  The c r i s i s  measure s c r eens  

o u t  i n c r e a s i n g  numbers wi th  a s s e t  cushions  s u f f i c i e n t  t o  enab le  them to  

con t i nue  pove r ty - l i ne  consumption l e v e l s .  The n e t  r e s u l t  i s  t h a t  t h e  

one-month c r i s i s  measure i s  only 6  p e r c e n t  above i t s  annua l  l e v e l ,  even 

though t h e  one-month pover ty  measure i s  24 p e r c e n t  above i t s  annua l  

l eve  1. 

8 .  POVERTY AND CRISIS TRANSITIONS 

A number of w r i t e r s  have s t r e s s e d  t he  l a r g e  tu rnover  of the  pover ty  

p o p u l a t i o n - - p a r t i c u l a r l y  over  s h o r t  pe r i ods  (e.g. ,  Williams 1986, Ruggles 

and Will iams, 1987).  Accepting t h a t  t h e  o f f i c i a l  pover ty  measure 

o v e r s t a t e s  t h e  s h o r t -  term l e v e l  of ha rdsh ip  by ignor ing  a s s e t s ,  we nex t  



a s k  t he  e x t e n t  t o  which t r a n s i t i o n s  i n  o r  o u t  of pover ty  a r e  ove r s t a t ed .  

T h a t  is ,  t o  what e x t e n t  do those  exper ienc ing  t r a n s i t i o n s  i n  o r  ou t  of 

pove r ty  have s u f f i c i e n t  a s s e t s  t o  avoid hardsh ip  accord ing  t o  the  c r i s i s  

measure? How w e l l  do a s s e t s  cushion t h e  impact of sho r t -  term income 

f  luc  t ua  t i o n s  t h a t  cause pover ty  t r a n s i t i o n s ?  

Table  4 add re s se s  t he se  ques t i ons  by looking a t  two measures of t ran-  

s i t i o n  i n t o ,  o r  o u t  o f ,  pover ty  and c r i s i s .  The one-month t r a n s i t i o n s  

show s t a t u s  i n  one month compared w i th  s t a t u s  measured f o u r  months l a t e r .  

The four-mon th  t r a n s i t i o n s  show changes between consecu t ive  four-mon t h  

measures. ( ~ h u s  t h e  e lapsed  time i s  the  same f o r  the  one and four-month 

t r a n s i t i o n s . )  Consider  t he  one-month t r a n s i t i o n s  i n  column 2 of Tab le  4 .  

Of those  measured a s  e n t e r i n g  pover ty  (e .g . ,  n o t  poor i n  month 1 b u t  poor 

i n  month 5 ) ,  a lmos t  40 p e r c e n t  never  exper ienced a  c r i s i s - - i . e . ,  they had 

enough a s s e t s  t o  f i nance  consumption above t h e  pover ty  l i n e  i n  both 

months. Of those  measured a s  e x i t i n g  pover ty  on a  monthly b a s i s ,  nea r l y  

40 p e r c e n t  never  exper ienced a  c r i s i s .  Of those who were i n  pover ty  f o r  

bo th  months ( l a b e l e d  always poor ) ,  17 pe r cen t  escaped a  c r i s i s  i n  one or  

t h e  o t h e r  of t he  months. 

C l e a r l y ,  t h e  monthly pover ty  measure subs t a n t i a l l y  o v e r s t a t e s  t h e  

f requency of t r a n s i t i o n s .  The mob i l i t y  of those  t r u l y  i n  hardsh ip ,  a s  

measured by t h e  c r i s i s  measure, is much lower. A l t e r n a t i v e l y ,  those  who 

make pover ty  t r a n s i t i o n s  of t en  have a s s e t  cushions.  We show below, 

however, t h a t  t h e r e  is  a  b ig  d i f f e r e n c e  a c r o s s  demographic groups i n  t he  

a b i l i t y  t o  cushion a  s h o r t f a l l .  The four-month measures t e l l  a  s i m i l a r  

s t o r y ,  b u t  t he  averag ing  i m p l i c i t  i n  t he  four-month measures lowers t he  

magnitudes of t he  d i f f e r e n c e  between t h e  pover ty  and c r i s i s  measures. 



Table 4 

Poverty and Crisis Transi ticxzs over Four Months: 
1984 Longi tudinal Sample 

OneMonth Measures Four-Month ?leasure# 
Month 1 to 5 Month 5 to 9 Period 1 to 2 Period 2 to 3 

(1) (2) (3) (4) (5) 

Always Poor Total N~ 
% Always C r i s i s  
% Never Crisis 
% Enter or  M t  

Crisis  

Enter Poverty Total N 
% Enter Crisis 
% Never Crisis 

Exit  Poverty Total N 
% Exit Crisis 
% Never Crisis 

Never Poor Total N 
% Never Crisis 

Grand Sum (every column) 

a p e r i d  1 i s  m t h s  1 t5rcugh 4, period 2 is mths 5 through 8,  period 3 is mths 9 through 
12. 

%eighted counts i n  thousands of pers-. 



Another  way of viewing t r a n s i t i o n s  i s  t o  look a t  t h e  t h r e e  4-month 

p e r i o d s  w i t h i n  t h e  1984 y e a r  a s  a  t h r e e  p e r i o d  h i s t o r y .  Tab le  5 shows 

t h a t  t h e  p r o p o r t i o n  of persons  measured a s  i n  c r i s i s  f o r  t h r e e  con- 

s e c u t i v e  p e r i o d s  (a lways)  i s  a  l i t t l e  over  two- t h i r d s  of the  annua l  r a t e ;  

t h e  comparable p o v e r t y  number i s  s l i g h t l y  h igher .  From row 2 ( a )  and ( b )  

we f i n d  t h a t  16 p e r c e n t  of t h e  p o p u l a t i o n  had a  l e a s t  one 4-month p e r i o d  

o f  c r i s i s ,  a  p r o p o r t i o n  55 p e r c e n t  h i g h e r  than t h e  annua l  r a t e  (row 

3 ( b ) ) .  The comparable f i g u r e  f o r  "ever poor" i s  70 p e r c e n t  above i t s  

a n n u a l  r a t e .  The c r i s i s  measure shows l e s s  o c c a s i o n a l  ha rdsh ip ;  t h e  

p r o p o r t i o n  hav ing  one o r  two p e r i o d s  of h a r d s h i p  d u r i n g  t h e  y e a r  (row 

2 ( b ) )  i s  19 p e r c e n t  lower f o r  t h e  c r i s i s  measure than t h e  pover ty  

measure. 

