Asset Poverty in th e United States , 1984 - 1999:

Evidence fro mthe Panel Study of Inco me Dynamics

Asena Caner* and Edward N. Wolff**

*Levy Econo mics Institute

*Levy Econo mics Institute and NewYork Univer sity

E - mail a ddresses:caner@levy. org and ed ward. wolff@nyu.ed u

The authors gratefully acknowledge financial support provided by the Ford Foundation.

I. IN TRODUCTION

The reduction of povert yis a non - controversial goal of nearl yall societies. As an yone would agree, a fi ght against povert yhas to start with a detailed description of povert yand the choice of a measure to be used in t he identification of the poor. The most common wa yof measuring povert yis to compare the amount of resources owned bya famil yor a person to the minimum amount needed to satisf ybasic needs. This minimum level is usuall ycalled the povert yline or the povert ythreshold, and those remaining below the povert yline are consi dered poor.

Although this l ooks straightforward, there is no st andard wa yof defining povert y. What is necessar yto satisfybasic needs vari es across time and place, depending on the level of development, societal norms and values. Moreover, scholars have different opinions about wh ich economic variables best identifythe people whose resources are less than the minimall y acceptable level. So far, t he t ypical variabl es of choice used to determine the povert ystatus of families or individuals have been either income or consumption.

A growing part of the povert ym easurement literat ure emphasizes that povert yis not onl ya lack of income but a lack of assets as well. Assets provide an economic protection for the hard times and enable people to invest in their future. Even low levels of asset holdings can make a si gnificant difference in the lives of low - income families. As stated in Shapiro and

Wolff (2001, p.6), ^asset s provide a stake that income alone cannot provide.~ Therefore, a povert ym easure should take household wealth into cons ideration together with income in order to get a better assessment of well - being. Previous research, on the contrar y, took for granted that income or consumption is sufficient to define well - being. These studies focused entirel yon income or on consumptio n and left the issue of asset povert yout of the pict ure.

On the policyfront, there have been changes too. Recentl y, the focus of the approach to dealing with povert yhas shifted from an income - transfer polic ythat tries t o maintain a sufficient level of income for ever yone, to an asset - based polic ythat aspires to increase the asset holdings of the poor. As an example, in 1998, the Individual Development Account (IDA)

Demonstration Act was signed into law 1 . B ythis, the government promised to provide mat ching funds to ever ydollar that a famil ysaves and deposits to these accounts. In fact, there have alread ybeen a number of asset - based programs, m ostl yst ructured into the t ax system, whi ch became quite successful in creating incentives for manyfamilies to save. These include

1 http://clinton6. nara.gov/1998/10/1998 - 10 - 27 - fa ct - sheet - on - individ ual - develop ment - accounts. html programs like corporate and individual retirement accounts and stat e - sponsored savings plans for higher education. However, such programs have benefited the non - poor almost exclusivel y, leaving families with few or no assets behind 2 . Assistance programs desi gned for the poor, until recentl y, focused onl yon supporting a minimum level of consumption while the yignored and even prohibited asset accumulation among the poor.

In this paper, we propose an asset povert yline, which, like t he official povert ymeasure, sets the minimum requirements for survival. We then estimate the size and severit yof asset povert yin the United States with respect to this asset povert yline, both for the entire population and for various demographic and la bor market groups, using the Panel Studyof Income

Dynamics (PS ID) data. Additionall y, we provide an estimate of the impact of adding wealth to the official povert ydefinition. We attempt to identifythe trends in asset povert yand the population groups th at have become more or less prone to be asset - poor. We investigat e the persistence of asset povert yin the U.S. and identifythe major events that are associated with the transitions into and out of povert y.

The rest of the paper is organized as follows: Sect ion 2 discusses the main themes in povert ym easurement research and describes how povert yis defined in the official U.S.

government statistics. It also talks about some of the shortcomings of the official measure as well as recommendations in the lite rature for improvement. Section 3 provides the definition of asset povert yused in this paper. The estimates of asset povert yare reported in section 4. Section

5 anal yzes the effects of compositional changes on the overall asset povert yrates. Section 6 c ompares asset povert yrates in the PS ID and the rates in the Surve yof Consumer Finances

(SCF). Section 7 compares asset povert yrates to official povert yrates. The difference between household - based and individual - based asset povert yrates is discussed i n section 8. Section 9 looks into the composition of household portfolios. Section 10 provides descriptive statistics of the characteristics of households in asset povert y. Section 11 performs regression anal yses to identifythe trends in asset povert y. Se ction 12 estimates povert yrat es using an alternative measure that combines income and wealth. We talk about the persistence of povert yin section

13. The role of changes i n assets and changes in debts as well as the rol e of major lifetime events on the tr ansitions into and out of asset povert yare discussed in this section. Section 14 summarizes the findings and concludes the paper.

2 See Sherraden (1991) and Shapiro and Wolff (2001).

II. BACKGROUND

A. Review of Poverty Measurement Research

This section reviews the l iterature on povert ymeasurement. Firs t, we discuss the alternative wa ys of setting a povert y threshold or defining the ^needs.~ Second, we talk about the main ideas on how to define the ^resources,~ emphasizing the literature on the i mpacts of adding net worth to the povert ydefi nition. Next, we summarize the main findings of povert yduration anal yses.

There are three main wa ys of setting povert ylines. One could set an absolute povert y line, a relative one or a subjective one. An absolute povert yline remains fi xed over time and is unaffect ed b ychanges in the average amount of resources available to the population. The official povert ymeasure currentl ybeing used in the U.S. is an absolute measure, in that it classifies families whose income fall below a certain level as poor. The povert y lines used b y the World Bank to estimate world - wide income povert yare also absolute measures, set at $1 and $2 per person per day(World Bank 2001). A relative measure of povert y, on the other hand, makes the povert yline a function of the amount of resou rces owned b ythe median person or famil yin the population. The povert ystandards developed b ythe OECD and currentl ybeing used to estimate the extent of povert yin western European and Scandinavi an countries are relative measures. The yare desi gned to i dentif yindividuals and families living in households with income below half of the national median for households of similar size 3 . Subjective measures of povert yrel yon families´ own assessment of their economic well - being to judge on who is poor. Also known as the `Le yden School´ approach, the technique involves using people´s subjective evaluations of how much income would be `excellent´, `good´ and so on to maintain an adequate standard of living to build a national povert yline 4 . The povert ylines se t bythese m easures have t he advantage of being free from the judgement of a handful of politicians; however the y are sensitive to question wording and the particular method used in their derivation.

An important part of the problem of setting povert yline s is how to take different famil y t ypes into account. Usual l y, povert ylines are set for the `standard´ famil yfirst. In the U.S. it is composed of two adults and two children. Then, theyare adjusted for different famil yt ypes b y

3 See Smeeding et al. (1993) for more on povertyin Europe.

4 See Hagenaars and van Praag (1985).

equivalence scales to acc ount for the economies of scale in shared expenditures. Famil y characteristics such as the famil ysize, age of the head and the number of children should all be taken into consideration i n building these scales. Exactl yhow povert ylines should varyto acc ount for these charact eristics is a controversial issue. Triest (1998) examines the sensitivit y of the U.S. official povert yrat e to alternative equi valence scales and shows that both the level and the trend of povert ydepend on the t ype of scale used, so the choice of equivalence scales matters. In fact, one characteristic of the official povert ym easure in the U.S. that is subject to criticism is the anomalous pattern of economies of scale implicit in the thresholds for families of different size. Some al ternatives have been suggested (see Short 2001, but more work is required in this area.

The next issue is the discussion in the literature about the t ype of economic variables or

^resources~ that should be used to identif ythe poor. There is some consens us among economists that povert yis associated with the lack of ^economic resources,~ yet there are widel yvar ying perspectives on what these resources should be and how theyshould be measured. Usuall y famil yincome is assumed to represent the amount of r esources that a familyhas the ri ght to use, as done in the offici al measure of povert yin the U.S. However, incom e ma y not be a ver ygood prox yfor well - being, especiall yfor low - income families. Incomes fluctuate over time but families usuall yfind a way to maintain a more or less constant level of consumption. Theyuse their assets or the yreceive non - cash benefits from government in hard times. In fact, some researchers, such as Slesnick (1993) and Jorgenson and Slesnick (1987) have argued that consumpt ion is a much better measure of well - bei ng. However, these measures also have shortcomings, such as the sensitivit yof the estimated povert yrat es to the equivalence scale used 5 .

An alternative definition of povert y(`Sel f - Reliant povert y´), inspired b yt he work of

Amart ya Sen, is developed byHavem an 6 . Here, the emphasis is on potential earnings, called

`earnings capacit y´, and not on realized earnings. The idea is that being incapable of earning sufficient income is a more vulnerable situation than being short of cash in a given year;

therefore, povert yanal ysis and policyshould shift its focus from low incomes to lack of basic capabilities and should emphasize the merits of individual independence. An individual is Self -

5 Triest (1998) reports that the level of consumption po verty estimated b yJorgenson and Slesnick depends crucially on the equivalence scales used and that the scales they use take unreasonable values.

6 Haveman and Bershadker (2001). T wo prior studies that have used measures of ear nings capacityare Garfinkel and Haveman (1977) and Haveman and Bershadker (1998).

Reliant poor if his earnings capa cit yis lower than that would enable him to secure a sociall y - accepted minimum level of living, even i f he or she worked full - time full - year, accounting for the time lost because of poor health or disabilit yand the cost of dependent care. Havem an and

Bers hadker (2001) estim ate earnings capacit yusi ng individual and famil ycharacteristics such as age, education, marital status, region of residence and non - labor incom e, controlling for selection bias. Their results are revealing. The yshow that both the offi cial and the Self - Reliant povert yrates have an upward trend in the 1975 - 97 period; however the official rates have a much slower trend. This indicates that ^the potent ial earnings of families at the bottom of the distribution are declining at a more rapid rate than is the realization of that potential, suggesting an increase in the utilization of earnings capacit ybythese working - age families.~ This can be interpreted as evidence t hat deterioration in the labor market opportunities for the less skilled wo rkers pla ys an important role in the upward trend in the povert yrate.

Of particular interest to t his paper is the group of researchers that has called attention to the importance of wealth in the measurement of povert y. These researchers argue that wealt h is an important dimension of well - being, therefore i t should be included in the famil yresources when defining povert y. Wealth gives its owner an advantage in life, ^independent of the direct financial income it provi des~ (Wolff 2001a) and apart from the political power it brings. It is a source of consumption, since it can be convert ed into cash in times of economic stress caused b y unemployment, disabilit y, sickness or famil ybreakup (Wolff 2001a). Comparing income to wealth, Oliver and Shapi ro (1990) s tate that ^income is a transitor ymeasure and can be consumed as quickl yas i t is earned, yet wealth is a more stable indicator of status or position in societ yand represents st ored - up purchasing power. It refl ects savings and i nvestments that can be draw n on in times of need.~ In addition, families normall yenjo yconsumption services from assets such as owner - occupied housing and consumer durables. It is now ver ywell - known that wealth is distributed far more unevenl ythan income in the U.S. 7 . Oliver and Shapiro (1990) show that one - third of households in the U.S. have zero or negative net financial assets;

therefore ^redistributive and welfare policies based on income anal yz es and levels seriousl y underestimate the severit yof the problems the yare meant to address.~

Evidentl y, a povert ymeasure that includes wealth in the definition of familyresources is preferable to a m easure based on income onl y. However, there are some issues that need to be resolved. Fi rst, one has t o find a wa yto add wealt h, whi ch is a stock variable, to income, which is a flow variable. R esearchers have suggested mai nl ytwo wa ys of doing this: converting wealth into an income flow before adding it to famil yincome, which is used more commonl y, and setting a joint threshold of in come and wealth. The income flow generated bywealth can be computed as a lifetime annuit ythat brings wealth down to zero at the end of one´s lifetime.

Alternativel y, it can be assumed that the annuit yflow is paid out like a bond coupon and the principal value of wealth can be kept constant. The method used in the computation of the annuit yflow ma yhave an effect on the results. In either case, one would expect the elderl yto benefit more from the addition of wealth to income than the non - elderl y, since the elderl yhave higher ratios of wealth to current incom e. But the l ifetime annuit yapproach accentuates further the advantage of the elderl y, because the yhave shorter life expectancies.

Weisbrod and Hansen (1968) first attempted to explicitl yaccount f or wealth as well as income in measuring povert y. Using 1962 data, a fixed $3000 povert yline and the lifetime annuit ytechnique, the yfound both a lower incidence of povert y(20 percent versus 18 percent with 4 percent interest rat e) and a younger age dis tribution of poor households under the income - net worth approach than under the simple income measure. Lerm an and Mikesell (1988) added several new wrinkles to the Weisbrod - Hansen study. The yused more recent data (1983

Surveyof Consumer Finances (SCF)), adjusted povert ythresholds for fam il ysize and composition, examined the overlap between the two measures and extended the anal ysis to several demographic characteristics. The yfound an overall povert yrate of 11 percent with the income - net worth povert y measure, compared to 13 percent with income onl y. The yalso considered adjusting the povert ythresholds for the inclusion of wealth. Their argument for this adjustment was that differences in the official povert ylines between elderl yand non - elderl y house holds were partiall yintended to reflect differences in wealth; thus if wealth is included in famil yresources the povert ylines should also be adjusted upward. The ychose to calibrate their thresholds to replicate the povert yheadcount based on the offici al threshol ds. Theyshowed that

87 percent of the income - poor were also income - net worth - poor. However, the extended threshold changed the composition of the poor; theyfound more non - elderl y, renters, large families, children and unemployed among the poor .

Wolff (1990) included a wealth dimension in the povert ym easure b yassuming that households receive annui t yflows of their wealth which are paid out like bond coupons. B y using data from the 1983 wave of the SCF, he found that the impact of adding wealt h was to

_____________________________

7 Oliver and Shapiro (1990) and Wolff (2001a).

reduce povert yrate b yabout 10 percent for the ful l population and bymore than 20 percent for the elderl y. He also anal yzed the consequences of using a povert yline that is based on a joint threshold of income and net worth. First, he defined po vert yas the stat e of having below - povert yincome and below - median wealth. This caused a 15 percent reduct ion in the income onl ypovert yrate. Then, he considered defining povert yas having below - povert yincome or below - median wealth, which resulted in a 2 0 percent higher povert yrate compared to the official rat e.

Moon (1977), Cr yst al and Shea (1990) and R endall and Speare (1993) focused on the economic circumstances of the elderl yand demonstrated how using raw income to estimate the well - being of the eld erl ycould distort the picture of povert y. Moon (1977) and Cryst al and Shea

(1990) found that restrict ing the anal ysis to famil y incomes caused the povert yrate among whites to be overestimated. A more comprehensive measure of povert ydet ected more poor mi norities than an income - onl ym easure did. Crystal and Shea (1990) showed that the apparent disadvantage of the elderl ydisappeared, once incomes were adjusted for household size, underreporting of propertyincome and for the annuit yvalue of net worth. How ever, as both

Crystal and Shea (1990) and Rendall and Speare (1993) reported, the adjustment process did not eliminate the inequalit yamong the elderl y. While Social Securit yexercised some leveling effect, these equalizing effects were outwei ghed bythose of pension and propert yincome concentrated in the hands of high - income individuals.

Ruggles and Williams (1989) and Ruggl es (1990) anal yzed the effects of asset holdings on the povert yentries and spell durations, assuming that assets could be used to b ring the consumption levels of those with below - povert yi ncomes to the povert yline for as long as possible. Theyfound that over 60 percent of povert yentries remained even after asset holdings were account ed for. B ycontrast, half of the observed povert y spell entries for the elderl ywere eliminated. Those who di d remain in povert yeven when their assets were counted were the ones who were more likel yto experience ver ylong spells; so the average spell duration increased after the addition of asset s in r esources.

This takes us to another point of interest of this paper, which is the persistence of povert y. Identif ying the groups of people and fami lies that are poor chronicall yversus temporaril yis important both for theoretical reasons and for making inf orm ed policydecisions.

Assuming that the causes of the two t ypes of povert yare different, so will be their rem edies.

Bane and Ellwood (1986) is the first studythat carefull ydistinguishes between the ^ever - poor~ and the ^poor at a particular time.~ U sing the PS ID data, the authors examined transitions into and out of povert yto deri ve estimates of completed spells of povert yfor the non - elderl y population. Their work showed that most of the people who are ever poor stayin povert yfor a short time, wh ile the majorit yof the poor at a given time experience long spells of povert y before the yexit. To illustrate, among those who ever experienced povert yon an annual basis, about 45 percent of povert yspells ended within one year and 70 percent within thre e years.

Onl y12 percent of spells lasted longer than ei ght years. Restricting the sample to those who are poor in a given year, onl y11 percent of spells lasted for less than a year, about 25 percent lasted for less than three years and a little more than 50 percent last ed more than eight years 8 . This finding is ver yimportant, since it means that the persistence of povert yis much lower when the anal ysis is based on the people that are just beginning a povert yspell than it is when one looks at the stock of people poor at an ypoint in time.

Bane and Ellwood (1986) helped us understand not onl ythe extent of temporar yversus chronic povert y, but also some of the reasons wh ypeople move into and out of povert y. Among the non - elderl ypopulation, a drop in th e earnings of the famil yhead accounts for 38 percent of all povert ybeginnings. Divorce, birth of a child or setting up an independent household accounts for another 43 percent. Interestingl y, similar events, in the reverse direction, cause people to esca pe povert y, although a change in earnings or transfers pl a ya relativel ymore important role in the exit from povert y.

Although the Bane and Ellwood studyreformed the understanding of povert yd ynamics in an important wa y, it had a major shortcoming. It focused on single spell s. Stevens (1999) extended it to anal yz e multiple povert yspells. She found that individuals were likel yto fall back into povert y, especiall yduring the years just aft er an exit from povert y. Specificall y, she calculated that half o f all individuals ending a povert yspell in a given year became poor again within the next four years. The fact that people returned to povert ycaused t he average time spent in povert yto be higher than it would be when the anal ysis was restricted to singl e spells.

This led to the conclusion that the Bane and Ellwood studyunderst ates the persistence of povert ywithin the sample of those who ever entered povert ycompared to povert yin the sample of those poor at a particular time. Strikingl y, Stevens´ res ults showed that t he average time spent

8 Given the Census Bureau statistics o f annual povertyof 12 - 14 percent, this result can be used to conclude that about 6 or 7 percent of the population i s chronicallypoor, if chronic povertyis defined as being poor for at least in povert yin a t en - year period is four years with more than half of bl acks and about a third of whites who ever become poor spending five or more of the ten years in povert y.

Another important finding of Stevens (19 99) is that the persistence of povert ydepends on individual and famil ycharacteristics. Those living in two - parent households have the most transient povert y. Educat ion and race of the head playimportant rol es, too. On average, peopl e living in families headed byblack and less - educat ed males spend four out of ten years in povert y, while those in families with white and at least high school graduat e heads spend less than two and a half out of ten years in povert y. Persistence of povert yis extremel yhi gh for people in single - femal e headed households, especi all yfor children. Povert y continues for at least six out of ten years for between 26 and 64 percent of adults (depending on race and education level) and for between 47 and 90 percent of children living in such households.

Ruggles and Williams (1989) critiqued the Bane and Ellwood (1986) studyfor its reliance on an annual povert ym easure. The ycaut ioned that incomes usuallyfluctuate widel y during the year, particularl yfor the low - incom e population. F or example, the 1984 povert yrate based on annual income as measured in the Surveyof Income and Program Participation (S IPP) was 11 percent, but onl y5 percent were poor in ever ymonth. In contrast, over 26 percent were poor in at least one mont h. Even re lativel yshort spells can mean substantial hardship, to the extent that such sub - annual povert yspells are experienced b ythose with near - povert yincomes and thus with limited savings. The authors observed that while there were a few cases of high - income i ndividuals with short spells of povert y, the t ypical case was a low - income individual who lacked the resources to call upon to withstand a povert yspell.

Duration studies of povert yd ynamics implicitl yassumed that chronic povert yis a state in which inco me is less than needs during a long and continuous period of time. This assumption maybe misleading if the time period anal yzed is not representat ive of the lifetime income profile of an individual. In fact, individual s can make intertemporal income trans fers b y borrowing and saving. R odgers and Rodgers (1993) attempted to correct for this bysupposing that individuals can make inter - year income transfers at realistic savings and borrowing rat es.

Theydeveloped a notion of chronic povert yon the basis of a measure of permanent income compared with permanent needs. Using the PS ID data for the period since t he late 1970s, the y concluded that about one - third of measured povert yin the U.S. as of 1987 could be regarded as chronic, and that over the period the y studied, ^povert ynot onl yincreased, it became more

_____________________________ eight years.

chronic and less transitoryin nature.~ The yalso found that ^the poorest group identified consists of people living in families headed b yAfri can - American females without high - school diplomas, for whom chroni c povert yis about twelve times as intense as in the entire population.~

B. The Official Measure of Poverty in the U.S. and Suggestions for its Improvement

The underl ying concept i n the definition of the official povert ymeasure in the U.S. is compa ring pre - tax moneyincome of a famil yto some minimum standard. The measure is based on work done almost four decades ago b yOrshansk y(1965). Using 1955 nutrition data from the U.S.

Department of Agriculture, she cal culated the mini mum amount of moneynee ded to feed a famil yof four. At that ti me, except for the area of food, no definitive and accepted standards of minimum need for major consumption items (such as housing, medical care, clothing, and transportation) existed ¾ nor do the yexist today. Since the data at that time showed that food made up about one - third of low income families´ expenditures, she computed the povert y threshold bymultipl ying the minimum food cost bya factor of three to incl ude spending for shelter, clothing and other necessitie s. Also, the threshold was adjusted for such factors as famil ysize, farm versus non - farm residence, age of the famil yhead and the number of children.

To account for price changes over time, povert yl ines are updated each year according to the overall Con sumer Price Index (CPI).

The establishment of an official povert yline is considered b yman yas the most important contribution of the `War on Povert y´ to social policy. It caused a shift in the emphasis of the federal budget from militaryspending towar d social welfare spendi ng. During the decade following the declaration of the war on povert yin 1964, new programs were initiated and the old ones were expanded. However, at the time of i ts establishment, the official povert ymeasure was intended to be onl ya starting point for the development of new and more refined methodologies, and not t o be the ultimate measure. Revisions were supposed to be made in manydirections over tim e. Due mainl yto political reasons, these expectations were not fulfilled. Conce rns about a possible increase in the povert ycount and program eligibilit yafter a revision are cited b ysome observers as an explanation of whyver ylittle modification was made in the povert ym easure (Rodgers 2000). As a result, the povert ylines designe d in the 1960s remain to be the official method of estimating povert yrates toda y.

In the beginning of the 1990s, recognizing the im portance of accurat el ym easuring povert yand as a response to the ongoing criticism towards the offi cial measure, the Cong ress asked the National Academ yof S cience (NAS) to convene a committee to investigate new approaches. The report of this panel, released in Citro and Michael (1995) highlights the flaws in the official measure and makes suggestions for i ts improvement. Th e panel puts forward a set of ^experimental povert y thresholds~ and an updated ^famil yresources~ definition to be used in the new povert ymeasure.

The experimental povert ythresholds proposed b y the NAS panel are based on the cost of food, clothing an d shelter with a small allowance for other expenses, as opposed to onl yfood with a large multiplier for all other expenses as in the official measure. The panel recommends that the povert ylines be based on actual consumer expenditure data (the C onsumer E xpenditure

Survey), and not on expert judgement, to account for the changes in living standards and consumption patterns over time. The thresholds should be updated each year for the changes in spending on food, clothing and shelter over previous three yea rs for two - adult two - child families, as opposed to adjusting onl yfor changes in the price level.

As mentioned earlier, the official povert ylines were set onl yon the basis of food requirements of the standard famil yand the lines for other famil yt ypes w ere adjusted b y wrongl yassuming that ot her consumption needs var ymore or l ess in the same proportion as food requirem ents. For this reason the equival ence scale implicit in the official thresholds is not internall yconsistent and exhibits an irregular pa ttern. The NAS panel recommends that the equivalence scale be defi ned explicitl yand separate paramet ers be assigned to represent adult equivalence and economies of scale. Another problem is that, the current m easure refl ects ad hoc adjustments for singl e people living alone and for two - person families. It also sets lower thresholds for the elderl y than for younger people, which does not make m uch sense. Although the elderl yma yneed less food or clothing, the yhave higher health costs, which more than offs et the reduction in spending on food or clothing. The NAS panel agrees that t he scale should account for differences between the needs of adults and children but urges t hat no further distinction be made among famil ymembers b yage or other characteristics .

The panel emphasizes strongl ythat the consistencyprinciple be respected, i.e. that the definitions of povert ythresholds and famil yresources be m ade in the same terms. The offici al measure has been violati ng this principle from the beginning, since t he thresholds were defined in terms of after - tax income data while resources were defined in before - tax terms. To solve this problem, famil yresources should include not onl y the before - tax moneyincome, but also the value of in - kind benefits such as food stamps and housing subsidies. Incom e and pa yroll taxes and other nondiscretionaryexpenses should be deducted. These include items such as child care and other work - rel ated expenses, child support paid to other households and out - of - pocket medical expenses .

Finall y, the panel makes some points on how to define famil yresources in a more comprehensive wa y. The report maintains that, as expected, the practice of adding assets directl yto famil yincom e to quantifyfamil yresources can not be justified in gener al. It is appropriate onl ywhen the accounting period of povert yis ver yshort (a few months), since spending down assets can alleviate povert yonl yfor a short period of time. In fact, some government programs, such as food stamps, work on this principle and allow families to qualify for assistance i f their income is low temporaril yand if their asset holdings are lower than a threshold. The panel report mentions that for longer periods (a year or longer), it is more appropriate, instead, to define resourc es as disposable income from all sources, including an y income from assets, such as interest or rent, although ver yfew income - poor people have financial assets. Surprisi ngl y, though, the panel does not specif yclearl yhow the income flow from assets shoul d be computed.

The panelists reach a consensus on the importance of accounting for the flow of services from owner - occupi ed housing, which constitutes a large part of household wealth, in order to make consistent estimates of families´ economic resources. The motivation for this argument is that owners with low housing costs have more of t heir income available for consumption of other items. Hence, not to include imputed rent is to underestimate their income relative to their povert ythreshold. The panel r easons, however, that this task is currentl ynot feasible due to the lack of data to develop adequate rental imputations. Valuation of home ownership services is marked as a priorit yarea for further research and consideration for implementation in the pov ert ym easure at a lat er date.

III. THE DEFINITION OF ASSET POVERTY

In this paper, we adopt the definition of asset povert yin Haveman and Wolff (2001): ^A household or a person is considered to be `asset - poor´ if the access that theyhave to wealth - t ype resources is insufficient t o enable them to meet their `basic needs´ for som e limited `period of time´.~ We specif y`basic needs´, the `period of ti me´ and the cont ent of `wealth - t ype resources´, in the spirit of the studycited above, as follows:

1. We use four alternative wealth measures: Net worth (NW) includes the current value of all marketable assets less the current value of all debts. Net worth minus home equit y(NW - HE) includes all items in NW except for home equit y. Liquid wealth (LIQ) m easures the value of cash and other kinds of easil ymonetizable assets. The final measure sets an absolute standard of $5,000 and labels all households with asset holdings below this level as asset poor. (See the Appendix for the description of the wealth data in the Panel Studyof Incom e

Dynamics (PS ID).)

2. We set the `period of tim e´ somewhat arbitraril y, but reasonabl y, as three months. This is the time period that we require the households to survive on their own b yspending down their wealth in case their income flow stopped for som e reason.

3. We use the famil y - size conditioned povert ythresholds recentl yproposed bya National

Academ yof S ciences panel. The panel first set the threshold for a reference famil ym ade up of two adults and two chi ldren using Consumer Expenditure Surve ydat a. The threshold for the reference famil ywas $15,998 in 1997 dollars. Then, the panel adjusted the threshold for different famil ysizes and structures b yusing a three - paramet er equival ence scale 9 . We adjust povert ythresholds for in flation using CP I - U.

As an illustration of the level of these thresholds, we present an example. For the reference famil y, the asset povert ythreshold is $2,589 in 1984, $3,089 in 1989, $3,693 in 1994 and

$4,151 in 1999.

We estimate asset povert yusing the headcount index and the povert ygap ratio, which belong to the P a class of povert ym easures introduced b yFost er, Greer and Thorbecke (1984).

These measures are defined as:

å

=

þ

ý

ü î

í

ì - º

n i

i

PL

W PL n

P

1

) 0 , max( 1

a

a ,

9 Specifically, this scale fixes the ratio of the scale for two ad ults and one adult to 1.41. For single parents the scale

is (A+0.8+0.5*( C - 1)) 0.7 , where A is the nu mber of adults and C is the number of children. All other families use

the for mula ( A+0.5 *C) 0.7 . See Short (2001) or Citro and Michael (1995) for more infor mation.

where P L is the asset povertyline, n is the sample size, W

i is the wealth of household i and a is

the measure of inequalit y aversion. When a =0, the index gives a headcount, i.e., the percentage

of households in asset poverty. When a =1, the index becomes the povert ygap ratio, i.e., the

mean shortfall of we alth below the povert yline as a proportion of the povertyline.

In words, the headcount index gives us an estimate of the share of households that would

be unable to survive for three months if forced to liquidate all wealth and consume the proceeds.

The povert ygap ratio measures the amount of wealth that we would need to transfer to the

average asset - poor household to bring it to the asset povert yline.

IV. ESTIMATES OF ASSET POVERTY IN THE U.S. FROM 1984 TO 1999

A. The Evolution of Wealth in Years 1 984 - 1999

To start with, we present some evidence on how the mean and some percentiles of household

wealth in the U.S. fared during the 15 - year period that we are anal yzing. Tables 1A and 1B

describe mean and some percentiles of NW, NW - HE and LIQ in the fou r years for which wealth

information was collected. As shown in these tables, mean household wealth, represented b y

mean NW, NW - HE and LIQ, increased steadilybetween 1984 and 1999, although at different

growth rates. We will document later in this paper t hat the percentage of the population that

remained below the asset povertythreshold sta yed more or less the same during this period,

despite the considerable increase in mean household wealth (see Table 1A and Table 1B).

Median net worth increased from $ 42,970 to $56,500 (all in 1999 dollars), or 31.48

percent between 1984 and 1999. The 25 th percentile increased onl yslightl y, from $1,600 to

$2,000. However, the top 5 percent of the distribution went up 61.24 percent from $483,120 to

$799,000 during the s ame period. Therefore, the lower tail of the net worth distribution

stagnated or moved to the left as the upper tail moved to the right. NW - HE showed a similar

trend. The faster progress in the upper percentiles of both NW and NW - HE relative to their

media n increased the skewness of these distributions. The 10 th percentile of NW and NW - HE

became more negative ¾ that is, the indebtedness of the poorest 10 percent of the Americans

increased between 1984 and 1999.

The rise in liquid asset holdings was also high l yconcentrated at the upper tail of the

distribution. The median value of liquid assets went up from $5,610 to $9,010 in the 1984 - 94 period, onlyto decline to $6,000 in 1999. B ycontrast, the 95 th percentile of the liquid asset

distribution went up by77 percent.

B. Changes in Asset Poverty, 1984 - 99

The following table shows estimates of the headcount index of asset povertyfor the entire

population of households in the United States. As expected, NW yields the lowest estimates (25

percent - 27 percent), as it is the most inclusive measure of wealth. Excluding home equity

increases povert yrates byalmost 15 percentage points. This is consistent with the fact that

home equityis the most widelyheld asset categoryand also an important part of household

w ealth in the US. It is interesting that the NW - HE and liquid asset estimates are prettyclose.

This happens because onlya small percentage of households own illiquid assets other than

primar yresidence, such as real estate (other than home) or business as sets. The highest

estimates are obtained when the $5,000 threshold for liquid assets is used. Close to one half of

the population lack even a $5,000 worth of liquid asset cushion to protect them against adverse

shocks.

We also notice that there seems to be almost no trend in overall asset povertyrates in

this 15 - year period. Net worth povert yincreased onlya bit from 1984 to 1989 and then declined

slightlyfrom 1989 to 1999. Liquid asset povert yremained prett ymuch the same as well,

although it declined to its lowest level in 1994. According to the fourth measure of asset

poverty, the share of households whose liquid assets are worth at least $5,000 went up from 46.5

percent (100 percent - 53.5 percent) to 53.6 percent (100 percent - 46.4 percent). Since the $5,000

threshold is in current dollar terms, increases in the overall price level pushed the nominal value

of assets up in time, leaving fewer households below the threshold. Despite this good news,

there is no sign of a downward trend in liquid asset pove rt ybetween 1984 and 1999.

Table 2B presents the povertygap ratios estimated for years 1984 to 1999 for the entire

population. As mentioned before, this index measures the mean shortfall of wealth below the

povertyline as a proportion of the povert ylin e. For instance, in 1984 the asset povert yline for a

reference familyof two adults with two children was $2,589 ($10,356 / 4). Our estimates show

that the average net worth poor familywith this familystructure would need an additional

$1,592 (61.51 per cent of $2,589) to move to the povertythreshold.

It is interesting how the stabilityof the headcount index gives one the false impression

that the recession in the beginning of the 1990s did not have an yadverse effects on the asset -

poor. Although the share of the asset - poor sta yed constant over time, the large increase in the P1

index between 1989 and 1994 suggests that the economic downturn in the beginning of the

1990s was harsh on almost one fourth of the population. It seems that the average asset - poor

household lost assets during the recession. In 1989, the asset - poor households were on average

75 percent below the povertyline, while in 1994 theywere 89 percent below the povert yline, as

shown in Table 2B. To illustrate, the average (4 - person) a sset - poor household had $752 and

$393 net worth in 1989 and in 1994, respectivel y, in current dollars 10 .

Moreover, contrar yto popular belief, asset povertyrates did not go down during the

expansion in the late 1990s. Both NW and NW - HE povert ysta yed the s ame; liquid asset

povertyincreased from 37.8 percent to 41.6 percent. The share of households with less than

$5,000 worth of liquid assets went up from 43.1 percent to 46.4 percent. During this

expansionaryperiod, both the NW and NW - HE povertygaps fell, although the NW - HE gap

stayed above 100 percent in 1999. As Table 3 shows, in 1999 the NW - HE - poor had negative

wealth on average, with an average non - mortgage debt of $6,999, compared to the average

value of businesses at $177, real estate at $82, and che cking and saving accounts at $1,099.

Looking at the NW povertygap we can see that it fell from 89 percent to 82 percent between

1994 and 1999; however it was still higher in 1999 in comparison to the 1980s.

Another observation worth noting is that the o rdering among the P1 indices for the three

wealth measures remains the same in ever y year, except in 1994: the liquid asset povert ygap is

the lowest among the three, NW gap comes the second, and the NW - HE gap is the highest. The

finding that the liquid as set povert ygap is the lowest is interesting, given the previous finding

that liquid asset povertyis more widespread than NW poverty(see Tables 1A - 1B). A deeper

look into the asset holdings of poor households tells us why.

In Table 3, we show the asset ownership rates as well as the mean value of each asset in

the portfolio of the asset - poor households. Comparing the last section of the table to the

previous two sections, we notice that the average liquid - asset - poor household is actuallyrich b y

the othe r two measures. Such a household has $27,466 NW and $8,783 NW - HE in 1984, which

are both well above the povertyline. These households usuallyhold considerable amounts of

10 T hese figures are for the reference (2 adults, 2 children) ho usehold.

non - liquid assets and especiall yhome equit y, yet theyhave too little liquid assets to be

considered liquid asset non - poor.

Comparing the second section of Table 3 to its first section, we observe that NW - poor

households, as expected, have a ver ylow home ownership rate at 5.35 percent. Although the

ownership rates of other assets are co mparable to the rates in the other two groups, asset

holdings are ver ylow. Items with the highest value in the portfolio of the average NW - poor

household are vehicles and debt, the remaining items are worth little. Consequently, the average

NW - poor househ old is NW - HE - poor and liquid asset poor as well.