9 .  SIGNIFICANT DEMOGRAPHIC RELATIONSHIPS 

We sugges ted  above t h a t  t h e  c r i s i s  measure can change our  p e r c e p t i o n  

o f  t h e  number of pe r sons  i n  h a r d s h i p  i n  t h e  s h o r t  run.  I n  t h i s  s e c t i o n  we 

a s k  how i t  changes o u r  p e r c e p t i o n s  a b o u t  t h e  d i s t r i b u t i o n  of h a r d s h i p  

a c r o s s  demographic groups.  We proceed by c a l c u l a t i n g  t h e  d i f f e r e n c e  be- 

tween t h e  pover ty  and c r i s i s  measures  f o r  v a r i o u s  demographic groups  a s  a  

p e r c e n t a g e  of t h e  pover ty  measure. Pe r sons  i n  groups  t h a t  show l a r g e  

d i f f e r e n c e s  a r e  more l i k e l y  t o  have s i g n i f i c a n t  l i q u i d  a s s e t s ,  and thus  

t end  t o  b e  m i s c l a s s i f i e d  by t h e  pover ty  measure over  a  s h o r t  a c c o u n t i n g  

p e r i o d .  

T a b l e  6  shows t h e  d i s t r i b u t i o n  of the  4-month measure, f o r  t h e  wave-3 

sample,  c l a s s i f i e d  by household s t r u c t u r e .  S i n c e  a  household can  i n c l u d e  

u n r e l a t e d  i n d i v i d u a l s ,  we s e p a r a t e l y  c l a s s i f y  households  t h a t  i n c l u d e  



Table 5 

Percen tage  of I nd iv idua l s  i n  Poverty and C r i s i s  dur ing  
1984, by Accounting Per iod and His t o ry  

( Subannua 1 De t a i  1 )  

D i f f e r ence  a s  
Percen tage  of 

Pover ty  Crisis Those i n  Pover ty  

(1) Annual (no d e t a i l )  11.26% 10.44% -7.3% 

( 2 )  Four-month h i s  t o ry  (3 subannua 1 
p e r i o d s )  : 
( a )  Always 7.92 7.01 -11.6 
( b )  Sometimes, n o t  always 11.33 9.14 -19.3 
( c )  Never 80.75 83.86 +3.85 

( 3 )  His to ry  a s  percen tage  of 
a nnua 1 

( a )  Always 
(a+b) Ever 



2 3 
Table  6  

P o v e r t y  and C r i s i s  Leve l s  by Household S t r u c t u r e  
and Race: 

Wave-3 Cross S e c t i o n  

Race and Household 
Four-Month Measures 

D i f f .  a s  Percen tage  of 
S t r u c t u r e  a t  Pover ty  Crisis % of Pover ty  P o p u l a t i o n  
F i r s t  I n t e r v i e w  (1)  ( 2 )  Measure White Black 

P a n e l  A: Households of Re la ted  I n d i v i d u a l s  

White 

S i n g l e  w/ch i ld ren  34.2% 32.7% 4.4% 7  % 
S i n g l e  w/o c h i l d r e n  13.1 8.6 34.4 13 
Marr ied w / c h i l d r e n  9.2 7.8 15.2 4  8  
Marr ied w/o c h i l d r e n  3.9 2.8 28.2 2  7  

Nonwhite 

S i n g l e  w l c h i l d r e n  52.8% 51.6% 2.3% - - 
S i n g l e  w/o c h i l d r e n  28.1 25.0 11.0 - - 
Married w l c h i l d r e n  23.0 20.1 12.6 - - 
Married w/o c h i l d r e n  7.2 6.2 13.9 - - 

P a n e l  B: Households Conta in ing  Unre la ted  I n d i v i d u a l s  

White 

S i n g l e  w l c h i l d r e n  20.1% 19.4% 3.5% 
S i n g l e  w/o c h i l d r e n  6.9 5 .1  26.1 
Marr ied w l c h i l d r e n  7.2 6.4 11.1 
Marr ied w/o c h i l d r e n  4.8 4.8 0. 

Nonwhite 

S i n g l e  w l c h i l d r e n  37.8% 34.5% 8.7% - - 
S i n g l e  w/o c h i l d r e n  16.1 16.1 0. - - 
Married w/ch i ld ren  30.8 30.8 0. - - 
Married w/o c h i l d r e n  N.A. N.A. N .  A .  - - 

P a n e l  C: A l l  Households 

White 10.2% 8.4% 17.6% 100% 

Nonwhite 

Note: Wave 3 of SIPP has  unweighted sample s i z e  of 48,357. T h i s  c r o s s  
s e c t i o n  i n c l u d e s  more pe rsons  than t h e  l o n g i t u d i n a l  sample (44,639) ,  s i n c e  
t h e  l o n g i t u d i n a l  sample r e q u i r e s  con t inuous  sample i n c l u s i o n  f o r  3  
p e r i o d s .  M a r i t a l  s t a t u s  is  shown f o r  t h e  r e f e r e n c e  person  i n  each house- 
h o l d  a t  t h e  time of t h e  f i r s t  in te rv iew.  



s u c h  persons .  The household is  c l a s s i f i e d  by the  m a r i t a l  s t a t u s  of t h e  

household r e f e r e n c e  person,  d e s i g n a t e d  by the  Census Bureau, a t  t h e  

beg inn ing  of t h e  SIPP sample panel .  Changes i n  s t a t u s  a r e  n o t  r e f l e c t e d  

h e r e .  Both the  pover ty  measure and t h e  c r i s i s  measure show t h a t  non- 

w h i t e s  a r e  roughly t h r e e  t imes more l i k e l y  t o  be poor o r  i n  c r i s i s  than 

w h i t e s .  A s  expec ted ,  s ingle-headed households w i t h  c h i l d r e n  a r e  most 

l i k e l y  t o  have h a r d s h i p ,  w h i l e  marr ied-couple  households w i t h o u t  c h i l d r e n  

a r e  l e a s t  l i k e l y .  