In short, liquid asset povertyis ver ycommon, but the povert ygap for the liquid asset

poor is relativel ysmall. NW - HE and liquid asset povertyrates (P0) are close. However the NW -

HE povert ygap (P1) is higher than the NW povertygap since the NW - HE wealth measure

excludes home equity. The absence of debt in the liquid asset wealth measure creates a natural

upper limit on the povertygap. When debt is included, wealth ma ytake a negative value and the

po vertygap ma yexceed 100 percent. This actuallyhappened in 1994 and 1999, when the debt

side of the portfolio became heavier than the asset side for the NW - HE - poor households.

Finally, we make a remark about the volatilityover time of the NW and NW - HE P 1

indices. Over the 1984 - 1999 period, the liquid asset P1 index varied ver ylittle, between 30

percent to 33 percent, as shown in Table 2B. B ycontrast, the NW and NW - HE P1 indices were

volatile and the latter sometimes exceeded 100 percent over the time of analysis. The estimates

in Table 3 implythat there has been a noticeable increase in the indebtedness of the asset - poor

households from the 1980s to 1990s. In the 1980s the debt holdings of the average asset - poor

household were low and comparable to it s asset holdings. However, over the 1990s, both the

mortgage and non - mortgage debt of the NW and NW - HE poor jumped substantiallyand

exceeded their asset holdings.

C. Structure of Asset Poverty in 1999

Table 4 presents descriptive statistics on asset pov ertyin 1999 for various demographic and

labor market groups. Households are classified according to the age, race/ethnicityand the

education level of the head of the household, their housing tenure and familyt ype (marital status

and presence of children ).

Several points are worth noting:

· First, there are striking differences in asset povert y rates among the racial/ethnic groups,

regardless of the wealth measure used. Blacks are more than twice as likelyto be asset - poor

than whites 11 . Latin Americans and the ^others~ are also more asset - poor than whites. Latin

Americans are closer in povertyrates to blacks whereas the residual racial group is closer to

whites. This ranking is independent of the povert ymeasure used. Povert ygap ratios for

racial group s displa yalmost the same ordering as povertyrates: The severityof povert yis

the highest among blacks and the lowest among whites. Latin Americans and ^others~ are in

between. However, these two groups seem to be closer to blacks than to whites.

· Secon d, the following life - c ycle pattern is evident: Both asset povert yindices decrease as

the age of the household head increases. It is also striking that NW and NW - HE povert y

gaps for the youngest (head younger than 35) are much greater than the 100 percent level,

i.e., the young poor households have negative wealth on average.

· Third, asset povert yrates (P0 indices) decrease with the education level of the household

head and this is true for ever ywealth measure used. There is a striking difference in ass et

povertyrates of households headed b ya high school dropout and a high school graduate.

Also, holding a college degree seems to matter: Households whose heads dropped out of

college are twice as likelyto be asset - poor as those with college graduate hea ds. Asset

povertygaps (P1 indices) decline with the education of the household head as do the P0

indices, with the exception of NW and NW - HE povertygaps for those with some college

experience.

· Fourth, homeowners (or families who are in the process of b u ying their homes) are much

wealthier than renters. In 1999, the NW povertyrate among homeowners is about 6 percent,

whereas it is 67 percent among renters. Even after excluding home equit y, we observe more

than twice as much asset povertyamong renters a s among homeowners (27 percent versus

67 percent). Furthermore, the severit yof asset povertyamong the poor renters is much

worse than it is among poor homeowners. The average NW or NW - HE - poor renter has

11 T here is a large number of studies that have attempted to explain the black - white wealth gap. See, for instance,

Gittleman and Wolff (2001).

negative wealth in 1999. The disparitybetween the homeowners and renters is sharp even

when we compare the holdings of assets unrelated to home equity, such as liquid assets.

· Fifth, looking at the decomposition according to familystructure, we see that the group with

the highest rate of asset poverty is female - headed families with children. The second highest

asset povert yrate is among families with children. However, the povert yrates of these two

groups are quite far apart; families with children are half as likelyto be asset - poor when

both parents are present as when the father is absent. This is exactlyas we would expect to

see, considering the high unemployment rate and dependenc yon government assistance

among single mothers and the high living expenses families with children have to bear. The

lowest asset povert yrate among familyt ypes occurs among elderl ymarried couples. Even

among the elderl y, being married seems to be an important factor that determines wealth

holdings. Looking at the P1 indices, we see that female - headed families with chi ldren have

the highest asset povert ywith povertygaps over 100 percent, whereas the married elderl y

are again the group with the lowest povert ygap.

D. Changes in Asset Poverty in Years 1984 to 1999, by Groups

1. Asset Poverty by Race, 1984 to 1999

Tab le 5B presents evidence on how the four racial and ethnic groups have fared in terms of asset

povertybetween 1984 and 1999. B ythe net worth measure, whites experienced a small decline

in their asset povert yrate, from 21 percent to 19 percent. The povert yrate for blacks declined

from 56 percent in 1984 to 51 percent in 1994 and then bounced back to 55 percent in 1999. As

a result, the black - white disparityin the povertyrate went up between 1984 and 1999. 12

Although this result is not robust to the meas ure of wealth used, we do not see an yevidence for

a narrowing black - white wealth gap. P1 indices in Table 6 add the information that asset

povertyis more severe among blacks than among whites (with the exception of the NW povert y

gap in 1994). The P1 ind ex for black NW - HE povertyis especiall ynoteworthy: It exceeds 100

percent in all years.

12 T his finding is in contrast with Haveman and Wolff (2001), who report on the basis of SCF data a large increase

in asset poverty for whites relative to non - whites between 1 983 and 1998.

The degree of variation in the asset povert yrates for Latin Americans is remarkable: We

observe 15 percentage point declines and 30 percentage point increases! 13 We observe that the

Hispanic povert yrates declined during the 1984 - 94 period and increased during the 1994 - 99

period. The increases in the 1994 - 99 period were large enough to offset the reductions in the

previous 10 - year period. Their net worth povert yrate, for instance, dropped from 46 percent to

31 percent, but climbed to 51 percent b y1999. Despite the increase in the povertyrate between

1994 and 1999, the severityof povertydeclined in the same period. In fact, the P1 indices

estimated for NW and NW - HE declined throughout the 15 - year period. We estimate NW

povertygap as 203 percent, 114 percent, 94 percent and 83 percent for 1984, 1989, 1994 and

1999, respectivel y. The liquid asset povert ygap went down as well (from 57 percent to 33

percent), but only until 1994, after which it went up (to 64 percent).

The residual racial group, which mainlyincludes Asians, saw a sizeable increase in the

asset povert yrate (about 25 points) between 1984 and 1999. Povert yrates and povert ygap

ratios for this group m oved upward until 1994 and downward between 1994 and 1999. The

worst time for this group was 1994, when the NW povertyrate climbed to 41 percent and the

NW povertygap went as high as 255 percent. Some part of this trend seems to match the ups

and downs o f the business cycle: This group benefited from the expansionaryperiod of 1994 - 99,

and lost during the recession in the beginning of the 1990s.

2. Asset Poverty Rates by Age of the Household Head, 1984 to 1999

The decomposition of asset povert yrates b y the age of the head of the household reveals an

interesting picture. Although there is no apparent common trend for all the age groups during

1984 - 89 and 1989 - 94, the 1994 - 99 period was characterized b yan increase in asset povert y

rates for all age group s (except for the oldest) regardless of the wealth measure used. B yand

large, the younger groups experienced bigger percentage point increases, and, in fact, the

youngest age group (under 25) had b yfar the largest increase over the 1984 - 1999 period. Ther e

was an almost continuous rise in NW and NW - HE povert ygap (P1 index) for all age groups

(except for the oldest) during these 15 years. The estimates of this index remained above 100

13 We should stress that the sample shares of Latin Americans in the PSID varied considerably fro mo ne cross -

section to the other as they were dropped fromthe sample for various reasons and included again at a later date.

T he characteristics of the ho useholds that were dropped and added could be verydifferent. In short, the data do not

provide us with a stable and clear representation of Latin Americans during these 15 year s.

percent for those younger than 35 in all four years of the anal ysis. Mor eover, the increase in the

povertygap was the steepest for the youngest group.

3. Asset Poverty Rates by Education of the Household Head, 1984 to 1999

Table 5D presents the changes in asset povertyrates for the four educational groups.

The 1984 - 89 pe riod was the time during which all groups saw declines in asset povert yrates.

For the other two five - ye ar periods, the results are mixed. The least educated group was

different from the others in the sense that asset povertyrates followed a U - shape, decl ining first

and the rising later over the 10 years from 1989 to 1999, whereas the rates for the other three

groups usuallydeclined. From the last column in the table it is evident that all but those with

less than a high school degree enjo yed a reduction in asset povert yover the entire 1984 - 99

period. Among college graduates, asset povert yrates were reduced b yalmost half over the

period.

Table 6 presents more evidence on the disparityamong the education groups. NW and

NW - HE povert ygap almost doubled f or the least educated group. Although there was an

increase in the povert ygap for the other three groups, the rate of increase was not as high.

College graduates saw a decline in povert ybetween 1984 and 1999. However the degree of

asset povert ywithin th is group in 1994 is quite high. The NW povert ygap in this group reached

a peak of 112 percent in 1994 and then went down to 74 percent in 1999. The NW - HE povert y

gap declined a bit for college graduates between 1984 and 1999, but it stayed above 100 perce nt

in all years. Looking at liquid asset povert ygaps, we notice the clear ranking b yeducation;

among those that are liquid asset poor, the least educated ones held the lowest amount of funds

on average.

4. Asset Poverty Rates by Homeownership, 1984 to 1999

The first and possiblythe most striking observation is that the gap between the homeowners and

renters is huge and persistent. As Table 5E shows, renters are more than twice as likel yto be

asset poor as homeowners in all years of the anal ysis. Howev er, the descriptive statistics show

no clear difference between the two groups in terms of changes in asset povertyrates.

Another observation is that there has been almost no change in liquid wealth poverty

rates as well as povert ygap ratios among homeo wners in the 15 years from 1984 to 1999.

Although a higher percentage of them are above the $5,000 threshold, about the same

percentage of them still seem to be liquid asset poor in 1999.

The big difference in povertyrates between homeowners and renters mirror the

difference in povert ygap ratios. NW and NW - HE povertygaps among homeowners are about

25 percent and 60 percent respectivel y(with the exception of year 1994), while those for renters

are greater than 100 percent at all times and close to 200 percent in 1999.

5. Asset Poverty Rates by Family Structure, 1984 to 1999

Changes in asset povert yrates for some selected familyt ypes from 1984 to 1999 are shown in

Table 5F. The most surprising result is for non - elderlyfemale - headed families with ch ildren.

Although the yhave the highest rate of asset povertyb yall measures of wealth, theyseem to

have experienced a continuous decline in povert yover the 15 - year period that we are analyzing.

However, Table 6 shows another side of the stor y. While the number of asset poor in this group

declined, the povertyof the asset poor increased. In 1984, the NW poor in this group held

almost zero wealth, but from 1989 onward the wealth holding of the poor became negative. The

NW - HE povert ygap was alwa ys greater than 100 percent for this group. What is worse, it

increased from 120 percent in 1984 to 176 percent in 1999.

Changes in asset povert yamong the elderl yshow that this group is not homogenous.

Marriage is apparentlyan important factor that determines n ot onlythe level of but also the

trend in asset povert y. Between 1984 and 1999, asset povert yrates decreased among the married

elderl ywhile the yincreased among the unmarried elderl y. We see a similar picture when we

look at povertygap ratios. The P1 i ndex went down among the married elderly, but it went up

among the unmarried elderly. The rise in both P0 and P1 indices was the highest during the

1989 - 94 period, which includes a recession.

Surprisingl y, childless non - elderl ycouples witnessed an incre ase in asset poverty, while

non - elderl ycouples with children saw a decrease. NW povertyrate among the childless couples

increased from 10 percent to 14 percent between 1984 and 1999, and thus moved closer to the

NW povertyrate of the couples with child ren. Comparing the trends in P1 indices for these two

groups, we see that in 1984 both the NW and NW - HE P1 indices among couples with children

were higher than the ones among childless couples. However, this difference was eliminated as

the P1 indices for childless couples increased to catch up with the P1 indices among couples with children. The worst year for the asset poor in these groups was 1994 when the P1 index

generall yreached its peak value (with the exception of married couples with children).

V. EFFECTS OF THE CHANGES IN POPULATION COMPOSITION ON

OVERALL ASSET POVERTY RATES

The population in the United States experienced some compositional changes set off b yevents

such as immigration and aging during the 15 years that we anal yze. Table 7 sh ows the changes

in the shares of the demographic and labor market groups from 1984 to 1999. Even if we held

constant the asset povertyrates within all these groups, changes in the shares bythemselves

could create changes in the overall asset povert yrate s. Since we do not observe an ysubstantial

changes in total asset povertyrates in our dataset, it is interesting to see how these two sets of

factors have been interacting to keep these rates more or less the same.

In the literature, the typical wa yof e stimating the contribution of changes in the sample

composition to the change in a statistic of interest (such as a povert yindex or an index of

income distribution) is to decompose the change in the statistic using a shift - share anal ysis. This

technique s implybreaks down the total change in the statistic into changes in the values that the

statistic takes for various groups and changes in the population shares of these groups. Formall y,

a decomposable index Y can be written as,

å

=

= n

i it it t s Y Y

1

, wh ere

it

Y is the value of Y for group i at time t ,

it s is the share of group i in the

population at time t and n is the number of groups. Then, the change in Y between t and 1 - t

can be approximated as å

=

D D » D n

i it it t s Y Y

1

, where

1 -

- º D

t t t x x x for a variable

t x .

Researchers who use this technique to anal yze changes in povert yor income distribution

usuallyfind that compositional factors have onlya modest impact. For instance, Gottschalk and

Danziger (1995) show that the decline in povertyfrom 1949 to 1969 was due entirel yto

economic c hanges, with demographic factors working in the opposite direction. Theyattribute

the rise in povert yfrom 1973 to 1991 to the weakened effect of economic changes on povert y

rather than to an ymassive change in the demographic composition of the populati on. Freeman

(2001) carries the time frame of the same anal ysis forward to investigate whether the economic

boom of the 1990´s - earl y 2000s improved the well being of people in the bottom of the income distribution. He reports that the timing of demographic changes does not coincide with the

timing of changes in unemployment, povert yand growth, and argues that the demographic stor y

does not explain the data.

To investigate whether the compositional changes would have had an yconsiderable

influence on overa ll asset povertyrates, we appl ythe same technique to our case. We should

note that we are not tr ying to ^explain~ the changes in asset povert yrates, since there are onl y

minor changes in the overall asset povert yrates during the period of anal ysis. But we are tr ying

to determine ^what would asset povert yrates have been if onl ythe composition of the

population had changed and povert yrates within the groups had sta yed the same.~

We perform the decomposition of net worth povertyfor each grouping cate gor y

separately; that is, we have a total of five decompositions. This enables us to analyze the impact

of changes in the shares of racial/ethnic, age, education, homeownership and familyt ype groups

separately. To estimate the counterfactual asset poverty rates for the later years, we keep the

povertyrates within groups constant at their 1984 levels and adjust for the changes in the

composition only. We report our estimates of counterfactual NW povert yrates in table 8,

together with the actual NW poverty rates for comparison.

The figures in Table 8 suggest that changes in the shares of groups in race/ethnicityand

familyt ype categories had a negligible effect on the total NW povertyrate. Changes in age,

education and homeownership composition, however, had some effect. The aging of the

population would have pulled the overall NW povertyrate down to 20.34 percent in 1999, but

the increases in the povertyrates within the younger groups and the decreases within the older

groups kept the actual rate at 25 .88 percent. Similarly, the increase in the homeownership rate

would have brought about a decline in the povertyrate to 21.96 percent. However this did not

actuall yhappen, since the net worth povertyrate within both renters and homeowners increased.

The effect of increases in the education of the heads is smaller, though. Taking the educational

improvements into account and keeping the group povertyrates constant would have lowered

the overall povertyrate to 24.94 percent, which is quite close to the a ctual NW povertyrate.

VI. COMPARISON OF ASSET POVERTY RATES IN THE PSID TO THE

RATES IN THE SCF

Haveman and Wolff (2001) computed asset povertyrates defined in the same wa yfor the same

time frame using another major source of wealth data, the Surve y of Consumer Finances (SCF)

conducted b ythe Federal Reserve Board. Each wave of this surve yconsists of a core

representative sample combined with a high - income supplement. The design of this surve y

makes it different from the PS ID in two main aspects: Fir st, it provides a much ^richer~ sample

of high income and therefore potentiall yver ywealthyhouseholds. Secondly, it provides more

detail than the PS ID on both assets and debts. It contains information on the current value of

pension plans, and therefore it has a more inclusive measure of wealth than the PS ID.

Given that SCF oversamples high - income households and collects information on

pension wealth, one would expect the SCF estimates of asset povert yrates to be lower than the

PS ID estimates. This is i n fact generall ytrue, as documented in Table 9, which presents

estimates of asset povertyrates computed b yHaveman and Wolff (2001). The one overlapping

year is 1989, and the overall estimates of NW, NW - HE, and LIQ povert yrates computed using

the SCF da ta are lower than the corresponding rates computed from the PS ID data. 14 The SCF -

based povert yrates b ydemographic group are also generall ylower than the corresponding

PS ID - based povert yrates in 1989.

Though the years differ slightly(1983 - 1998 for the SCF data versus 1984 - 1999 for the

PS ID data), comparisons of trends over time are still quite interesting. According to the SCF

data, the overall NW povertyrate rose b y2.3 percentage points between 1983 and 1989 and

then grew b yanother 0.8 percentage po ints over the remaining 9 years, for a total increase of 3.1

percentage points. In contrast, the comparable PS ID povert yrate increased by0.7 percentage

points from 1984 to 1989 and then dropped b y1.2 percentage points from 1989 to 1999, for a

net declin e of 0.5 percentage points. The SCF - based NW - HE povert yrate showed virtuallyno

change from 1983 to 1998, whereas the PS ID - based rate fell b y1.5 percentage points between

14 T he one apparent exce ption is the povertyrate based on liquid assets less than $5,000. However, this is due to

differences in methodology. I n Haveman and Wolff, the criterion is based on constant 1998 dollars, whereas here

we use current dollars. Another difference worth noti ng is that liquid wealth in the PSID incorporates ^Other

Savings~ (item(6) in the definition of wealth in Appendix), which includes the value of co llections households

acquire for investment purposes and equity in a tr ust or estate. T hese items are not in cluded in liquid wealth in the

Haveman and Wolff stud y and would not be classified as part of liquid wealth here if a detailed breakdown of

^Other Savings~ were available. Ho wever, only the total value of ^Other Savings~ is reported. T he SCF has a finer

d ecompositio n of the assets in household portfolios.

1984 and 1999. The SCF - based LIQ povert yrate climbed bya huge 6.5 percentage poin ts over

the 15 - year period, whereas the PS ID - based rate showed virtuallyno change.

Results also differ b ydemographic characteristics. Among whites, the SC F data indicate

a significant increase in the NW povert yrate between 1983 and 1998 of 3.4 percentag e points,

whereas the PS ID data shows a drop of 2.4 percentage points from 1984 to 1999. In contrast, the

PS ID data show virtually no change in the NW povertyrate among blacks, whereas the SCF

data indicate a drop of 2.1 percentage points among blacks and Hispanics. Moreover, according

to the SCF data, there was a sharp increase in NW povertyamong blacks and Hispanics from

1983 to 1989, followed byan even greater decline from 1989 to 1998, whereas the PS ID data

indicate a fall from 1984 to 1989 and then an equivalent increase from 1989 to 1999 among

blacks.

The SCF data show increases in NW povert yrates for all age groups and particularl y

among the two younger (under 25 and 25 - 34). In contrast, the PS ID calculations show increases

among the three younger age groups but no change or decreases among the older three groups.

Both surve ys indicate a heftyrise in NW povert yamong both home - owners and renters over

their respective 15 - year intervals. On the other hand, results byfamilyt ype are at variance

betw een the two samples.

It is hard to sa ywhether the two sets of estimates are inconsistent or which set of

estimates is more accurate. The dates differ between the two samples. However, both 1983 to

1984 and 1998 to 1999 were years of economic growth, so th at povertyrates should have fallen

between the two sets of years (and thus the changes should cancel each other out). In some

cases, the demographic categories are different ¾ for example, in the SCF data blacks and

Hispanics are combined in a single catego r ywhereas theyare separated in the PS ID

computations.) Generally speaking the SCF data give better estimates of household wealth since

the surve yasks man ymore detailed questions on asset and debt holdings. However, the SCF

sample is weighted toward hig h income households, whereas the PS ID tends to over - sample the

poor. As a result, the PS ID sample ma ygive a more accurate assessment of the wealth holdings

of low income households.

VII. COMPARISON OF ASSET POVERTY RATES TO OFFICAL POVERTY

RATES

At thi s point, it is worth taking a look at how the asset povert yrates we have calculated using

PS ID data compare to the official povert yrates published bythe U.S. Bureau of the Census. As

we mentioned before, the unit of analysis for our asset povert ymeasur e is the household ¾ that

is, our measure tells us what percentage of households are below the asset povertythreshold.

The official povert yrates are published both for families and for people (individuals). However,

a Census Bureau familyis not an equiva lent to a PS ID household. 15 Therefore, we choose to

base the comparison of asset povert yrates on individuals.

Table 10 presents both income - based and asset - based povert yrates. We follow the

convention of the Census Bureau when grouping people b yrace/ethn icit y, age and gender. The

asset povert yrate for individuals is defined as the ratio of the number of individuals in asset -

poor households to the total number of individuals in the population. The race of a household

member is determined b y the race of th e household head. As before, we calculate povert yrates

for four different measures of wealth.

The figures in Table 10 show us that the official povertyrates for almost all of these

groups are much less than asset - based povert yrates. On average, asset p overtyis two to four

times as high as income poverty. Looking at racial groups, we observe the same ranking among

groups with income povertyas we do with asset poverty, with whites having the lowest rate and

blacks having the highest among racial groups. 16 Among age groups, however, income povert y

is slightlyhigher among the elderl ythan among the 18 - 64 year old group, while the elderl yare

the least asset poor group. Classifying individuals according to gender, we observe that both

asset and income pover t y rates for females are greater than the corresponding rates for males.

However, the disparit yin income povert yrates seems to be greater than the disparityof asset

povertyrates.

15 T he U.S. Census Bureau defines a familyas a group of two people or more (one of who m is the householder)

related bybirth, marriage, or adoption and residing together. T he PSID definitio n of a fami lyunit (FU) is a group

of people living together. T hey are usually related b yblood, marriage or adoption, but unr elated persons can be part

of a FU if they are permanently living together and share both inco me and expenses. Obviously, the two

definition s are not equivalent. T he Census Bureau definitio n excludes one - perso n units and the PSID definition

includes all persons living together if theyshare inco me and expenses, altho ugh theymaynot be related.

16 T his raises the issue of whether inco me povert ygoes hand in hand with asset poverty, which we do not explore

here.

As expected, the official povertyrate follows the business cycle in the U.S ., decreasing

in booms as incomes go up and increasing in recessions. However, there is no such trend for

asset povert y. In fact, net worth povert yseems to be moving in the opposite direction, going up

in the expansionaryperiods of 1984 - 89 and 1994 - 9 9, and going down during the recession in

the beginning of 1990´s. This might suggest that saving rates go down during booms and that

the decline in saving rates is big enough to offset the effects of an increase in the prices of the

assets alread yowned.

We should note that, despite the differences in their levels, both income and asset

povertyrates moved in the same direction between 1984 and 1999, that is, both povertyrates

went down. The exception is the trend in NW povertyrates. As the number o f individuals in

NW - HE or LIQ - povert ydeclined, the number of NW - poor individuals seems to have increased.

Next, we explore whyNW - povertyrates for people went up as the other rates went down.

VIII. COMPARISON OF HOUSEHOLD ASSET POVERTY TO INDIVIDUAL

ASS ET POVERTY

As shown in Table 10, the number of people in income povert ydeclined between 1984 and

1999, while the number in net worth povert yinclined. This trend exists for almost all of the

groups. For instance, the income povert yrate among blacks wen t down from 33 percent to 23

percent but their net worth povertyrate went up from 52 percent to 57 percent. Similarly, the

income povert yrate for Hispanics went down from 28 percent to 22 percent while their net

worth povert yrate went up from 37 percent to 52 percent.

We suspect that the growth of the number of individuals in NW - povertydespite the

stagnation in the number of households in NW - povertyhas something to do with the changes

over time in NW poverty within households of different sizes. To e xplore this issue further, we

tabulate NW povert yrates for households of different sizes for all years of analysis. As shown

in Table 11A, the level of and the trend in NW povertychange b yhousehold size.

In 1984, one - person households had the highest NW povertyrate, at 36 percent, while

two - person households had the lowest rate, at 18 percent. The rates among the other household

groups lie in between the two. Checking the trends, it is noticeable that NW povertyrate among

one - person households went d own from 36 percent to 33 percent between 1994 and 1999. The

rates for households that are made up of two to four persons remained almost the same. B y contrast, NW povert yrate among the households with five or more members went up from 26

percent in 1984 to 31 percent in 1999. The average household size in our sample stayed almost

the same (var ying between 2.76 and 2.9) during the years 1984 to 1999. Therefore, these

findings suggest that the increase in NW povertyamong large households and the decrease

a mong one - person households can explain whyNW povertyrate for households stayed the same

while the rates for individuals went up.

We next check whether a similar trend exists for NW - HE povert yrates. Table 11B

displays these rates for households of differ ent sizes. Looking at the changes over time, we

observe that during these 15 years NW - HE povertyrates remained more or less the same for

one - to three - person households and decreased for households with four or more members. So

the trend mentioned before is for NW povert yonly. Since the onl ydifference between NW and

NW - HE is, bydefinition, home equity, we proceed to investigate the changes in the value of this

portfolio item over time 17 . We would like to know if it was changes in house value or changes i n

mortgage principal that caused the increase in NW povertyrates. For this purpose, we add house

value to NW - HE wealth measure. Povertyrates estimated with this measure are shown in Table

11C.

The figures in the first section of Table 11C tell us what t he asset povertyrates would be if

onlythe house value (primaryresidence) were added to the NW - HE wealth measure and if the

remaining mortgage principal were assumed to be zero. All of these povertyrates are less than

both NW - HE and NW povertyrates, as the yshould be. Adding the house value reduces asset

povertyrates, but including the value of remaining mortgage principal takes awa ysome of the

reduction. The second section of Table 11C shows us what percentage of this reduction is taken

awa yb ythe i nclusion of mortgage principal. To illustrate, in 1984, the NW - HE povert yrate for

one - person households was 43.73 percent (Table 11B). Adding house value reduces it to 36.43

percent, while subtracting the remaining mortgage principal increases it to 36.80 percent

(Table11A). Therefore, the percentage of the reduction in the asset povert y rate that is

eliminated bysubtracting the mortgage principal was 5.1 percent. B y1999, this percentage went

up to 13.8 percent. The effect has been far more pronounced fo r large households. For

households with five or more members, the corresponding figures are 7.3 percent in 1984 versus

27.4 percent in 1999. Evidently, the impact of mortgages on asset povertyrates has intensified

17 Ho me equityis defined as the value o f the house minus the value o f the remaining outstanding mortgage

principal on the primar y resid ence.

from year 1984 to 1999. Moreover, this in crease is more visible for large households than for

small households. As a result, NW povertyrates for individuals went up between 1984 and 1999

while the same rates for households remained almost constant over the same period.

IX. THE PORTFOLIO COMPOSI TION OF THE POOR

In this section we first look into the asset holdings of the entire sample of households. Following

that, we examine the portfolios of some selected income - or asset - poor groups. For each sample,

we decompose net worth into its component s and we compute the share of the sample that holds

each component, as well as the mean value of the component and its share in the total net worth

of the sample. Table 12A shows the breakdown for the entire sample. In the first column we

report the percen tage of households that own each wealth item in each year. The second column

shows the mean value of each item and the third column shows the share of each item in the

total wealth (net worth) of that group. Although vehicles are considered as durable cons umption

goods and are not a wealth component in this paper, we include them in net worth in this

section. This is done with the purpose of displa ying the degree of (or lack of) access to this

resource, which is a necessityin man yparts of the country.

The figures in the table show that the home ownership rate increased from 60 percent to

67 percent during the 15 - year period. Mortgage holdings followed the trend in home ownership

rate, yet the share of homeowners who also have a mortgage has remained more o r less the same

(60 - 63 percent, not shown in the table). Although both rates went up, their wealth shares moved

in different directions. House value as a share of total net worth sta yed more or less the same

(48 - 51 percent) until 1994, but dropped to 43 pe rcent in 1999. On the other hand, the wealth

share of remaining mortgage principal seems to have an upward trend, with a peak in 1994.

More importantly, for the average household, mortgage debt as a share of house value climbed

from 27 percent to 37 percen t between 1984 and 1999, after achieving a peak of 40 percent in

1994. This result is consistent with the observation made b yWolff (2001b), who documents that

the rising indebtedness of the middle class is due to rising mortgage debt. Such a trend ma yals o

be a response to changing incentives, as conjectured in Hurst, Luoh and Stafford (1998). After

the tax law changes of the 1990s, mortgage interest continued to be tax - deductible, while the

abilityto deduct interest payments on consumer loans was phased out. It is possible that as borrowing against home equitybecame more attractive, new financial products emerged, which

encouraged man yhomeowners to refinance their mortgages and take out home equityloans.

Another point worth noting is the sharp increase of the share of stocks in the total

household net worth, from 9 percent to 20 percent during this period. In fact, the wealth share in

1999 is probablyhigher than the 20 percent shown in the table, since IRAs, which are asked

separatelyin 1999, consist of both stocks and moneymarket funds (classified under

checking/saving), but the division is unknown. Despite this rise in equityownership, the popular

view that corporate equityholdings have become the primar yasset in the 1990´s for a broad

spectrum o f American households is not true. As emphasized byTrac y, Schneider and Chan

(1999) and as obvious in Table 11A, home equit yis still the major item in most households’

portfolios. The share of stocks in total wealth in the countr yhas gone up in the 1990 s. However,

this is largel ydue to the increased holdings of the richest households, as stock ownership is

highl yskewed b ywealth and income class (Wolff 2001b).

We can also see that the average value of vehicles has gone up since 1984, from $8,850

to $1 3,312 (in 1999 dollars). The vehicle ownership rate and the relative value of vehicles to

total net worth have sta yed almost the same.

How do the asset and debt holdings of the more vulnerable groups compare to those of

the better - off groups? Are the as set - poor groups poor because of heav ydebt, or is it because

theyhave not accumulated anyassets? What types of assets do the poor own, if any? To answer

these questions, we now present some descriptive statistics of portfolio composition of some

selected asset - or income - poor groups. We contrast the asset and debt holdings of these groups

to the holdings of all remaining groups, which we call ^others.~ In Table 12B, the first column

for each surve y year reports asset ownership rates and the second column shows the share of

each wealth item in the total wealth (net worth) of that group. These descriptive statistics reveal

a number of interesting results:

- While 60 - 70 percent of ^others~ own their homes, onlyabout 40 percent of blacks do so.

The homeowners hip rate among blacks is not high, but on average this group seems to own

nothing else. House value (gross) makes 76 - 100 percent of net worth of an average black

household. Another observation on black families is that their vehicle ownership rate is low

c ompared to ^others~; it is even lower than the rate among single mothers. Yet, vehicles

constitute a non - negligible share of their total wealth (14 - 19 percent), and it constitutes the second highest wealth share, after home equity. In addition, the vehicl e ownership rate went

up from 56 percent to 63 percent. Strikingly, onl y45 percent of blacks have a bank account,

which makes them the group with the lowest bank account ownership rate, whereas 90

percent of ^others~ have an account. Similarly, stock, re al estate and business ownership

rates are ver ylow among blacks (6 - 11 percent, 5 - 8 percent and 2 percent, respectivel y)

compared to ^others~ (32 - 45 percent, 18 - 23 percent and 18 - 19 percent, respectivel y). In

addition to these, IRA ownership rate in this g roup is incrediblylow at 8.6 percent, whereas

43 percent of ^others~ hold such accounts.

- It is interesting that the group of households whose heads do not have a high school degree

hold a non - negligible share of their wealth in farm or business assets; moreover, the share

has increased in time. This is true despite the fact that the business ownership rate in this

group is not ver yhigh. Home equityis an important asset for this group too, and mortgage

debt has increased relative to the gross value of h omes. The IRA ownership rate of this

group is much lower than average.

- Among the elderl ythe sum of mortgage and non - mortgage debt makes up only3 - 4 percent

of the net worth of this group. The business ownership rate is also lower among the elderl y

than among the ^others~ group. The elderlyhave the highest home ownership rate (70 - 79

percent) and more of the elderl ywere homeowners in 1999 than in 1984. It is also

noteworth yhow the portfolio composition of this group has changed from 1984 to 1999. In

the 1980s, the portfolios of the elderl yincluded three main items: home, real estate and bank

accounts. Although the stock ownership rate was not low, stocks constituted a small share of

their wealth. In the 1990s, the elderl ywere holding a bigger percentag e of their wealth in

business assets and stocks and a smaller percentage in home equity, real estate and bank

accounts.

- The portfolio composition of single - female headed families is strikinglysimilar to that of

black families in man yways: a ver yhigh concentration in home equity, and low business,

stock and real estate ownership rates. This similarityis expected, since single female heads

are mostlyblack. However, there are also differences: The percentage with and the wealth

share of non - mortgage de bt is higher among single mothers then among blacks. A higher percentage of single mothers own stocks, and theykeep a larger share of their net worth in

stocks. The wealth share of stocks in year 1999 is especiall ynoteworthy.

X. DETERMINING THE CHARACT ERISTICS OF THE ASSET - POOR

We now turn our attention to the composition of the asset - poor part of the population with the

purpose of determining the characteristics that these households might have in common. Before

performing a regression anal ysis, we pr esent some descriptive statistics.

Table 13 decomposes the asset poor part of the population into the demographic and

labor market groups that we have been looking at. For all wealth measures, we observe that the

share in asset povert y of the following ho useholds went down during the 1984 - 1999 period: (I)

households with white or black heads; (2) households whose heads are younger than 35; (3)

households whose heads have a high school degree or less; (4) non - elderl yfemale - headed

households with children; and (5) renters. On the other hand, the shares in asset povert yof the

following households went up during the same period: (1) households with non - white and non -

black heads (i.e. Latin American, Asian etc.); (2) households whose heads are 35 - 61 years old;

(3) households whose heads are college graduates; (4) non - elderlyhouseholds with no children;

and (5) homeowners (or those who are in the process of bu ying their homes).

To trace the independent effect of each factor on asset, we next estimate a probit model

for each surve y year. In these models, all independent variables are dummyvariables that

represent household characteristics. To prevent multicollinearity, the dummyvariables for

whites, the 50 - 61 age group, the lowest education group and the unmar ried non - elderl yare

excluded. The dependent variable is a binar yvariable that takes the value of one if the

household is asset poor and zero otherwise. The model is estimated for all four measures of

asset povert yseparatel y.

Formall y, we assume that th e household i is asset - poor if 0’ ³ +

i i x e b , where

i x is a

vector of a constant and dummyvariables representing the characteristics of the household and

its head and b is the vector of coefficients on these characteristics. If we assume that

i e is

normallydistributed, then the probabilitythat household i is asset - poor is )’( b

i x F , where F is

the cumulative normal densityfunction.

Table 14 pre sents the marginal effects in this model estimated for the 1999 cross - section,

along with the Wald statistics of model significance and the maximized values of the log -

likelihood function. We approximate the marginal effects vector, m , byusing the standard

formula, which is b b f ) ( X m º , where f is the standard normal density, X is the vector of

sample means and b is the vector of regression coefficients.

The estimates in Table 14 indicate that, relative to the excluded 50 - 61 age group,

households with heads that are older than 61 are less likelyto belong to the asset poor group,

whereas those with heads that are younger than 50 are more likely. For instance, the 25 - 34 age

group is 16.2 percent more likelyand the oldest group is 20.5 percent less likelyto be NW - poor

than the 50 - 61 year old group.