I n  g e n e r a l ,  t h e  d i f f e r e n c e  between t h e  pover ty  and c r i s i s  measure is 

l a r g e r  f o r  w h i t e s ,  p a r t i c u l a r l y  f o r  those  households w i t h o u t  c h i l d r e n .  

These  households a p p a r e n t l y  a r e  more a b l e  t o  accumulate a s s e t s .  The 

measures  show s m a l l e r  d i f f e r e n c e s  f o r  nonwhi tes - - l iqu id  a s s e t  ba lances  

o f f e r  l i t t l e  cush ion  when incomes f a l l  below t h e  pover ty  s t andard .  

Single-headed households w i t h  c h i l d r e n  show smal l  d i f f e r e n c e s  between t h e  

measures f o r  bo th  w h i t e s  and nonwhites.  Conversely,  a v a i l a b i l i t y  of 

a s s e t s  makes w h i t e  households w i t h o u t  c h i l d r e n  l e s s  l i k e l y  t o  have a  c r i -  

s is.  Pane l  B shows households t h a t  i n c l u d e  u n r e l a t e d  i n d i v i d u a  1s. (Some 

households  w i t h  a  s i n g l e  r e f e r e n c e  person a r e  consensua l  un ions  n o t  

r ecorded  a s  mar r iages  by t h e  Census Bureau.) The r e s u l t s  a r e  q u a l i t a -  

t i v e l y  s i m i l a r  t o  t h o s e  f o r  households of r e l a t e d  i n d i v i d u a l s ,  b u t  t h e  

magni tudes  a r e  smal le r .  

To d e s c r i b e  t h e  d i s t r i b u t i o n  of t h e  measures f u r t h e r ,  Tab le  7 c l a s s i -  

f  i e s  pe rsons  by age and gender.  The t a b l e  shows t h a t  c h i l d r e n  have t h e  

h i g h e s t  i n c i d e n c e  of pover ty  and c r i s i s .  The most s t r i k i n g  f e a t u r e  of 

t h e  t a b l e  is  t h e  d i f f e r e n c e  between t h e  two measures f o r  e l d e r l y  women. 

These women, many of whom a r e  l i k e l y  t o  be widows, seem t o  hold  s i z a b l e  

q u a n t i t i e s  of l i q u i d  a s s e t s .  



Table  7 

Pover ty  and Crisis by Age and Sex of I nd iv idua l s :  
Wave-3 Cross Sec t i on  

Age and Sex 

Four-Mon t h  Measures 
D i f f .  a s  % 

Pover ty  Crisis of Pover ty  
( 1 )  ( 2 )  Measure 

< 18 A l l  
Male 
Female 

18-24 A l l  
Male 
Female 

25-34 A l l  
Male 
Female 

35-44 A l l  
Male 
Fema l e  

45-54 A l l  
Male 
Female 

55-64 A l l  
Male 
Female 

65+ A l l  
Ma l e  
Fema l e  



We s t r e s s  c a r e  i n  i n t e r p r e t i n g  t h e  r e s u l t s  f o r  t h e  e l d e r l y .  Cash i n  

s a v i n g s  a c c o u n t s  may r e p r e s e n t  t h e  source  of a  s i g n i f i c a n t  p a r t  of t o t a l  

income. Also  t h e s e  households  a r e  n o t  l i k e l y  t o  r e a l i z e  income from 

e a r n i n g s .  A s  a  consequence i t  may be more reasonab le  t o  coun t  a s s e t s  of 

t h e  aged on t h e  a n n u i t i z e d  b a s i s  t h a t  was used by Hansen and Weisbrod 

(1968) and Bixby e t  a l .  (1975) .  Having cau t ioned  a g a i n s t  a  l i t e r a l  

i n t e r p r e t a t i o n  of t h e  c r i s i s  measure, we must r e i t e r a t e  t h a t  t h e  r e s u l t s  

h e r e  s u p p o r t  t h e  work of Danz ige r  e t  a l .  (1984) ,  which i n d i c a t e s  t h a t  

d e p r i v a t i o n  of t h e  aged tends  t o  be o v e r s t a t e d  by income measures a s  com- 

p a r e d  t o  consumption. The c r i s i s  measure r e p r e s e n t s  a  rough a d j u s t m e n t  

t o  unders tand  t h e  n a t u r e  of t h i s  overs ta tement .  

How do human c a p i t a l  l e v e l s  a f f e c t  t h e  a b i l i t y  t o  accumulate  a s s e t s  

a n d  a v o i d  s h o r t - t e r m  c r i s e s ?  T a b l e  8  c a t e g o r i z e s  pe r sons  o v e r  t h e  a g e  

of  1 5  by h i g h e s t  g r a d e  completed and race .  The d i f f e r e n c e  between t h e  

p o v e r t y  and c r i s i s  measures shows t h a t  those  w i t h  h i g h e r  e d u c a t i o n a l  

l e v e  1s have accumulated more l i q u i d  a s s e t s .  I m p o r t a n t l y ,  t h i s  is t r u e  

f o r  b o t h  w h i t e s  and nonwhites.  N e v e r t h e l e s s ,  t h e  most educa ted  nonwhi tes  

have accumulated on ly  s l i g h t l y  more a s s e t s  ( i n  r e  l a t i o n  t o  t h e i r  pover ty  

b u d g e t )  than  t h e  l e a s t  educated w h i t e s .  Thus e d u c a t i o n  l e v e l s  a l o n e  do 

n o t  e x p l a i n  r a c i a l  d i f f e r e n c e s .  