The estimates also confirm that having a higher degree of education increases the

chances of having higher wealth . To illustrate, households with high school graduate heads are

21.4 percent less likel ythan those without a high school degree to be NW - HE - poor. Having

some college experience reduces the probabilityof being NW - HE - poor b yanother 3.1 percent

and a colle ge degree reduces it further b y19.4 percent 18 . Interestingl y, the effect of a college

degree is stronger when the liquid assets of the household are used as a measure of wealth. A

household with a college graduate head is 28.8 percent less likelythan one with a college

dropout head to be LIQ - poor.

Race/ethnicit yis another important factor that determines asset povert y. The results

indicate that, controlling for all the other factors, having a black or Latin American head

increases the chances for the ho usehold of being below the povert ythreshold. The ^other race~

group has a small but negative marginal effect ¾ that is, theyare a bit less likelythan whites to

be asset poor.

Comparing the estimates for different familyt ypes, we observe that non - elderl ycouples

with children, female - headed families with children and single or widowed elderl yare more

likelyto be asset - poor relative to the excluded group, which is the group of non - elderl ysingles.

Childless couples and the married elderl yhave negative marginal effects, i.e. theyare less likel y

18 T he education dummies take the value of o n e if the ho usehold head has at least the specified degree and zero if

not. For example, the ^high school~ dummyis equal to one if the head has 12 or more year s of for mal education

and zero other wise. For a college graduate, all three of the education dumm ies are equal to one. T hus, the estimate

of the coefficient on an education dummy is an estimate o f the additional value of obtaining the degree, relative to

the lo wer degree.

to be asset poor. Homeownership seems to be a ver yimportant factor. Homeowners are 41.6

percent less likel yto be NW - poor and about 20 percent less likel yto be NW - HE or LIQ - poor

than renters.

Tables 15A throug h 15D report the estimated b - coefficients as well as the sample sizes,

the adjustment factors, Wald statistics of model significance, and the maximized value of the

loglikelihood function. The marginal effects in these models can be calculated bymultiplyi ng b -

coefficients bythe adjustment factors.

XI. IDENTIFYING TRENDS IN ASSET POVERTY

In this section we tr yto find out whether an yof the demographic and labor market groups have

become more or less likelyto be asset - poor in time. To test for the ex istence of such a trend, we

test the hypothesis that the b - coefficients remain the same from one surve y year to the next 19 .

To do this, we take advantage of the fact that the b vector is asymptoticallynormall y

distributed. Therefore, the hypothesis that w e test is 0 :

1 2 0

= -

t t

H b b . The test statistic is in a

standard form: Test statistic 1

1 2 1 2

) )( ( -

-

- º

s s t t s b b , where 2 / 1 2

1

2

2 1 2

) (

s s s s s s s + =

-

, assuming that

0 ) , cov(

2 1

=

s s s s 20 .

Tables 15A to 15D present the b - coefficients for each year and for each wealth

definition. In these tables, we indicate whether the test statistic is positive or negative, i.e.,

whether there is an upward (U) or a downward (d) trend, and also the significance of the trend.

The test procedure reveals the following trends over the 15 years of anal ysis:

· Households whose heads have a high school degree displayed an upward trend relative to

those without a high school degree. Similarl y, those with some college experience displa yed

19 Marginal effect vectors are functions of sample means )( X , which nor mallychange over time. In order to keep

our results free of the influence of changing X , we choose to identify trend s b ylooking at differences in b -

coefficients and not in the mar ginal effects. T he changes in b - coefficients indicate the changes in the contrib ution

of each independent variable to the index b X . We must mentio n that, due to the non - linearityof the probit model,

it is impossible to interpret these changes as changes in the contribution to the probabilityof being asset - poor.

20 T his test is in fact a quite conservative one due to the assumption of zero covariance between the coefficient

estimates. It is possible that the coefficients are positivelyco rrelated, which wo uld make

1 2 s s - s smaller and the

test statistic lar ger (in absolute value), which wo uld lead to a rejection of

0

H more often.

an upward trend relative to high school gradu ates. Therefore, the incremental effect on

reducing asset povert yfrom having a high school degree or some college experience

declined over time. On the contrar y, the incremental effect of a college degree increased,

since college graduates displayed a dow nward trend in their contribution to asset povert y

relative to college dropouts.

· Although the level of asset povert yamong blacks remained quite high, the contribution to

asset povert yof being black relative to being white surprisingl ywent down. The oth er

racial/ethnic groups showed mixed results.

· Looking at the age effects, we observe that the 35 - 49 year - old group experienced an upward

trend in its contribution to asset povert y, relative to the excluded 50 - 61 year - old group 21 . All

other age groups expe rienced a downward trend relative to this pre - retirement group.

· We observe some unexpected trends for some familygroups. Being married with children

became less important for determining asset poverty. On the other hand, childless couples

became more lik el yto be asset poor. Surprisingl y, the contribution of being a (non - elderl y)

female head with children to asset povert ywent down. For households with an elderl yhead,

we observe a downward trend in NW - povert y. However, this is true for married elderly

on ly. In fact, having a single or widowed elderl yhead (of either sex) became a more

important factor in making a household asset poor 22 .

· Being ^not working~ contributed less to asset povertyin 1999 than in 1984.

· The propensit yto be asset poor went up amo ng homeowners, but onl ywhen asset povert yis

defined as on the basis of net worth.

To summarize, in years 1984 to 1999, heads with one or more of the following characteristics

became worse off in terms of asset povert y: Working, 35 - 49 years old, married without children,

white, low education, single or widowed elderl y. The contribution of having a college degree to

reducing asset povert yincreased. To our surprise, the importance of being black, being married

with children or being a female head with chi ldren diminished as a determinant of asset poverty.

What implications do these trends in b - coefficients have for the changes in the

probability of being asset - poor? To illustrate a few cases, we pick five fictitious household

21 T his middle - age pre - retirement group was selected as the reference group due to its relativelystable asset poverty

rate and population share.

heads and compute their proba bilities of being NW - poor predicted b ythe probit models in years

1984 and 1999. The estimates, presented in Table 16 are interesting. Lines (1) and (2)

demonstrate the difference between an elderl ymarried head and an elderl yfemale head with no

husband. The household in line (1) became less likelyto be NW - poor whereas the one in line

(2) became more likel y. Comparing lines (2) and (3), we observe that the probabilityof being

poor is much smaller for homeowners than for renters, as expected. However, hom eowners

faced a higher percentage increase in their likelihood of being poor; their chances increased five

times according to the probit model estimates. Lines (4) and (5) compare a black household to a

white one. Although both households experienced an in crease, the percentage increase for the

black household was smaller.

XII. AN ALTERNATIVE POVERTY RATE CALCULATION

As mentioned in the beginning of this paper, the current practice of measuring povert yrelies

onlyon the comparison of annual household income to a minimum needs threshold.

Conceptually, povert yis a state of lacking the resources to have a decent living and wealth is an

important resource both for the income it produces and for the sense of power and securit yit

provides. For this reason, it makes sense to make wealth a part of the povertymeasure.

In this section, we suggest a combined income and net worth povert ymeasure. We

investigate whether the addition of a wealth dimension changes the income povert yrates and

identifythe groups f or which the addition has a pronounced effect.

We use the technique of adding the annuityvalue of wealth to income 23 , following

Wolff(1990). We assume that the annuityof net worth is paid out like a bond coupon, so the

capital value of net worth remains the same. The amount of annual consumption - out - of - wealth

that keeps wealth the same is )1/( r rW + , where r is the real interest rate and W is wealth. We

trythree alternative interest rates: 3 percen t, 5 percent and 7 percent.

Household income is defined as in the Current Population Survey(CPS). For a list of the items

included in household income, see the Appendix.

_____________________________

22 For instance, for a male head who is 71 or older, b - coefficients in the NW - povertyregression for the age effect

and the familytype effect sum to ˘ 0.696 in 1984 and the sum declines to ˘ 0.332 in 1999.

23 We should note that the way we treat wealth is not to be interpreted as a suggestion for ho useholds to annuitize

their assets nor as an indicatio n of the actual practice. It is just a simple and acceptable way of co mbining wealth

and inco me.

Line (1) in Table 17A shows what the povert yrate would be if an annuitycomputed t o

net worth were added to household income. In fact, the assets that a household owns alread y

produce income in the form of rent, interest and dividends; that is, this process overstates the

effect on the povert yrate of adding an annuit yflow. In line (2) , propert yincome is subtracted

from the gross annuit yvalue used above. Line (3) takes into account adding the value of

imputed rent to owner occupied housing. Gross imputed rent is estimated as the annuityflow

from the gross value of the house. Mortgage interest payments, homeowner insurance and

propert ytaxes are subtracted from gross imputed rent to get net imputed rent. Line (4) shows the

effect of adding net imputed rent. Finall y, in lines (5) and (6), gross and net values, respectivel y,

of the annui tyto both net worth and owner occupied housing are included in the povert y

measure. Since the annuityvalue of the house is added twice (the first time directlyand the

second time through net worth) in lines (5) and (6), these two measures of povertyare

unrealisticallylow.

The section on the right in Table 17A shows the combined povertyrate as a percentage

of the income povertyrate. As is apparent, the povertyrate is reduced b y20 - 25 percent when

the annuityvalue of wealth is added to household inc ome. As expected, the degree of reduction

in povertyrate depends on the components of wealth used to compute the annuityflow as well

as the interest rate. The higher the interest rate, the lower the combined povertyrate. Strikingly,

though, even after a dding the gross values of both the annuityand the imputed rent, and

assuming a 7 percent interest rate, the povert yrate is reduced to 77 percent of the income - onl y

level, from 11.81 percent to 9.09 percent, an onl y2.72 percentage point decline. Therefor e, we

do not see a substantial reduction in the overall povertyrate, which signals a low level of wealth

holdings among the low - income groups.

Table 17B reports our estimates of income plus net worth povert yrates as a percentage

of income povert yrates for various demographic groups. The last two columns of the table

show income - onl ypovertyrates for comparison. Both of these rates are from the PS ID; the first

one is based on the experimental povertythreshold and the second one is based on the official

threshold. As expected, the impact of adding the annuityflow from wealth in the poverty

measure is the strongest for groups that have the lowest asset povert yrates, such as whites, the

elderl y, homeowners and college graduates. For homeowners, in partic ular, estimated povert y

rates are cut from 30 to almost 50 percent. For others, the impact is much smaller and even zero

for some.

XIII. PERSISTENCE OF POVERTY

A. The Conditional Probability of Being Poor: Descriptive Statistics

How likelyis it for a ho usehold to be observed in asset povert yin two consecutive surve y

years? And, has the probabilityof remaining poor increased or decreased between 1984 and

1999? How does asset povertypersistence compare to income povertypersistence?

Ideall y, we would l ike to anal yze the duration of povertyspells and compare the

characteristics of households that experience longer spells to the characteristics of those with

shorter spells. However, since wealth data are available onlyat five - year intervals, however, a

duration anal ysis of asset povertyis not feasible. We use the information on wealth at the end

points of each 5 - year period to identifythe groups that are repeatedlyseen in asset povert y. It is

true that this anal ysis has some weaknesses, such the inabi lityto differentiate between a

household that is poor in onlythe two surve y years and one that is poor throughout the period.

However, the anal ysis is still meaningful, since the fact that the household is in povertya second

time points out that asset p overtyis not just a one - time event for that household.

Table 18 presents for both the overall population and for individual groups the

probabilityof a household being asset - poor in a surve y year, given that the same household was

asset - poor in the prev ious surve y year 24 . This probabilityis estimated as the number of

households who are asset poor in both years divided bythe number of poor in the first year.

The estimates are based on the longitudinal sample that is restricted to households for which th e

head remains the same over the five - year period. Three different longitudinal samples are used.

The figures in the table are revealing. Our previous estimates showed that in a given year

about 26 percent of the households are NW - poor. Table 18 shows th at about 60 percent of those

who are asset poor in one year will still be NW - poor in five years. Combining the two pieces of

information, we can sa ythat about 15 percent of all households are unable to escape NW -

povertywithin five years. The situation ge ts worse when a more restrictive wealth measure is

used. About 28 percent of all households remain in NE - HE or in LIQ - poverty.

24 For example, the conditional probabilityof being LIQ - poor in the second survey year (t2) can be expressed as:

) ( ) ( ) | (

1 1 2 1 2 t t t t t

LIQpoor P LIQpoor

LIQpoor P LIQpoor

LIQpoor P Ç º

Evidently, both liquid asset (LIQ) and NW - HE povertyare more likel yto carr yon to the second

surve y year than NW - povertyfor a ll periods analyz ed. This reminds us once again of the

importance of home equity. Man yhouseholds escape NW - povert yb ybu ying a residence but

theyeither do not accumulate other t ypes of assets or can not get out of debt and therefore sta y

NW - HE and LIQ - po or.

Another point worth noting is the changing persistence of asset povertyin time. We

observe that NW - poverty was hardest to move out of during the 1989 - 94 period. However, for

NW - HE and LIQ poverty, the 1994 - 99 period seems to be the worst.

For the ra cial/ethnic groups, we see a picture that is similar to the one - year asset povert y

rates. Whites have the lowest and blacks have the highest conditional povertyrates. For the

residual racial group the conditional NW povertyrate in 1989 is 100 percent, si nce there were

onlya small number of observations in this group in 1984 and all of them were still in povert y

in 1989.

For age groups, the picture is different from before. We reported before that the asset

povertyrates are the lowest for the elderl yan d the highest for the youngest and that the povert y

rate is a decreasing function of the age of the household head. The conditional povert yrates, on

the other hand, are the lowest for the groups whose heads are between 35 and 60. The rates for

the younges t and oldest groups are higher, showing a smaller degree of wealth mobilityfor

these groups.

Education of the head seems to be an important determinant of the probabilityof sta ying

in poverty. College graduates have the smallest conditional probabilities . Homeowners are half

as likelyto sta yin NW - povertyas renters. However these two groups are not verydifferent in

terms of NW - HE or LIQ - poverty.

Examining the persistence of asset povert yfor different t ypes of families, we notice that

families headed b ythe elderlyand female - headed families with children have the highest chance

of staying in asset poverty. The latter group sta ys in povertywith about 85 percent probability.

Next, we take a look at the conditional probabilities of being income poor. A s Table 19

demonstrates, these probabilities are much smaller than the conditional asset povert yrates.

Overall, an income poor household in 1984 has a 41 percent probabilityof being income poor

again in 1989. The lowest conditional probabilityestimate i s for college graduates. The younger

households have more income mobilitythan the older ones. As expected, blacks, single mothers

and the elderl yare more likelyto sta yin income poverty.

B. Determining the Role of Changes in Assets and Changes in Debt on the Transitions Into

and Out of Asset Poverty

If some households have stayed in asset povert ywhile others have moved out of povert y, was it

because the ydid not accumulate assets or because the ypiled up debt? For the families who have

fallen into a sset povert y, was the precipitating event a loss of assets or a sudden increase in

debt?

Before we perform a formal anal ysis, we present some descriptive statistics. Tables 20A -

20C show the mean values of NW in the beginning and at the end of each five - yea r period. The

tables also show the mean values of changes in assets and debts classified bythe families´

movements into and out of povert y. For example, households who were NW - poor both in 1984

and in 1989 increased their assets by$3,000 on average (1999 dollars) and increased their debt

by$3,800.

For the whole sample, we observe the following: First, households that stayed in NW -

povertyincreased both their assets and their debts, and the magnitudes of these two changes

were close. Second, those who moved out of and those who sta yed out of NW - povertyincreased

both assets and debts too. However, the increase in their assets was much stronger than the

increase in their debts. Third, those who went into povertysaw a large decline in their assets.

To m easure the effect of changes in assets and changes in debts on the transition

probabilities of moving into and out of povert y, we proceed as follows:

We divide the sample into two, based on the state of asset povert yin the beginning of

the 5 - year period; poor and non - poor. For each sub - sample, we run the following probit

regression:

i k

j ji j i i i d Debt

Asset y e b b b b + + D + D + = å

=

+

1

2 2 1 0

* ,

.

0

, 0

, 1 *

otherwise y

y i

i

>

î í ì

=

The dependent variable takes the value of one if the household changes its asset povert y

status during the period. The ind ependent variable

i

Asset D is the value of the change in assets

for household i and

i

Debt D is the change in debt. We control for the effects of household

characteristics b yintroducing group dummies to the regression 25 . The du mmyvariable

ji d takes

the value of one if household i is a member of group j and zero otherwise. There are k groups.

The b - coefficients of this model are estimated b yrunning a probit regression for the two sub -

samples separatel y. The estimates are reported in Tables 21A and 21B.

The estimates of b - coefficients on

i

Asset D and

i

Debt D have the expected signs but are

prettyclose in absolute value. For example, for the sample of households that are asset - poor in

1984, the estimates of b - coefficients on

i

Asset D and

i

Debt D are 0.0761 and - 0.0522,

respectivel y. In order to find out which one of these two variables has more effect on the

transition probabilities, we test the h ypotheses that the b - coefficients on these variables sum to

zero, that is we test 0 :

2 1 0

= - b b H . The p - values for these tests are rep orted in the tables.

Unfortunatel y, the null hypotheses are rejected in onlysome cases, but not in all. Therefore, we

can not sa yfor sure which variable is the more influential one in ever yperiod that we anal yze.

C. Events Associated with Movements Int o and Out of Asset Poverty

Another innovation of this paper is that it investigates the correlation of movements into and out

of asset povert ywith some major lifetime events. One can imagine that a change in the famil y

composition caused b ya divorce of t he head ma yhave an impact on the wealth of that family,

since the spouse will probablymove out with some assets. Similarly, a change in the health

status of the head, such as a disabilitythat affects his abilityto work, ma yoblige the familyto

spend d own its wealth 26 . Or, starting a new business can make the famil yasset - rich if the

business becomes successful. As far as we know, no research has been done on the impact of

lifetime events on asset povertytransitions.

Our anal ysis is based on estimatin g probit models that explain the movements into and

out of NW poverty. For the three five - yearl ylongitudinal samples (1984 - 89, 1989 - 94 and 1994 -

99), we run two separate probit regressions on the probabilityof changing NW povertystatus ¾

the first for the NW - poor and the second for the non - poor sub - samples. For each longitudinal

sample, the first regression explains the movement out of NW povertywhile the second one

explains the movement into poverty. We control for the characteristics of the household he ad,

_____________________________

25 T he same change in assets or debts can have different effects on th e transition probabilities of distinct gro ups,

since the P1 indices are not the same. For examp le, asset - poor blacks mayrequire a larger increase in assets than

whites do to move o ut of poverty.

26 T he analysis of familyco mpo sition changes is so mewhat l imited in this paper, since the longitudinal samp les are

restricted to households for which the head remains the same. T he onlychange allo wed is the mo vement o f family

members other than the head, such as the marriage of the head or the arrival of a newc hild.

using dummies that stand for the demographic and labor market groups. The b - coefficient

estimates and their standard errors are reported in Table 22.

All independent variables shown in this table are dummyvariables. The ^ended

marriage~ dummytakes t he value of one if the household head is married in the beginning of the

period and the marriage ends (via divorce or death) during the period, and vice versa for ^got

married.~ The ^lost job~ dummyis one if the head is working in the beginning and become s

unemployed sometime during the period. The dummies ^got retired~ and ^became disabled~ are

one if the head is working in the beginning and retired and disabled in the end, respectivel y. The

dummyvariables ^bought home,~ ^lost home,~ ^started business,~ and ^closed business~ are

defined with respect to the ownership status of the head in the beginning and the end of the

period. ^Inheritance~ is one if the head receives an inheritance during the period 27 . The

household has a ^new child~ if the number of chi ldren in the beginning is smaller than the

number of children at the end of the period and vice versa for the ^child left home~ dummy. The

b - coefficient estimates shown in the table reveal some interesting findings. We must stress that

while some of these estimates have the signs that one would intuitivelyexpect to see, others

have the opposite sign. This poses some puzzles on which we specu late below.

Controlling for all other factors, we find that getting married has been a wa y out of NW

povertyfor some and the upward trend in the b - coefficient estimates suggests that the

contribution of getting married to escaping asset povertyhas incre ased in time. The ending of

the head´s marriage, on the other hand, increases his chances of becoming poor. Surprisingl y, in

the 1994 - 99 sample, getting married increased the chances of a NW non - poor household falling

into poverty, although the effect is not significant. Could this be because the new spouses

brought in more debt than assets to these households? Or is it because the newlymarried

couples made bad investments and lost money, or refinanced the mortgage on their homes ¾

perhaps, to pa yfor the wedding?

The job market experiences of the head appear to have some effect on the wealth of the

household. However the signs of the estimates are not alwa ys what we would expect to see.

Specificall y, coefficient estimates for the ^found job~ dummyare puz zling. For the poor, the

27 For the samples 1984 - 89 and 1989 - 94, the PSID tracks only the inheritances that exceed $ 10,000 in amo unt,

resulting in a censored distribution. For the 1994 - 99 sample, ho wever, the actual amo unts are reported and the

inheritance dummy takes the val ue of one whenever the amo unt is positive. Redefining the dummyvariable so that

it is one when the amo unt exceeds $10,000 does not change the results ver ymuch.

direction of the effect is ambiguous as the estimates take different signs in the samples. For the

non - poor, finding a job makes it more likelyfor the household head to fall below the NW -

povertythreshold. We could speculate that those who have found a job during the period were

unemployed but non - poor in the beginning, and were rel ying on their non - labor income or their

assets to survive. The fact that the household head has found a job might mean that he has run

down the assets a nd is desperate enough to take anyjob offered to him.

Getting retired and becoming disabled have mixed effects on the probabilities of moving

both into and out of NW - poverty. Therefore, the results do not suggest a specific direction of

correlation. As e xpected, buying a home has a highlysignificant effect on the transition out of

povertyin all samples, just as losing a home does on the transition into poverty. Interestingl y,

the effectiveness of bu ying a home diminished in time, although it remained a significant

determinant of getting out of povert yin all NW - poor samples. For the NW non - poor, losing a

home increased in importance.

Inheritances have highl ysignificant effects on the transition probabilities. This is very

intuitive since inheritances usuallycome in considerable amounts. The yincrease the likelihood

of escaping povert yfor the poor and decrease the likelihood of falling into povertyfor the non -

poor, with the exception of the ^1994 - 99 poor~ sample. The coefficient estimates for startin g

and closing businesses are as expected too, with the exception of the ^1989 - 94 non - poor~

sample. The direction and the degree of correlation between a change in the number of children

in the household and the transition probabilities are, however, uncert ain.

Overall, man yof these lifetime events such as changes in marital, homeownership and

business ownership status are correlated with the transition probabilities and the correlations run

in the directions that we would expect. However, some coefficient estimates create puzzles and

more research is needed to solve them.

XIV. SUMMARY AND CONCLUSION

In this paper, we argue that household wealth is important for its own sake and not onlyfor the

income that it generates. Assets provide people with an econ omic protection for the hard times

and enable them to invest in their future. Distribution of political power is also closelyrelated to

distribution of wealth. During the last two decades, the mean net worth of households in 1999

dollars climbed from $127 ,000 to $217,000. However, the bulk of the gains went to the upper tail of the wealth distribution. Median net worth rose at a much slower rate, from $42,000 to

$56,000 in this period.

We estimate the level and the severit yof asset povertyin the United States in the years

1984 to 1999. Our findings suggest that a ver ylarge percentage of the population is in asset

poverty, despite the low thresholds that we assume. About 25 percent of all households are in

NW - poverty. For comparison, the income povert yr ate is around 13 percent. Excluding home

equityfrom the wealth measure increases the asset povertyrate to 40 percent. About 50 percent

of all households in the United States do not have even $5,000 worth of liquid assets. Moreover,

the persistence of ass et povertyis ver yhigh. There is a 60 percent probabilitythat a NW - poor

household will be NW - poor again in five years. Furthermore, despite the stabilityof household -

based NW povert yrate, the individual - based NW povertyrate went up, which means that t here

are more people if not more households in NW - povertyin 1999 than in 1984. These findings are

alarming, since the ypoint to a sizeable part of the population that is persistentlyvulnerable to

adversities, such as a job loss.

We estimate asset povert yrates for various demographic and labor market groups. We

observe that white households have lower asset povertyrates than non - whites, and that blacks

have the highest povertyrates. The NW - povert yrates for whites and blacks are 20 percent and

53 perce nt respectively. Povertyrates decline with the age and the education of the household

head. NW - povert yrates are approximately75 percent for households with heads younger than

25, and 13 percent for those older than 70. Households whose heads do not have a high school

degree have about 30 percent NW - povert ywhile the same rate for those with college graduate

heads is around 10 percent. Homeowners have an enormous wealth advantage. Even when we

exclude home equityfrom the wealth measure, theyare half as likel yto be asset - poor as renters.

About 60 percent of female - headed households with children are NW - poor and close to 80

percent of them have less than $5,000 liquid assets. About one fifth of intact non - elderl y

families with children are NW - poor.

The d ecomposition of household wealth shows us that about 65 percent of all households

own home equity. House value as a share of total net worth sta yed more or less the same (48 - 51

percent) until 1994 and dropped to 43 percent in 1999, whereas the wealth share of remaining

mortgage principal has an upward trend. More importantly, for the average household, mortgage

debt as a share of house value climbed from 27 percent to 37 percent between 1984 and 1999,

achieving a peak of 40 percent in 1994. About 80 percent of all households have a bank account, but only39 percent of black households and 30 percent of female - headed households with

children do. The NW - poor households are poor because the yhave both low assets and high

debt, with mortgage debt exceeding non - m ortgage debt on average.

It is worth mentioning that the increase in stock market wealth of the average household

is deceiving, since it is highl yinfluenced b ya small number of households that own stocks in

ver ylarge amounts. The average NW - poor househ old held $104 and $364 in stocks in 1984 and

in 1999, respectivel y. The average liquid asset - poor household held $22 and $23 in stocks in

1984 and 1999. Given that 40 percent of the households are liquid asset - poor, it is clear how

misleading the populatio n mean can be.

The estimates of probit regressions explaining asset povert ysuggest a downward trend

in the contribution to asset povert yof being a college graduate and of being a married elderl y

head. To our surprise, the contribution to asset poverty of being black, being a single mother or

being married with children went down as well. The probit regression estimates indicate an

upward trend in the contribution of not having a college degree, being a 35 - 49 year - old

household head or being a childless non - elderlycouple. The contributions of being a

homeowner to NW - povertywent up as well. Being elderl yseems to have lost its advantage in

reducing the likelihood of being asset poor if the household head is not married. The finding that

the elderl ywho a re married are less likelyto be asset poor now than before, while unmarried

elderl yare more likel ymaysuggest that wealth inequalityamong the elderlyhas increased.

Given the importance of household wealth and its high concentration, we argue that it

s hould be included in the povertymeasure in order to get a better understanding of the living

standards in the United States. Our income plus net worth povert yestimates are somewhat lower

than the rates estimated using an income - onl ymeasure. However, add ing wealth to the povert y

measure makes a difference for some groups, such as the elderl y, college graduates and

homeowners.

Descriptive statistics of the changes in assets and debts for households that move into

and out of asset povertysuggest that the c hanges in assets have a more important role than the

changes in debts on the transitions. We notice especiallythe large decline in assets for those

who became poor. For those who moved out of asset povert y, the role of assets was again more

pronounced tha n the role of debts.

We look finallyat some lifetime events that might be associated with the transitions into

and out of asset poverty. Regression estimates show that manyof these events such as changes in marital, homeownership and business ownership status are correlated with the transition

probabilities. Moreover, the correlations run in the directions that one would expect. However,

coefficient estimates for some events are not as expected. These create puz zles and more

research is needed to solve t hem.

Given all this evidence, it is clear that economic and financial developments benefited

onlya relativel ysmall part of the population in the United States in the years 1984 - 1999. Asset

povertyrates did not go down even in the long expansionar yperi od in the late 1990s. Given the

high persistence of asset poverty, there is a good reason to suspect that more or less the same

households stayed in asset povert yin these fifteen years. Povert yreduction policyin the United

States has so far focused excl usivelyon income maintenance. While government programs

created under this polic ybenefited man yfamilies, theydid not do a ver ygood job of making the

poor self - sufficient. The short - term focus and especiall ythe asset limits of these programs even

made some families dependent on government assistance. These programs should be

supplemented bynew ones, which provide incentives for the poor to accumulate assets. The

Individual Development Accounts introduced in 1998 is a sign of the progress made in this

endeavor.

REFERENCES

Bane, Mar yJo and David Ellwood. 1986. ^Slipping Into and Out of Poverty: The D ynamics of

Spells.~ Journal of Human Resources 21:1 (Winter): 1 - 23.

Brown, Charles, Greg J. Duncan and Frank Stafford. 1996. ^Data Watch: The Panel Studyof

Income D ynamics.~ The Journal of Economic Perspectives 10: 2: 155 - 68.

Citro, Constance F. and Robert T. Michael, eds. 1995. Measuring Poverty: A New Approach.

Washington, D.C.: National AcademyPress.

(Available also at http://www.census.gov/hhes/poverty/povmeas/toc.html )

Crystal, Stephen and Dennis Shea. 1990. ^The Economic Well - Being of the Elderly.~ Review of

Income and Wealth 36: 3 (September): 227 - 47.

Foster, James E., Joel Greer and Erik Thorbecke. 1984. ^A Class of Decomposable Poverty

Measures.~ Econometrica 52: 761 - 66.

Freeman, Richard B. 2001. ^The Rising Tide Lifts�? ~ National Bureau of Economics Research

(NBER) Working Paper No. 8155.

Garfinkel, Irwin, a nd Robert Haveman (with the assistance of David Betson). 1977. Earnings

Capacity, Poverty and Inequality. New York: Academic Press.

Gittleman, Maur yand Edward N. Wolff. 2001. ^R acial Wealth Disparities: Is the Gap Closing? ~

The Lev yEconomics Institute W orking Paper No. 311.

Gottschalk, Peter and Sheldon Danziger. 1995. America Unequal. Cambridge, Massachusetts:

Harvard Universit yPress.

Hagenaars, Aldi J. M., and Bernard M. S. Van Praag. 1985. ^A S ynthesis of PovertyLine

Definitions.~ Review of Incom e and Wealth 31: 2 (June): 139 - 54.

Haveman, Robert and Andrew Bershadker. 1998. ^Self - Reliance as a PovertyCriterion: Trends

in Earnings - Capacit yPoverty, 1975 - 92.~ American Economic Review 88: 2: 342 - 7.

Haveman, Robert and Andrew Bershadker. 2001. ^The `Inabilityto be Self - Reliant´ as an

Indicator of Poverty: Trends for the U.S., 1975 - 97.~ Review of Income and Wealth 47: 3:

(September) 335 - 60.

Haveman, Robert and Edward N. Wolff. 2001. ^Who are the Asset Poor? : Levels, Trends and

Composition, 1983 - 199 8.~ Mimeo.

Hurst, Erik, Ming Ching Luoh and Frank P. Stafford. 1998. ^The Wealth Dynamics of

American Families, 1984 - 94.~ Brookings Papers on Economic Activity 1: 267 - 337.

Jorgenson, Dale W., and Daniel T. Slesnick. 1987. ^Aggregate Consumer Behavior an d

Household Equivalence Scales.~ Journal of Business and Economic Statistics 5: 2: 219 -

32.

Lerman Donald L. and James J. Mikesell. 1988. ^Impacts of Adding Net Worth to the Poverty

Definition.~ Eastern Economic Journal XIV: 4 (October - December): 357 - 70.

Moon, Marilyn. 1977. The Measurement of Economic Welfare: Applications to the Aged. New

York: Academic Press.

Oliver, Melvin L., and Thomas M. Shapiro. 1990. ^Wealth of a Nation: At Least One Third of

Households are Asset - Poor.~ The American Journal of Economics and Sociology 49: 2

(April): 129 - 50.

Orshansk y, Mollie. 1965. ^Counting the Poor: Another Look at the Povert y Profile.~ Social

Security Bulletin 28: 1 (Januar y): 3 - 29.

Rendall, Michael S., and Alden Speare Jr. 1993 ^Comparing Economic W ell - Be ing Among

ElderlyAmericans.~ Review of Income and Wealth 39: 1 (March): 1 - 21.

Rodgers, Harrell R. Jr. 2000. American Poverty in a New Era of Reform. New York: M.E.

Sharpe.

Rodgers, Joan R., and John L. Rodgers. 1993. ^C hronic Povert yin the U.S.~ The Jo urnal of

Human Resources 28: 1 (Winter): 25 - 54.

Ruggles, Patricia. 1990. Drawing the Line: Alternative Poverty Measures and Their

Implications for Public Policy. Washington, D.C.: Urban Institute Press.

Ruggles, Patricia, and Roberton Williams. 1989. ^Lo ngitudinal Measures of Poverty:

Accounting for Income and Assets over Time.~ Review of Income and Wealth 35: 3

(September): 225 - 44.

Shapiro, Thomas M. And Edward N. Wolff. 2001. ^Introduction.~ In Thomas M. Shapiro and

Edward N. Wolff, eds. Assets for the Poor: Benefits of Spreading Asset Ownership. New

York: Russell Sage Foundation.

Sherraden, Michael. 1991. Assets and the Poor: A New American Welfare Policy. New York:

M. E. Sharpe.

Short, Kathleen. 2001. ^Experimental PovertyMeasures: 1999.~ Curre nt Population Reports.

60 - 216. Washington, D.C.: U.S. Government Printing Office.

Slesnick, Daniel T. 1993 ^Gaining Ground: Povertyin the Postwar United States.~ Journal of

Political Economy 101: 1: 1 - 38.

Smeeding, TimothyM., Peter Saunders, John Code r, Stephen Jenkins, Johan Fritzell, Aldi J. M.

Hagenaars, Richard Hauser, and Michael Wolfson. 1993. ^Povert y, Inequality, and

FamilyLiving Standards Impacts Across Seven Nations: The Effects of Non - Cash

Subsidies for Health, Education and Housing.~ Revie w of Income and Wealth 39: 3

(September): 229 - 56.

Stevens, Ann Huff. 1999. ^Climbing Out of Poverty, Falling Back In: Measuring the Persistence

of PovertyOver Multiple Spells.~ The Journal of Human Resources 3 4: 3 (Summer):

557 - 588.

Trac y, Joseph, Henr ySchneider, and Sewin Chan. 1999. ^Are Stocks Overtaking Real Estate in

Household Portfolios? ~ Federal Reserve Bank of New Y ork, Current Issues in

Economics and Finance 5: 5 (April).

Triest, Robert. 1998. ^Has PovertyGotten Worse? ~ Journal of Econom ic Perspectives 12: 1

(Winter): 97 - 114.

U.S. Census Bureau. 2000. ^Historical Povert yTables.~ Current Population Survey.

http://www.census.gov/hhes/income/histinc/histpovtb.html .

U.S. Census Bureau. 2000. ^Definitions and Explanations.~ Current Population Survey.

http://www.census.gov/population/www/cps/cpsdef.html .

Weisbrod, Burton A., and Lee W. Hansen. 1968. ^An Income - Net Worth Approach to

Measuring Economic Welfare.~ American Economic Review 58: 5 (December): 1315 - 29.

Wolff, Edward N. 1990. ^Wealth Holdings and P overtyStatus in the United States.~ Review of

Income and Wealth 36: 2 (June): 143 - 65.

W olff, Edward N. 2001a. ^Recent Trends in Wealth Ownership, 1983 - 1998.~ In Thomas M.

Shapiro and Edward N. Wolff, eds. Assets for the Poor: The Benefits of Spreading Asset

Ownership. New York: The Ford Foundation Series on Asset Building, Russell Sage

Found ation.

Wolff, Edward N. 2001b. ^What Has Happened to the Wealth of the Middle Class? ~ C.V. Starr

Center Newsletter 17. New York: New York University.

World Bank. 2001. ^PovertyTrends and Voices of the Poor: Income Poverty.~

http://www.worldbank.org/povert y/data/trends/income.htm

Table 1A: Mean Values of NW, NW - HE and LIQ, in 1999 Thousand Dollars, and

Percentage Changes.