We e a r l i e r  s t r e s s e d  t h e  s u b s t a n t i a l  o v e r s t a t e m e n t  of pover ty  t r a n -  

s i t i o n s  by t h e  o f f i c i a l  pover ty  measure. T h i s  o v e r s t a t e m e n t  v a r i e s  dra-  

m a t i c a l l y  by demographic group,  a s  is s e e n  i n  Tab le  9 .  For  nonwhi tes  and 

s ing le -headed  households  w i t h  c h i l d r e n  t h e  occur rence  of " f a l s e "  t r a n -  

s i t i o n s  (measured pover ty  t r a n s i t i o n  by a  pe r son  n e v e r  i n  c r i s i s )  i s  

much s m a l l e r  t h a n  f o r  o t h e r  groups .  For  t h e  e l d e r l y  and mar r i ed  heads of 



Table 8 

Poverty and Cr i s i s  by Race and Education: 
Wave-3 Cross Sect ion 

Four-Month Measures 
D i f f .  a s  % 

Highest Population of Poverty 
Race Grade Completed (mi l l i o n s )  Poverty Cr i s i s  Measure 

White 

Nonwhite 

Note: Table shows persons aged 16 or older.  



T a b l e  9 

Four-Month P o v e r t y  and C r i s i s  T r a n s i t i o n s  by Demographic Groups: 
P e r i o d  1 to  2 ,  L o n g i t u d i n a l  Sample 

Households  of R e l a t e d  I n d i v i d u a l s  
S i n g l e  S i n g l e  Mar r i ed  M a r r i e d  

A l l  Nonwhites  Age - > 65 w/o C h i l d  w /  C h i l d  w/o C h i l d  w /  C h i l d  

Always Poor  T o t a l  Na 22,914.4 
% Always C r i s i s  88 .O 
% Never C r i s i s  5.9 
% E n t e r  o r  E x i t  C r i s i s  6 .1  

E n t e r  Pove r ty  T o t a l  N 
% E n t e r  C r i s i s  
% Never C r i s i s  

E x i t  P o v e r t y  T o t a l  N 8,751.1 
% E x i t  C r i s i s  72.7 
% Never C r i s i s  27.3 

N e v e r  Poor  T o t a l  N 189,800.5  
% Never C r i s i s  100. 

Column T o t a l  N 228,411.5 

a ~ e i g h t e d  c o u n t s  i n  thousands .  Columns may n o t  add t o  t o t a l  owing t o  rounding .  



households without ch i ldren  over half  of those measured a s  en ter ing  

poverty experience no c r i s i s ,  and s l i g h t l y  under half of those measured 

a s  leaving poverty were i n i t i a l l y  in  a  c r i s i s .  For these groups the 

mobi l i ty  in  or out  of hardship i s  dramatical ly overstated by the poverty 

measure. I n  general ,  households without ch i ldren  show large proport ions 

of "false" poverty t r ans i t i ons .  The table  a l s o  shows tha t  mobility i s  

q u i t e  r e s t r i c t e d  fo r  some groups, notably s ing le  household heads with 

ch i ldren .  While 8.8 percent  (.88 x  22,914.4 + 228,411.5) of the t o t a l  

populat ion experienced a  c r i s i s  in  both four-month periods, 36.2 of the 

group cons i s t ing  of s ing le  heads with ch i ldren  had two consecutive 

per iods  of c r i s i s .  

10. TARGET EFFICIENCY, THE ACCOUNTING PERIOD, AND MEASURE OF HARDSHIP 

One way to evaluate  the c r i s i s  measure of hardship i s  to ask whether 

i t  increases  our understanding of s o c i a l  policy in  comparison to the 

poverty measure. We attempt t h i s  evaluat ion by studying the d i s t r i b u t i o n  

of b e n e f i t s  under means- tes ted  t r ans fe r  programs. Two normative c r i t e r i a  

a i d  i n  th i s  evaluat ion:  

A .  I n  a  des i r ab le  program the probabi l i ty  of receiving bene f i t s  
should r i s e  i n  proportion to the measure of hardship. 

B. The expected bene f i t  from the program should increase a s  the 
measure of hardship increases.  

(We recognize tha t  t a rge t  e f f i c i ency  measures do not  measure economic 

ef f ic iency--see  Sadka, Garf inkel ,  and Moreland, 1982--but they o f f e r  a  

b a s i s  f o r  i n t e l l i g e n t  program design. ) 



The f i r s t  c r i t e r i o n  motivates a  presenta t ion  of the proport ion of 

the population tha t  i s  served by a  means- t e s t ed  program in  r e l a  t ion  to 

the prewelfare c r i s i s  r a t i o  ( i . e . ,  market income, t r ans fe r s  other  than 

means- t e s t ed  t r a n s f e r s ,  and cash a s s e t s  divided by the poverty 

threshold) .  We present  tabula t ions  based on the wave-3 c ross  sec t ion ,  

using the four-month poverty and c r i s i s  measures, because of the con- 

s i s t ency  of imputations and the i n t e g r i t y  of a s s e t  income on the four- 

month in terva 1. 

The ca l cu la t ions  use data s imi l a r  to Weinberg (1986), but  d i f f e r  in  

s e v e r a l  important respects .  Socia l  Securi ty and o the r  t r a n s f e r s  t ha t  a r e  

not  means-tested are  included in  the prewelfare measure. The measures - 

a r e  averaged over four  months, r a the r  than one month--April 1984. And 

the months included range from January to Ju ly ,  depending on the ro t a t ion  

group. 

I n  Table 10 panel I r epor t s  the recipiency of t ransfers .  Cash t rans-  

f e r s  a r e  described i n  rows 1-3, labeled A-C. Row A shows t h a t  near ly  

three-quar te rs  of those in  deep c r i s i s  receive cash t r ans fe r s  and about a  

t h i r d  of those whose resources command between 0.5 and the poverty l i n e  

a r e  r ec ip i en t s .  Row B informs us tha t  recipiency of these bene f i t s  

reaches between 12  and 20 percent of the poor who a r e  n o t  i n  c r i s i s .  Row 

C ind ica t e s  an even smaller recipiency r a t e  fo r  those who a r e  n e i t h e r  in  

poverty nor i n  c r i s i s .  The ana lys i s  i s  repeated fo r  noncash bene f i t s  

cons i s t ing  of Food Stamps, Specia l  Supplemental Food Program fo r  Women, 

I n f a n t s ,  and Children, and energy a s s i s t ance  i n  rows 4-6. For both kinds 

of bene f i t s  recipiency dec l ines  monotonically with the c r i s i s  r a t i o  and 

the  poor receive a t  a  g rea t e r  r a t e  than the nonpoor. 