M e a n % change

1984 1989 1994 1999 1984-89 1989-94 1994-99

NW 127.94 162.59 168.70 217.06 27.1 3.8 28.7

NW- HW 81.89 107.50 116.04 158.75 31.3 7.9 36.8

L IQ 36.34 49.30 68.76 72.53 35.7 39.5 5.5

Source: Authors´ calculations fr omthe 1999 survey of the PSID.

Notes: The data are based on four weighted, cross - sectional snapshots of the households surveyed in

each of these years. See the Appendix for the description of these cross - sectional samples.

Table 1B: Percentiles of NW, NW - HE and Liquid Assets, in 1999 Thousand Dollars and

Percentage Changes Over the Years 1984 to 1999.

1984 1989 1994 1999 %change

Percentile 1984-1999

NW 10 -0.44 -1.07 -1.69 -1.80 -

25 1.60 1.34 2.03 2.00 25.00

50 42.97 41.65 50.66 56.50 31.49

75 132.29 152.46 167.73 195.00 47.40

95 483.12 584.98 664.15 779.00 61.24

NW- HE 10 -1.60 -3.22 -5.07 -5.00 -

25 0.00 0.00 0.00 0.00 0.00

50 7.22 8.46 11.26 12.00 66.20

75 57.72 67.18 84.43 100.00 73.25

95 352.76 399.03 495.30 621.00 76.04

L IQ 10 0.00 0.00 0.00 0.00 0.00

25 0.48 0.54 0.56 0.50 4.17

50 5.61 6.72 9.01 6.00 6.95

75 28.86 38.96 56.28 40.50 40.33

95 163.55 201.53 298.30 289.00 76.70

Source: Authors´ calculations fromthe 1999 survey of the PSID.

Notes: The data are based on four weighted, cross - sectional sn apshots of the households surveyed in

each of these years. See the Appendix for the description of these cross - sectional samples.

Table 2A: Overall Asset Ppoverty Rates (Head count Index):

NW NW- HE L iq uid $5,000

1984 26.35 41.65 41.83 53.50

1989 27.08 41.32 38.85 48.15

1994 26.08 40.49 37.83 43.12

1999 25.88 40.13 41.65 46.40

Source: Authors´ calculations based on the 1984, 1989,1994 and 1999 PSID data.

Table 2B: Poverty Gap Ratios (P1 Indices) for the Sample of all Households

NW NW- HE L iq uid

1984 61.51 84.99 33.28

1989 75.66 93.72 30.72

1994 89.35 112.82 30.75

1999 82.30 108.74 32.30

Source: Authors´ calculations based on the 1984, 1989,1994 and 1999 PSID data.

Table 3: Asset Ownership R ates and Mean Asset Holdings of Households that are Asset -

Poor by Net Worth, Net Worth Minus Home E quity and by Liquid Assets: 1984 - 1999

NW-poor 1 9 8 4 1 9 8 9 1 9 9 4 1 9 9 9

%with Mean %with Mean %with Mean %with Mean

asset ($1999) asset ($1999) asset ($1999) asset ($1999)

(Gr oss) House val ue 5.35 2,380

8.86 4,290

14.08 7,710 15.38 9,700

Mortgage pr i nci pal 4.66 2,174

8.01 5,046

11.84 8,390 14.01 10,142

Busi ness 0.91 38

2.34 114

3.13 661 3.17 478

Checki ng/Savi ng 54.44 686

54.18 797

51.78 949 62.46 947

Debt 53.83 5,091

56.02 5,785

55.48 8,922 56.85 7,879

Real Estate 1.54 167

2.34 408

1.7 259 1.24 76

Stock 5.06 104

4.29 83

8.01 522 5.13 364

Vehi cl es 64.63 3,253

65.02 3,614

68.97 5,167 70.88 5,116

Other Savi ngs 6.58 112

7.43 172

8.69 169 5.11 155

IRAs ( 1999 onl y) 5.81 248

NW-HE-poor

%with Mean %with Mean %with Mean %with Mean

asset ($1999) asset ($1999) asset ($1999) asset ($1999)

(Gr oss) House val ue 40.11 29,249

40.26 31,403 44.67 34,099 45.42 37,536

Mortgage pr i nci pal 28.23 11,429

28.8 13,797 29.59 16,004 32.87 20,912

Busi ness 1.35 30

3.04 136

2.79 233 3.93 177

Checki ng/Savi ng 59.84 908

60.02 1,102

56.13 1,129 66.58 1,099

Debt 54.14 4,363

58.59 5,467

56.4 7,485 57.23 6,999

Real Estate 1.46 120

2.45 261

1.88 256 1.39 82

Stock 6.14 127

5.78 153

8.94 407 5.43 323

Vehi cl es 73.25 4,554

72.63 5,279

75.28 6,492 77.26 6,727

Other Savi ngs 8.03 144

8.98 250

9.6 212 5.83 188

IRAs ( 1999 onl y) 6.65 329

Liquid Asset poor

%with Mean %with Mean %with Mean %with Mean

asset ($1999) asset ($1999) asset ($1999) asset ($1999)

(Gr oss) House val ue 42.15 29,757

39.99 28,063 44.87 31,747 48.67 40,752

Mortgage pr i nci pal 28.15 11,074

26.8 12,558 26.79 12,725 34.15 20,743

Busi ness 6.46 7,844

5.91 4,568

6.35 4,181 6.9 8,141

Checki ng/Savi ng 57.31 528

55.53 532

50.69 511 65.42 684

Debt 49.17 2,822

52.16 3,755

49.39 5,568 51.93 5,043

Real Estate 7.63 3,144

8.05 6,375

6.77 4,109 6.56 4,066

Stock 3.56 22

2.98 26

4.37 37 2.42 23

Vehi cl es 72.91 4,632

70.84 4,911

73.67 6,381 77.77 7,763

Other Savi ngs 6.02 67

6.25 58

5.62 53 3.3 31

IRAs ( 1999 onl y) 12.77 4,651

Source: Authors´ calculations from1984, 1989, 1994 and 1999 surveys of the PSID.

Notes: M ean values are computed for the entire sample, not just for those who own the asset.

Table 4: Asset Poverty Rates in 1999 (In Percentages)

P0 Indices P1 Indices

NW NW- HE L iq uid $5,000 NW NW- HE L iq uid

T o tal 25.88 40.13 41.65 46.40 82.30 108.74 32.30

Race / Ethnicity

W hi te 18.99 31.80 33.78 39.02 80.19 104.29 24.71

Bl ack 55.28 75.23 73.95 77.90 93.61 130.90 65.38

Lati n Ameri can 51.27 73.53 74.89 76.38 83.24 116.31 64.05

Others 34.56 47.47 47.98 51.24 90.01 120.23 34.00

Ag e g ro up

< 25 76.81 82.30 78.82 85.11 375.84 387.08 59.30

25 - 34 48.45 63.58 56.20 64.98 175.26 207.51 43.89

35 - 49 28.34 44.51 46.97 50.08 78.85 107.25 36.90

50 - 61 14.87 28.98 34.82 39.07 51.90 86.21 25.61

62 - 69 10.77 23.56 26.54 30.41 28.93 51.30 20.48

70 + 11.19 22.72 25.84 31.08 14.64 26.14 20.72

Ed ucation

<Hi gh 40.03 62.09 66.43 69.47 87.47 114.46 56.06

Hi gh School 25.29 41.01 45.16 49.68 68.19 89.59 34.70

Some col l ege 26.61 37.97 38.21 44.11 107.96 132.31 27.33

Col l ege Grad. 13.49 21.32 18.32 23.98 74.26 107.53 12.30

Ho using T enure

Homeowner 5.91 27.07 30.10 34.40 26.49 65.74 21.32

Renter 67.08 67.08 65.47 71.16 197.40 197.40 54.94

F amily T yp e

<65 yrs, Mar , Chi l 19.88 40.65 43.76 44.64 58.76 90.97 31.18

<65 yrs, Mar , No Chi l 14.68 27.39 27.70 32.76 63.15 90.01 20.07

<65 yrs, F em.Head, Chi l 58.52 73.73 74.15 77.39 145.40 176.54 63.48

65+ yrs, Mar ri ed 3.13 13.16 16.94 20.01 6.66 19.88 12.66

65+ yrs, F emal e Head 18.33 32.90 36.19 43.37 27.65 42.67 28.71

65+ yrs, Mal e Head 21.58 28.91 28.03 34.12 52.36 64.95 25.89

Source: Authors´ calculations fromthe 1999 survey of the PSID.

Note: Since sampling weig hts for 1999 are not available currently, 1997 weights are used.

Table 5A: Overall Asset Poverty Rates, 1984 to 1999

Years Percentage point change

1984 1989 1994 1999 1984-89 1989-94 1994-99 1984-99

Total

NW<.25 Poverty line 26.35 27.08 26.08 25.88 0.73 -1.00 -0.20 -0.47

(NW-HE)<.25 Poverty line 41.65 41.32 40.49 40.13 -0.33 -0.83 -0.36 -1.52

Liquid<.25 Poverty line 41.83 38.85 37.83 41.65 -2.98 -1.02 3.82 -0.18

Liquid<$5,000 53.51 48.15 43.12 46.40 -5.36 -5.03 3.28 -7.11

Source: Authors´ calculations from1984, 1989, 1994 and 1999 surveys of the PSID.

Table 5B: Asset Poverty Ra tes by Race and Ethnicity, 1984 to 1999

Race Year Percentage point change

1984 1989 1994 1999 84-89 89-94 94-99 84-99

White

NW<.25 Poverty line 21.36 22.11 21.87 18.99 0.75 -0.24 -2.88 -2.37

(NW-HE)<.25 Pover ty line 35.49 35.29 35.39 31.80 -0.20 0.10 -3.59 -3.69

Liquid<.25 Poverty line 35.52 32.55 32.58 33.78 -2.97 0.03 1.20 -1.74

Liquid<$5,000 47.81 42.12 37.83 39.02 -5.69 -4.29 1.19 -8.79

Black

NW<.25 Poverty line 55.52 52.11 51.07 55.28 -3.41 -1.04 4.21 -0.24

(NW-HE)<.25 Pover ty line 77.54 73.25 72.29 75.23 -4.29 -0.96 2.94 -2.31

Liquid<.25 Poverty line 78.98 72.21 71.10 73.95 -6.77 -1.11 2.85 -5.03

Liquid<$5,000 85.53 80.11 75.00 77.90 -5.42 -5.11 2.90 -7.63

Latin American

NW<.25 Poverty line 46.58 41.61 31.45 51.27 -4.97 -10.16 19.82 4.69

(NW-HE)<.25 Pover ty line 67.12 55.95 44.25 73.53 -11.17 -11.70 29.28 6.41

Liquid<.25 Poverty line 65.27 54.36 40.95 74.89 -10.91 -13.41 33.94 9.62

Liquid<$5,000 79.08 62.56 50.25 76.38 -16.52 -12.31 26.13 -2.70

Others

NW<.25 Poverty line 9.56 32.28 41.03 34.56 22.72 8.75 -6.47 25.00

(NW-HE)<.25 Pover ty line 20.11 37.00 48.21 47.47 16.89 11.21 -0.74 27.36

Liquid<.25 Poverty line 24.05 33.38 40.71 47.98 9.33 7.33 7.27 23.93

Liquid<$5,000 49.51 43.83 55.67 51.24 -5.68 11.84 -4.43 1.73

Source: Authors´ calculations from1984, 1989, 1994 and 1999 surveys of the PSID.

Table 5C: Asset Poverty Rates by Age, 1984 to 1999

Age Groups Year Percentage point change

1984 1989 1994 1999 84-89 89-94 94-99 84-99

Ages <25

NW<.25 Poverty line 72.23 77.15 70.87 79.55 4.92 -6.28 8.68 7.32

(NW-HE)<.25 Poverty line 79.00 84.90 86.72 87.65 5.90 1.82 0.93 8.65

Liquid<.25 Poverty line 73.58 82.24 80.99 84.58 8.66 -1.25 3.59 11.00

Liquid<$5,000 86.60 90.74 85.86 87.49 4.14 -4.88 1.63 0.89

Ages 25-34

NW<.25 Poverty line 43.14 42.52 38.67 44.01 -0.62 -3.85 5.34 0.87

(NW-HE)<.25 Poverty line 59.44 59.68 54.31 65.05 0.24 -5.37 10.74 5.61

Liquid<.25 Poverty line 56.02 53.82 48.23 57.60 -2.20 -5.59 9.37 1.58

Liquid<$5,000 71.61 62.08 54.67 63.94 -9.53 -7.41 9.27 -7.67

Ages 35-49

NW<.25 Poverty line 16.93 16.62 17.05 22.64 -0.31 0.43 5.59 5.71

(NW-HE)<.25 Poverty line 36.66 37.74 35.21 40.17 1.08 -2.53 4.96 3.51

Liquid<.25 Poverty line 39.44 35.70 31.56 43.64 -3.74 -4.14 12.08 4.20

Liquid<$5,000 50.65 41.73 34.20 45.27 -8.92 -7.53 11.07 -5.38

Ages 50-61

NW<.25 Poverty line 11.74 8.66 10.20 9.49 -3.08 1.54 -0.71 -2.25

(NW-HE)<.25 Poverty line 27.39 23.84 23.81 24.91 -3.55 -0.03 1.10 -2.48

Liquid<.25 Poverty line 28.88 21.29 24.63 29.91 -7.59 3.34 5.28 1.03

Liquid<$5,000 37.98 27.30 27.31 32.07 -10.68 0.01 4.76 -5.91

Ages 62-69

NW<.25 Poverty line 11.39 9.32 9.13 11.14 -2.07 -0.19 2.01 -0.25

(NW-HE)<.25 Poverty line 21.86 22.28 22.52 23.20 0.42 0.24 0.68 1.34

Liquid<.25 Poverty line 24.12 22.86 23.95 26.08 -1.26 1.09 2.13 1.96

Liquid<$5,000 34.29 30.28 26.18 29.96 -4.01 -4.10 3.78 -4.33

Ages 70+

NW<.25 Poverty line 11.87 12.47 16.61 11.19 0.60 4.14 -5.42 -0.68

(NW-HE)<.25 Poverty line 25.40 24.95 31.82 22.72 -0.45 6.87 -9.10 -2.68

Liquid<.25 Poverty line 28.04 26.24 35.00 25.84 -1.80 8.76 -9.16 -2.20

Liquid<$5,000 36.67 34.01 39.58 31.08 -2.66 5.57 -8.50 -5.59

Source: Authors´ calcu lations from1984, 1989, 1994 and 1999 surveys of the PSID.

Table 5D: Asset Poverty Rates by Education, 1984 to 1999

Education Groups Year Percentage point change

1984 1989 1994 1999 84-89 89-94 94-9 84-99

<High

NW<.25 Poverty line 33.58 29.97 30.78 34.31 -3.61 0.81 3.53 0.73

(NW-HE)<.25 Poverty line 54.66 50.48 54.97 58.1 -4.18 4.49 3.13 3.44

Liquid<.25 Poverty line 58.82 52.56 57.37 62.73 -6.26 4.81 5.36 3.91

Liquid<$5,000 67.18 59.86 60.61 65.59 -7.32 0.75 4.98 -1.59

High School

NW<.25 Poverty line 27.05 22.37 23.85 18.22 -4.68 1.48 -5.63 -8.83

(NW-HE)<.25 Poverty line 42.76 39.1 42.52 35.37 -3.66 3.42 -7.15 -7.39

Liquid<.25 Poverty line 43.26 37.73 41.5 39.95 -5.53 3.77 -1.55 -3.31

Liquid<$5,000 55.65 44.83 44.95 43.73 -10.82 0.12 -1.22 -11.92

Some college

NW<.25 Poverty line 24.56 16.62 18.55 18.8 -7.94 1.93 0.25 -5.76

(NW-HE)<.25 Poverty line 37.71 32.02 31 31.28 -5.69 -1.02 0.28 -6.43

Liquid<.25 Poverty line 36.13 28.26 27.33 31.87 -7.87 -0.93 4.54 -4.26

Liquid<$5,000 51.44 36.71 32.7 35.49 -14.73 -4.01 2.79 -15.95

College Grad.

NW<.25 Poverty line 15.18 8.86 9.22 8.76 -6.32 0.36 -0.46 -6.42

(NW-HE)<.25 Poverty line 22.48 19.22 17.46 16.64 -3.26 -1.76 -0.82 -5.84

Liquid<.25 Poverty line 17.37 12.28 12.15 14.76 -5.09 -0.13 2.61 -2.61

Liquid<$5,000 29.54 17.68 15.19 17.98 -11.86 -2.49 2.79 -11.56

Source: Authors´ calculations from1984, 1989, 1994 and 1999 surveys of the PSID.

Table 5E: Asset Poverty Rates by Housing Tenure, 1984 to 1999

Tenure Year Percentage point change

1984 1989 1994 1999 84-89 89-94 94-99 84-99

Homeowner

NW<.25 Poverty line 2.35 3.5 5.58 5.85 1.15 2.08 0.27 3.50

(NW-HE)<.25 Poverty line 27.84 26.35 26.88 26.07 -1.49 0.53 -0.81 -1.77

Liquid<.25 Poverty line 29.38 24.46 25.43 29.16 -4.92 0.97 3.73 -0.22

Liquid<$5,000 39.56 31.28 28.7 32.37 -8.28 -2.58 3.67 -7.19

Renter

NW<.25 Poverty line 62.39 64.03 66.02 66.29 1.64 1.99 0.27 3.90

(NW-HE)<.25 Poverty line 62.39 64.03 66.02 66.29 1.64 1.99 0.27 3.90

Liquid<.25 Poverty line 60.54 62.02 62.83 65.34 1.48 0.81 2.51 4.80

Liquid<$5,000 74.45 69.7 67.75 69.25 -4.75 -1.95 1.50 -5.20

Source: Authors´ calculations from1984, 1989, 1994 and 1999 surveys of PSID.