Table 10 

Target Efficiency of Cash and Nmcash Means- 
Tested Programs CLassified Pra~elfare Powrty and 

Crisis Measures 
(Wave-3 C m s  Secticn) 

Efficiency 
Measures & Target 
Program Papula ticn 

Prewelfare Crisis Ratio 
2.0 or 

O t o . 5  .5to1.0 1.0to1.5 1.5to2.0 More Mean Percentage 

I. % Receiving Transfers 

A. crisis < 1 
B. inpovel:ty,  not^ 
C. neither 

A. crisis < 1 - 
B. in poverty, not A 
C. neither 

Total 

11. Cumulative Share a€ Transfers 

Cash - 
A. crisis < 1 
B. in poverty,  not^ 
C. neither 

A. crisis < 1 - 
B. in poverty, m t A  
C. neitfier 

Total 1 100 .O 



Some ind ica t ion  of the concentrat ion of expenditures on the most 

needy i s  given by the ana lys i s  of share of benef i t s  in  panel I1 of Table 

10 ,  c l a s s i f y i n g  bene f i c i a r i e s  according to the same matrix used i n  panel 

I. For cash t r ans fe r s  70 percent a r e  d i rec ted  to persons in  c r i s i s .  

S l i g h t l y  more than 2  percent of addi t ional  bene f i t s  a r e  paid to the poor 

who a r e  not  in  c r i s i s .  Persons who are poor but not  in  c r i s i s  seldom 

meet e l i g i b i l i t y  c r i t e r i a  to p a r t i c i p a t e  in  means- t e s  ted programs. 

Conversely, fo r  reasons tha t  may be e n t i r e l y  cons i s t en t  with the mandates 

of a  number of means- t e s  ted programs, 2 7 . 5  percent  of cash bene f i t s  a r e  

paid to persons who a re  not poor. 

The share of noncash bene f i t s  t h a t  i s  received by persons in c r i s i s  

i s  l a rge r  than fo r  cash benef i t s .  Few bene f i t s  a r e  paid to poor who a r e  

n o t  in  c r i s i s .  Almost no noncash bene f i t s  a re  paid to persons whose 

resources i n  the absence of means-tested programs place them a t  or  above 

twice the poverty threshold. 

Figure 1 graphs these r e l a t ionsh ips .  I t  shows a  r i s i n g  proportion of 

persons receiving t r ans fe r s  as  the c r i s i s  gap widens. The r e l a t i v e  c r i -  

s i s  gap is defined a s  one minus the prewelfare c r i s i s  gap. The f igu re  

a l s o  shows the low proport ion of persons with s i zab le  c r i s i s  gaps who 

l i v e  i n  households with pos i t i ve  l iquid  a s se t s .  

We conclude tha t  the prewelfare c r i s i s  measure gives a  c l e a r e r  

understanding of mechanisms by which means- t e s  ted t ransf  e r s  a r e  d i s  tri- 

buted than the poverty r a t i o ,  which would c l a s s i f y  a l l  persons shown on 

the rows Labeled (B) a s  poor. I t  does th i s  without incorporat ing speci- 

f  i c s  about those d i s t r i b u t i o n  mechanisms, but r e l i e s  on a  concept of 

p o t e n t i a l  consump t i o n  fo r  i t s  conceptual underpinnings. 





The imp l i ca t i ons  of Table  10 f o r  the  expected b e n e f i t  paid  a r e  shown 

i n  Tab le  11. Columns 1 and 2 d i s p l a y  t he  mean payment accord ing  t o  the  

c r i s i s  measure and pover ty  c l a s s i f i c a t i o n  used i n  Tab le  10. Again, the  

expected payment d e c l i n e s  monotonical ly  w i th  i n c r e a s e  i n  t h e  c r i s i s  

r a t i o .  I n  t he  c a s e  of noncash programs t h i s  is the  r e s u l t  of both 

d e c r e a s e s  i n  e l i g i b i l i t y  and t h e  mean payment t o  r e c i p i e n t s  a s  the  l e v e l  

o f  t h e  c r i s i s  r a t i o  r i s e s .  For cash  programs t he r e  a r e  a  number of 

r e c i p i e n t s  who r ece ive  l a r g e  payments d e s p i t e  a  h igh  c r i s i s  r a t i o ,  so  

t h a t  most of t he  appa ren t  d e c l i n e  is due t o  r educ t i on  i n  r e c ip i ency  

r a t e s .  Column 3 of Tab le  11 shows the  c r i s i s  gap--the d i f f e r e n c e  between 

t h e  pover ty  th resho ld  and a v a i l a b l e  resources - - fo r  each group. ( A  nega- 

t i v e  amount i n d i c a t e s  r e sou rce s  i n  excess  of t he  pover ty  th resho ld .  ) 

We can f u r t h e r  view the  respons iveness  of t r a n s f e r s  t o  need by 

graph ing  t h e  r e l a t i o n s h i p .  For convenience we d i v i d e  t h e  amount of 

t r a n s f  e r  payments rece ived  by the  pover ty  th resho ld  and c a l l  t he  s c a l e d  

r e s u l t  r e l a t i v e  t r a n s f e r s .  R e l a t i v e  t r a n s f e r s  a r e  compared t o  t he  r e l a -  

t i v e  c r i s i s  gap i n  F igure  2. The d o t t e d  45-degree l i n e  i n  t he  f i g u r e  

shows t h e  l e v e l  of r e l a t i v e  t r a n s f e r s  necessa ry  t o  e l i m i n a t e  t he  c r i s i s  

gap.  The d i s t a n c e  between t h i s  l i n e  and the  expected l e v e l  of t r a n s f e r s  

shows t h e  u n f i l l e d  c r i s i s  gap. (The e f f e c t  of a  more l i b e r a l  pover ty  

t h r e s h o l d  can be seen  by d i s p l a c i n g  t he  l i n e  t o  t he  l e f t .  For example, 

t h e  Food Stamps program recognizes  a  need t o  pay some b e n e f i t s  t o  fami- 

l i e s  up t o  125 pe r cen t  of the  pover ty  th resho ld .  I t  can be p i c t u r e d  a s  a  

program f o r  which t h e  d o t t e d  l i n e  has  an  i n t e r c e p t  a t  -0.25 on t he  ho r i -  

z o n t a l  a x i s . )  



Table 11 

Mean Transfer  Payments and C r i s i s  Gap 
f o r  D i f f e ren t  Targe t  Populations 

(Wave-3 Cross sec t ion )  

Prewelfare  C r i s i s  
Measure, Targe t  

Populat ion 

Mean Percentage 
Mean Transfer  C r i s i s  of Gap Percentage of 

Cash Noncash Gap Unf i l led  Population 
(1)  (2)  (3)  (4 (5  

A .  C r i s i s  < 1 
0 t o  .5- 
.5 t o  1.0 

B .  I n  poverty, n o t  c r i s i s  < 1 
1.0 t o  1.5 279 
1.5 t o  2.0 157 
2.0 o r  more 158 

C.  Nei ther  i n  poverty nor 
c r i s i s  < 1 

1.0 t o  1.5 
1.5 to  2.0 
2.0 o r  more 

Mean ( t o t a l )  146.8 

- 

' ~ o t  meaningf u l  s ince  gap i s  negative. 





The s o l i d  l i n e  segments in  Figure 2 show the ordinary l e a s t  squares 

regress ion  l i nes  f o r  r e l a t i v e  t r ans fe r s  on the r e l a t i v e  gap, run separa- 

t e l y  fo r  each of the indicated segments. There a re  a t  l e a s t  950 

unweighted observat ions on each segment. The dot shows the mean f o r  the 

observa t ions  in  each segment. The kinked dot ted l i n e  shows a  sp l ine  

r eg res s ion  of the r e l a t i o n  where the endpoints of the segments a r e  

cons t ra ined  to  meet. 

As i s  apparent  in the f igu re ,  persons with small c r i s i s  gaps a r e  on 

average moved out  of c r i s i s ,  but  the t r ans fe r  system allows increasing 

propor t ions  of unmet need u n t i l  the r e l a t i v e  gap reaches .75. Then the 

t r a n s f e r  system responds with a  do l l a r  of t r ans fe r  f o r  a  d o l l a r  i nc rease  

i n  need. 

Table 12 presents  coe f f i c i en t s  and summary s t a t i s t i c s  f o r  the sp l ine  

regress ion .  Table 12 a l s o  records the d ispers ion  of t r a n s f e r s  f o r  per- 

sons of equal need. Large d ispers ion  ind ica t e s  ta rge t ing  on a  bas is  

o t h e r  than need--redis t r i b u  t i ons  among persons with the same need could 

inc rease  average we1 1-being. The R- squared fo r  the s p l i n e  regress  ion 

shows tha t ,  fo r  the group of persons with prewelfare c r i s i s  r a t i o s  l e s s  

than 3, 45 percent  (1  - .552) of the variance in t r ans fe r s  i s  not  

explained by v a r i a t i o n  in the leve l  of need. 

One might ask i f  t h i s  summary of means- tes  ted programs i s  reasonable 

when we know tha t  e l i g i b i l i t y  i s  f requently determined by family charac- 

t e r i s i t i c s .  Figure 3  shows a  sp l ine  regression f o r  each of the four 

household types analyzed e a r l i e r .  A good p a r t  of the d ispers ion  i s  

accounted f o r  by household s tructure--an F - t e s t  shows t h a t  the coef- 

f  i c i e n t s  d i f f e r  s i g n i f i c a n t l y  across  the groups. Somewhat su rp r i s ing ly ,  

the  group receiving the l a r g e s t  expected t r ans fe r s  a re  married couples 



Table  12 

S p l i n e  Regress ion f o r  T rans f e r s  on C r i s i s  Gap (4 ~ o n t h )  

A. Regress ion  Coe f f i c i en t s :  
Sample of A l l  Persons  wi th  C r i s i s  Ra t i o  < 3, N = 20,237 
Dependent Var iab le :  R e l a t i v e  T rans f e r s  = Trans f e r s /Pove r ty  Line 
Sp l i ned  Independent Var iab le :  R e l a t i v e  C r i s i s  Gap = Crisis 

Gap/Poverty Line 

Range of S tandard 
C o e f f i c i e n t  S p l i n e  Es t imate  E r r o r  

cons t an  t 
.75 to 1. 
.5 to  .75 
.27 to  .5 
0 t o  .25 

-.25 t o  0 
-.5 to -.25 
-.5 to -1. 
-1 to -2. 

B. Summary S t a t i s t i c s  f o r  Sp l i ne  T rans f e r  Regress ions:  
By Household S t r u c t u r e  
Samples Inc lude  Persons wi th  C r i s i s  Ra t i o  < 3. 

Samp l e :  N ~2 02 

1. ~ 1 1 ~  20,237 .552 .0282 
Household S t r u c t u r e :  

2.  Only r e l a t e d  persons  p r e sen t  19,140 .572 
S i n g l e  w/o c h i l d r e n  2,343 .593 
S i n g l e  w lch i l d r en  3,816 .664 
Married w/o c h i l d r e n  2,323 .278 
Married w/ch i ld ren  10,658 .494 

Note: T r a n s f e r s  inc lude  both means- t e s t e d  cash  t r an s f  e r s ,  and noncash 
t r a n s f e r s .  

a ~ n c l u d e s  households wi th  un re l a t ed  persons  p resen t .  



Figure  3 

Sp l ine  Regress ion f o r  T rans f e r s :  By Household S t r u c t u r e  
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w i t h o u t  c h i l d r e n .  Th is  group l i k e l y  i n c l u d e s  many e l d e r l y  who r e c e i v e  

SSI  and means- tes ted v e t e r a n s '  b e n e f i t s .  The l e a s t  t a r g e t e d  group is 

m a r r i e d  coup les  w i t h  c h i l d r e n .  Based s o l e l y  on t h e  c r i s i s  gap a s  a  

measure of need,  r e d i s t r i b u t i o n  toward t h i s  group i s  warranted.  

The R-squared i n  t h e  bottom pane l  of Tab le  12 shows t h a t  t h e r e  is a  

good d e a l  of d i s p e r s i o n  of t r a n s f e r s  even w i t h i n  household s t r u c t u r e  

groups .  T r a n s f e r s  t o  s ingle-headed households wi th  c h i l d r e n  show t h e  

l e a s t  unexplained v a r i a t i o n  (34 p e r c e n t ) ,  whi le  t h e  marr ied wi thou t  

c h i l d r e n  group shows t h e  most (72 p e r c e n t ) .  Again, t h i s  l a t t e r  group 

l i k e l y  mixes e l d e r l y  who r e c e i v e  SSI w i t h  younger coup les  who r e c e i v e  

n o  th ing .  

1 1. CONCLUSION 

We a r g u e  t h a t  t h e  o f f i c i a l  pover ty  measure based on c a s h  income is a  

d e f i c i e n t  measure of ha rdsh ip ,  p a r t i c u l a r l y  f o r  s h o r t  account ing  per iods .  

We propose a n  a s s e t - a d j u s t e d  pover ty  measure, our  c r i s i s  measure, t h a t  

s c r e e n s  o u t  those  pe rsons  w i t h  l i q u i d  a s s e t s  adequa te  t o  main ta in  con- 

sump t i o n  a t  t h e  pover ty  t h r e s h o l d  l e v e l  d u r i n g  t h e  account ing  per iod .  

The d i f f e r e n c e  i n  l e v e l s  between t h e  two measures r e v e a l s  t h a t  a  p o r t i o n  

o f  t h e  o f f  i c a l l y  measured poor a r e  m i s c l a s s i f  i e d  accord ing  t o  our  c r i s i s  

measure. F u r t h e r ,  the  pover ty  measure subs  t a n t i a l l y  o v e r s t a t e s  t r an-  

s i t i o n s  i n  o r  o u t  of ha rdsh ip- - those  i n  c r i s i s ,  t h e  a s s e t  and income 

poor ,  show much lower m o b i l i t y  than t h e  o f f i c i a l l y  measured cash-income 

poor .  

F o r  some groups ,  such a s  nonwhites  o r  s ing le -head  households w i t h  

c h i l d r e n ,  t h e  two measures do n o t  d i f f e r  by much; t h e s e  groups hold  few 



a s s e t s .  For t he  e l d e r l y  and marr ied couples  w i thou t  c h i l d r e n  the  

measures  d i f f e r  subs  t a n t i a l l y .  When we look a t  t he  t a r g e t i n g  of means- 

t e s t e d  t r a n s f e r  programs, we f i n d  t h a t  programs tend t o  be t a r g e t e d  more 

toward those  i n  c r i s i s  than those  i n  o f f i c i a l  poverty.  The o f f i c i a l  poor 

who a r e  n o t  i n  c r i s i s  do n o t  r e c e i v e  many t r a n s f e r s ,  probably owing t o  

a s s e t  t e s t s  i n  t r a n s f e r  programs. 

Given t h e  sample des ign  of SIPP, we have most conf idence i n  measures 

t aken  on a  four-month b a s i s .  One advantage of subannual measures is t h a t  

we can more c l o s e l y  match household composi t ion t o  income. Fu r the r ,  we 

can  more a c c u r a t e l y  po r t r ay  hardsh ip  a t  a  po in t  i n  time a s  long a s  a s s e t s  

have been inc luded  a s  resources .  The SIPP does n o t  a l low computation of 

a s s e t s  on a  monthly b a s i s .  Aggregation t o  annua l  measures r e q u i r e s  

sample weigh t ing  f o r  a t t r i t i o n ,  l o n g i t u d i n a l  imputat ion of miss ing d a t a ,  

and methods f o r  handl ing  changes i n  fami ly  composition. Our r e s u l t s  

s u g g e s t  t h e  importance of g a t h e r i n g  a s s e t  in format ion  on a  subannual 

b a s i s  i n  o r d e r  t o  measure hardsh ip  on a  subannual b a s i s .  

Along w i t h  t h i s  l a s t  sugges t i on ,  f u r t h e r  work showing how the  

t r a n s f e r  system a f f e c t s  t h e  consumption p a t t e r n  of households seems a  

u s e f u l  ex tens ion .  T h i s  would r e q u i r e  comparisons a c r o s s  account ing  

p e r i o d s  t h a t  cons ide r  t h e  p o t e n t i a l  l a g  of the  t r a n s f e r  system response 

t o  need. Improved d a t a  on a s s e t s  o r  a c t u a l  consumption of households 

would be necessa ry .  Moreover, t h e  e f f e c t s  of changes i n  m a r i t a l  s t a t u s ,  

o r  o t h e r  household composit ion e f f e c t s ,  should be considered.  On a  

subannual  b a s i s ,  measurement of wel l -being depends on unders tanding how 

r e s o u r c e s ,  both  income and a s s e t s ,  a r e  d i s t r i b u t e d  when household com- 

p o s i t i o n  changes. 



Appendix A 

ALTERNATIVE ASSET MEASURES 

Here we add re s s  t he  s e n s i t i v i t y  of our  c r i s i s  measure t o  an  a l t e r -  

n a t i v e  a s s e t  d e f i n i t i o n .  We have concen t r a t ed  on l i q u i d  a s s e t s  measured 

by income flows of c a p i t a l i z e d  i n t e r e s t .  Another n a t u r a l  a s s e t  measure 

i s  t h e  c a p i t a l i z e d  va lue  of a l l  p roper ty  income flows. Th i s  would add 

income from s t o c k s  and r e n t a l  p rope r ty  to  our  measure. These types  of 

a s s e t s  a r e  expected t o  have a  l a r g e r  va r i ance  i n  r e t u r n s  and be l e s s  

l i q u i d .  Owner-occupied housing and consumer du rab l e s  do n o t  gene ra t e  

p rope r ty  income and a r e  thus  excluded. S ince  our concern is  wi th  

f i n a n c i n g  shor t - t e rm consumption, t h i s  exc lu s ion  seems reasonable ,  

a l t hough  i t  i gno re s  t h e  p o t e n t i a l  t o  borrow a g a i n s t  t he se  a s s e t s .  

Tab l e  A - 1  shows t h a t  persons  exper ienc ing  a  four-month c r i s i s  r e c e i v e  

very  l i t t l e  p rope r ty  income t h a t  i s  n o t  i n t e r e s t .  To make t h i s  com- 

p a r i s o n  we a g a i n  used a  6  p e r c e n t  r a t e  t o  c a p i t a l i z e  a l l  p rope r ty  income 

i n  excess  of i n t e r e s t  income. To the  e x t e n t  t h a t  t he  6  pe r cen t  r a t e  

u n d e r s t a t e s  t h e  r e t u r n  a v a i l a b l e  on t h e s e  a s s e t s ,  our  c a p i t a l i z a t i o n  

o v e r s t a t e s  the  va lue  of t he se  a s s e t s .  The t a b l e  shows t h a t  94  pe r cen t  of 

t hose  i n  c r i s i s  r e ce ive  no proper ty  income o t h e r  than i n t e r e s t .  I f  we 

were t o  i nc lude  a l l  p rope r t y  income a s s e t s  i n  our c r i s i s  measure, and 

assume t h a t  anyone who r e c e i v e s  even one d o l l a r  of n o n i n t e r e s t  p rope r ty  

income is moved o u t  of c r i s i s ,  then  our  c r i s i s  measure would f a l l  by 6  

pe r cen t .  For  t h e  average  four-month measure t h i s  would be a  change from 

11.3 p e r c e n t  t o  10.6 pe r cen t ,  i n c r e a s i n g  d i f f e r e n c e s  between t h e  c r i s i s  



and poverty measures ( see  Table 2 ) .  ÿÿ he negative property income cases 

shown in  the table are most l ike ly  wealthy persons taking property income 

( e . g . ,  rental ,  l o s s e s . )  



Table A-1 

Alternative Asset Measure by Crisis S t a b s  
1984 Longitudinal Sample 

Distribution of the Capital Value of Praperty Income kss 
Interest  Incane (other  asset^)^ a t  

Popula tion Beginning of Period--Percentage of Row Total 
(4-month measure) Negative Zen, 1 to $2,000 $2,001 to $10,000 $10,000 plus Total 

I n  Crisis Period 2b .43 94.1 2.47 1.20 1.80 10077 

I n  Crisis Period 3 .19 94.1 3.14 1.23 1.33 100 

a~ncludes stocks, rental property incane, and a l l  other m i n k r e s t  bearing, property income 
assets. Owner-occupied housing and consumer durables excluded. 

'~ata for the Period 1 calculation ws inadvertently not extracted by us from STPP. 



Appendix B 

Tab le  B - 1  

D i s t r i b u t i o n  of C r i s i s  w i t h i n  O f f i c i a l  
Pover ty--12-Month Measures 

Crisis R a t i o  
Pove r ty  r a t i o  <.5a .5-1.0 1.0-1.5 1.5-2.0 2 .W T o t a l  

A.  Percentage of Row T o t a l  

T o t a l s  3.0 7.4 7.8 8.7 73.1 100.0 

B.  Means of Asse t s  a t  Beginning of the  Per iod  

Popu l a t i on  
r ep re sen t ed  
by weights  
(mi 1 l i o n s )  
a nnua 1 6.8 17 .O 17.8 19.8 166.9 228.4 

- 

a0.1% of t he  popula t ion  r e p o r t s  nega t i ve  income. 
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Notes 

l ~ e  exclude persons  from the  sample who r e p o r t  da t a  f o r  l e s s  than t he  

4-month r e f e r e n c e  per iod .  I n  p a r t ,  t h i s  d e c i s i o n  was taken because a  

h i g h  p ropo r t i on  of such persons  have imputed da ta .  Deceased persons  and 

persons  who move o u t  of sample households wi thout  i n t e rv i ews  w i l l  r e c e i v e  

a completely imputed record .  (They a r e  of t e n  type  z nonresponse.)  Th i s  

p rocedure  does n o t  exclude persons  who move and a r e  in te rv iewed  a t  t h e i r  

new add re s s ,  and whose presence i n  ano the r  household e a r l i e r  i n  the  

r e f e r e n c e  per iod  is a p p r o p r i a t e l y  recorded by month. 

S h o r t  and McArthur (1987) e s t i m a t e  t h e  a t t r i t i o n  cumulat ively  t o  

wave-4 f o r  persons  15 y e a r s  of age and o l d e r  i n  r o t a t i o n  groups 1-3 of 

t h e  sample ( 7 5  p e r c e n t  of the  sample).  The a t t r i t i o n  i s  17.80 pe r cen t ,  

g i v e n  t h e  in te rv iew i n  wave 1. The s l i g h t l y  d i f f e r e n t  r u l e  f o r  i n c l u s i o n  

s t a t e d  above y i e l d s  a t t r i t i o n  of 16.05 p e r c e n t  (100 - 44,639/53,172) f o r  

a l l  pe rsons  l i s t e d  i n  wave 1. 

2 ~ h i s  c a l c u l a t i o n  assumes t h a t  a l l  such accounts  e a r n  t h e  same r a t e  

o f  i n t e r e s t .  I t  a l s o  assumes t h a t  a s s e t s  a r e  c a r r i e d  over  t o  the  

fo l l owing  per iod .  
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