Table 5F: Asset Poverty Rates by Family Structure, 1984 to 1999

Family Type Year Percentage point change

1984 1989 1994 1999 84-89 89-94 94-9 84-99

<65 yrs, Mar, Chil

NW<.25 Poverty line 19.56 20.18 21.32 19.88 0.62 1.14 -1.44 0.32

(NW-HE)<.25 Poverty line 44.68 42.11 40 40.65 -2.57 -2.11 0.65 -4.03

Liquid<.25 Poverty line 46.83 39.34 36.89 43.76 -7.49 -2.45 6.87 -3.07

Liquid<$5,000 55.87 45.37 38.94 44.64 -10.50 -6.43 5.70 -11.23

<65 yrs, Mar, No Chil

NW<.25 Poverty line 10.72 10.47 13.07 14.68 -0.25 2.60 1.61 3.96

(NW-HE)<.25 Poverty line 23.14 23.36 26.77 27.39 0.22 3.41 0.62 4.25

Liquid<.25 Poverty line 22.53 19.15 22.86 27.7 -3.38 3.71 4.84 5.17

Liquid<$5,000 32.72 26.86 28.45 32.76 -5.86 1.59 4.31 0.04

<65 yrs, Fem.Head, Chil

NW<.25 Poverty line 67.39 62.69 60.86 58.52 -4.70 -1.83 -2.34 -8.87

(NW-HE)<.25 Poverty line 82.75 79.07 77.03 73.73 -3.68 -2.04 -3.30 -9.02

Liquid<.25 Poverty line 84.14 76.28 74.14 74.15 -7.86 -2.14 0.01 -9.99

Liquid<$5,000 90.84 82.07 77.66 77.39 -8.77 -4.41 -0.27 -13.45

65+ yrs, Married

NW<.25 Poverty line 6.43 4.64 4.71 3.13 -1.79 0.07 -1.58 -3.30

(NW-HE)<.25 Poverty line 18.63 17.08 17.56 13.16 -1.55 0.48 -4.40 -5.47

Liquid<.25 Poverty line 20.41 19.35 21.63 16.94 -1.06 2.28 -4.69 -3.47

Liquid<$5,000 25.77 22.89 23.14 20.01 -2.88 0.25 -3.13 -5.76

65+ yrs, Female Head

NW<.25 Poverty line 15.94 17.69 23.85 18.33 1.75 6.16 -5.52 2.39

(NW-HE)<.25 Poverty line 29.30 31.97 40.79 32.9 2.67 8.82 -7.89 3.60

Liquid<.25 Poverty line 32.14 32.49 42.8 36.19 0.35 10.31 -6.61 4.05

Liquid<$5,000 43.49 44.56 48.86 43.37 1.07 4.30 -5.49 -0.12

65+ yrs, Male Head

NW<.25 Poverty line 15.76 16.74 20.64 21.58 0.98 3.90 0.94 5.82

(NW-HE)<.25 Poverty line 23.41 22.54 33.76 28.91 -0.87 11.22 -4.85 5.50

Liquid<.25 Poverty line 24.78 25.78 34.12 28.03 1.00 8.34 -6.09 3.25

Liquid<$5,000 38.45 35.79 40.87 34.12 -2.66 5.08 -6.75 -4.33

Source: Authors´ ca lculations from1984, 1989, 1994 and 1999 surveys of PSID.

Table 6: P1 Index (Poverty Gap) in Percentages, by Group and Year

N W N W - H E L I Q

1984 1989 1994 1999 1984 1989 1994 1999 1984 1989 1994 1999

T o tal 61.51 75.66 89.35 82.30 84.99 93.72 112.82 108.74 33.28 30.72 30.75 32.30

Race / Ethnicity

W hite 54.78 72.78 85.80 80.19 76.52 87.44 108.77 104.29 26.93 24.51 25.49 24.71

Blac k 76.28 81.44 95.48 93.61 104.53 118.84 119.00 130.90 70.52 63.64 64.40 65.38

Latin American 203.94 114.38 94.43 83.24 260.28 137.17 131.15 116.31 57.35 45.64 33.46 64.05

Other 25.61 66.35 255.55 90.01 36.85 78.42 289.78 120.23 16.42 26.45 31.23 34.00

Age

<25 136.02 174.99 139.35 375.84 142.85 185.11 161.99 387.08 58.78 61.62 58.41 59.30

25-34 106.04 137.80 150.08 175.26 129.80 148.73 181.19 207.51 44.03 40.95 39.26 43.89

35-49 64.24 74.51 89.20 78.85 102.97 102.36 120.22 107.25 30.73 29.36 27.75 36.90

50-61 17.97 24.31 49.00 51.90 43.70 56.45 81.02 86.21 24.01 20.41 23.74 25.61

62-69 16.59 16.48 20.66 28.93 28.19 31.47 41.61 51.30 19.92 21.74 22.33 20.48

70 + 11.92 25.40 63.26 14.64 23.03 26.06 40.93 26.14 22.55 19.82 29.72 20.72

Education

<High 42.89 62.04 68.39 87.47 68.75 88.38 100.81 114.46 50.60 49.86 54.30 56.06

High School 52.77 55.90 75.85 68.19 72.21 74.94 101.87 89.59 34.05 32.15 36.09 34.70

Some College 72.68 106.89 104.40 107.96 101.83 121.73 135.89 132.31 25.54 24.56 23.64 27.33

College Graduate 97.46 93.26 111.67 74.26 119.59 102.38 117.59 107.53 11.47 10.08 10.13 12.30

T enure

Homeowner 17.75 25.85 37.03 26.49 56.87 55.53 72.83 65.74 21.83 18.66 19.98 21.32

Renter 127.19 153.08 188.97 197.40 127.19 153.08 188.97 197.40 50.48 49.46 51.26 54.94

Family T ype

<65 yrs , Mar, Children 59.99 78.49 74.03 58.76 100.63 103.93 103.92 90.97 35.41 28.99 27.93 31.18

<65 yrs , Mar, No Chil. 40.15 38.19 76.69 63.15 63.98 66.21 114.77 90.01 15.88 13.78 16.96 20.07

<65 yrs , Fem.Head, Chil. 98.14 104.59 109.74 145.40 120.19 129.02 133.56 176.54 75.78 66.29 68.44 63.48

65+ yrs , Married 8.76 27.39 67.80 6.66 21.99 19.48 29.24 19.88 17.08 12.60 18.61 12.66

65+ yrs , Female Head 14.08 19.21 27.79 27.65 27.54 34.59 48.38 42.67 25.46 26.54 36.49 28.71

65+ yrs , Male Head 21.96 15.35 35.17 52.36 22.07 20.15 52.32 64.95 21.31 19.16 30.69 25.89

Source: Authors´ calculations from1984, 1989, 1994 and 1999 surveys of PSID.

Table 7: The Compositi on of the Population by Demographic Characteristics, 1984 - 1999.

1984 1989 1994 1999

Race (%) (%) (%) (%)

W hi te 83.85 81.38 83.71 78.11

Bl ack 12.76 13.55 12.9 11.22

Lati n 2.81 4.23 2.14 6.48

Other 0.58 0.84 1.25 4.19

Ag e

<25 8.67 6.47 4.3 2.64

25- 34 25.7 24.1 21.94 16.77

35- 49 25.09 29.6 37.81 35.48

50- 61 17.21 15.42 14.52 19.95

62- 69 9.15 9.86 9.41 9.13

70+ 14.19 14.55 12.02 16.03

Ed ucation

<Hi gh 29.19 100.00 26.79 99.99 21.07 100.00 30.93 100.00

Hi gh School 35.14 70.81 32.05 73.20 32.44 78.93 27.04 69.07

Some col l ege 17.26 35.67 20.09 41.15 21.27 46.49 18.22 42.03

Col l ege Grad. 18.41 21.06 25.22 23.81

Ho using T enure

Homeowner 60.08 60.85 65.65 66.98

Renter 39.92 39.15 34.35 33.02

F amily Struct ure

<65 yrs, Mar , Chi l 27.73 24.35 27.82 24.62

<65 yrs, Mar , No Chi l 18.20 18.38 21.83 18.13

<65 yrs, F em.Head, Chi l 8.31 9.15 6.39 8.25

65+ yrs, Mar ri ed 8.28 8.56 8.68 9.12

65+ yrs, F emal e Head 9.16 9.86 7.91 8.98

65+ yrs, Mal e Head 1.90 2.02 1.76 2.06

Others 26.41 27.69 25.62 28.83

Note : The numbers in italics in ^Education~ rows represent the cumulative percentages of educational groups. For example, in 1984, 71 percent of the heads had a h igh school degree or more, 36 percent had some college experience or more, 18.41 percent had college degree or more.

Table 8: Effects of Changes in Population Composition on Asset Poverty Rates:

Counterfactual and Actual NW Poverty Rates

Co un terfact ual NW p o verty rat es

1984 1989 1994 1999

Catego ries

Race/Ethnicity of the Head 26.35 26.95 26.16 26.34

Age of the Head 26.35 24.74 23.20 20.34

Education of the Head 26.35 25.80 24.91 24.94

Housing T enure 26.35 25.86 23.02 21.96

F amily T ype 26.35 26.94 24.95 25.50

Actu al NW po verty rates 26.35 27.08 26.08 25.88

Source: Authors´ calculations based on the 1984, 1989,1994 and 1999 PSID data.

Table 9: Asset Poverty Rates Estimated Using the Survey of Consumer Finances (SCF).

NW NW-HE LIQ LIQ < $5,000

1983 1989 1998 1983 1989 1998 1983 1989 1998 1983 1989 1998

Total 22.4 24.7 25.5 36.7 37.3 36.8 33.2 36.4 39.7 40.1 38.7 45.3

Race / Ethnicity

White 17.1 16.6 20.5 30.0 26.7 30.8 26.9 25.9 33.5 33.5 28.5 39.6

Black/Hispanic 47.4 53.6 45.3 69.9 74.7 60.5 63.8 72.9 64.7 71.8 76.2 69.0

Age

<25 55.6 70.1 70.7 63.0 73.9 75.3 56.1 76.1 70.0 70.7 76.7 81.2

25-34 36.3 42.7 46.8 51.4 54.1 59.8 44.8 50.4 59.2 53.6 53.6 64.9

35-49 17.7 22.1 23.5 36.2 35.0 33.8 30.9 32.1 39.7 35.4 33.2 44.2

50-61 13.8 11.2 15.0 27.8 27.6 27.4 26.2 27.9 29.8 29.5 31.1 36.3

62+ 9.9 13.1 11.0 21.9 25.6 22.9 22.5 28.1 26.2 30.5 32.4 31.5

Education

<High 29.8 32.3 40.2 50.0 48.2 58.7 50.0 49.7 64.8 56.9 53.5 68.7

High School 20.9 25.4 26.5 36.1 36.6 39.6 33.6 34.9 45.6 40.6 38.0 51.9

Some College 25.5 19.2 24.5 37.8 32.7 34.8 31.1 26.4 36.5 38.8 29.6 43.8

College Graduate 11.3 9.6 15.3 19.3 15.3 20.8 11.8 13.5 19.1 17.6 13.2 23.8

Tenure

Homeowner 3.6 3.3 6.4 26.5 23.5 23.5 22.6 22.2 26.6 27.6 23.9 31.4

Renter 54.8 60.8 63.0 54.8 60.7 63.0 51.7 60.5 65.4 61.7 64.9 72.7

Family Type

<65 yrs, Mar, Children 21.6 21.3 25.3 42.2 36.8 39.3 37.6 36.9 44.4 40.6 36.5 45.9

<65 yrs, Mar, No Chil. 12.9 13.5 19.0 25.0 25.4 28.9 19.9 20.9 27.9 25.1 22.7 34.9

<65 yrs, Fem.Head, Chil. 48.1 63.0 53.7 67.0 77.2 64.4 63.4 75.0 69.8 68.4 77.3 74.2

65+ yrs, Married 5.5 5.7 4.0 16.3 16.4 12.8 17.4 17.2 19.1 22.6 19.5 20.7

65+ yrs, Female Head 15.3 16.8 17.3 28.0 33.2 30.3 29.0 38.4 31.9 41.7 43.3 39.9

65+ yrs, Male Head 21.1 24.3 13.1 40.2 26.6 30.8 40.2 24.6 32.7 49.6 36.6 38.9

Sources: 1) Official poverty rates: U.S. Bureau of the Census, Current Population Survey;

Historical Poverty Tables by People. 2) Asset po verty rates: Authors´ calculationsusing the PSID data and the experimental poverty thresholds.

Table 11A: NW Poverty Rates for Households by Household Size and Year

1984 1989 1994 1999

Size

1 36.80 36.09 36.29 33.36

2 18.28 20.06 18.92 19.59

3 26.50 27.41 26.68 25.65

4 21.39 21.44 22.79 21.68

5+ 26.10 28.91 27.45 31.45

All 26.36 27.08 26.08 25.89

Source: Authors´ calculations based on the 1984, 1989,1994 an d 1999 PSID data.

Table 11B: NW - HE poverty rates for households by household size and year:

1984 1989 1994 1999

Size

1 43.73 44.69 46.58 43.60

2 30.72 31.69 30.95 31.40

3 44.95 44.57 44.19 44.59

4 44.66 42.90 41.94 39.04

5+ 56.65 54.85 48.94 52.43

All 41.65 41.32 40.50 40.13

Source: Authors´ calculations based on the 1984, 1989,1994 and 1999 PSID data.

Table 11C: Section 1: (NW - HE+house) Poverty Rates for Ho useholds, by Household Size and Year. Section 2: The Percentage of the Reduction in Asset Poverty Taken Away by

Including Remaining Mortgage Principal, by Household Size and Year

%Exp lained by

NW- HE+ho use p o verty rates Mo rtg ag e Princip al

1984 1989 1994 1999 1984 1989 1994 1999

Size

1 36.43 35.36 35.60 31.72 5.1 7.8 6.3 13.8

2 17.55 18.01 16.51 17.10 5.5 15.0 16.7 17.4

3 25.42 24.41 22.50 22.78 5.5 14.9 19.3 13.2

4 19.14 18.66 18.59 15.99 8.8 11.5 18.0 24.7

5+ 23.69 25.80 21.64 23.55 7.3 10.7 21.3 27.4

All 25.28 25.09 23.26 22.58 6.6 12.3 16.4 18.9

Source: Authors´ calculations based on the 1984, 1989,1994 and 1999 PSID data.

Note: 100 *

) ( ) (

) (

% e povertyrat house HE NW e povertyrat HE NW

e povertyrat house HE NW ate NWpovertyr

Explained

+ - - -

+ - - º

66

Table 12A : Portfolio Composition of Households, 1984 - 1999

1984 1989 1994 1999

%with Mean % of %with Mean % of %with Mean % of %with Mean % of

asset (1999 $) wealth asset (1999 $) wealth asset (1999 $) wealth asset (1999 $) wealth

House val ue 60.02 63,589 49.70 60.85 79,310 48.78 65.58 84,775 50.25 67.34 93,590 43.12

Mortgage pr i nci pal 36.33 17,542 13.71 37.31 24,226 14.90 41.55 31,954 18.94 42.89 35,278 16.25

Busi ness 12.20 26,608 20.80 13.40 30,919 19.02 13.78 25,953 15.38 12.80 43,185 19.90

Checki ng/Savi ng 80.77 19,505 15.25 81.28 23,910 14.71 79.08 22,814 13.52 84.24 19,071 8.79

Debt 46.30 2,941 2.30 50.15 3,894 2.39 50.26 7,064 4.19 46.28 5,436 2.50

Real Estate 19.98 21,887 17.11 19.61 31,177 19.18 18.30 28,330 16.79 17.21 22,443 10.34

Stock 24.81 11,386 8.90 27.96 17,455 10.74 36.17 34,860 20.66 28.52 44,599 20.55

Vehi cl es 83.22 8,850 6.92 83.11 10,485 6.45 85.85 12,317 7.30 86.26 13,312 6.13

Other Savi ngs 23.33 5,445 4.26 26.37 7,938 4.88 25.31 10,991 6.51 20.07 8,863 4.08

IRAs ( 1999 onl y) 33.66 26,024 11.99

T otal 136,787 173,075 181,022 204,349

T otal (excl udi ng vehi cl es) 127,937 162,590 168,704 191,037

Source: Authors´ calculations using the PSID data; 1984, 1989, 1994 and 1999 cross - sectional samples, weight ed.

Notes: ^ percent with asset~ is the percentage of households that own each wealth item. ^Mean~ is the mean value of the wealth itemin the entire sample. ^ percent of wealth ~ is the ratio of the overall mean of each listed wealth itemto mean net wort h (NW), times 100.

Table 12B: Portfolio Composition of Various Asset and Income - Poor Groups vs. Other

Households (i.e., thosewhose heads are not black, not elderly, not a single mother and

have at least a high school degree.)

1984 1989 1994 1999

Blacks

%with % of %with % of %with % of %with % of

Asset typ e asset wealth asset wealth asset wealth asset wealth

House val ue 38.10 86.34 38.14 76.19 40.06 84.02 40.42 100.66

Mortgage pr i nci pal 21.90 22.53 23.04 23.36 22.92 30.77 28.34 44.76

Busi ness 1.35 5.31 2.13 21.19 2.55 3.79 2.62 2.81

Checki ng/Savi ng 44.65 11.38 48.46 14.71 43.38 15.98 55.62 12.00

Debt 44.07 6.03 46.52 6.68 41.41 9.08 43.52 8.31

Real Estate 6.76 10.84 8.25 8.82 5.25 9.22 5.75 9.13

Stock 6.91 4.53 6.73 3.10 11.02 9.92 5.73 14.53

Vehi cl es 56.61 15.46 57.96 14.71 62.34 18.16 63.09 19.38

Other Savi ngs 13.77 10.16 14.42 6.03 13.94 16.93 8.64 9.30

IRAs ( 1999 onl y) 8.68 4.63

L ess than high scho ol d eg ree

House val ue 56.60 51.07 55.09 44.81 57.34 49.78 56.83 51.99

Mortgage pr i nci pal 22.57 8.86 23.40 8.08 22.49 10.56 30.00 16.93

Busi ness 7.37 15.89 8.75 19.37 9.11 12.62 6.23 28.71

Checki ng/Savi ng 64.65 19.15 62.70 19.85 58.84 17.96 68.14 11.81

Debt 30.73 1.41 36.16 1.80 34.28 4.46 35.24 2.89

Real Estate 13.93 14.59 13.00 18.19 13.63 18.61 11.68 11.87

Stock 10.64 5.91 11.17 4.74 14.99 10.64 9.02 5.97

Vehi cl es 70.46 7.21 71.07 7.41 73.04 9.83 75.68 8.43

Other Savi ngs 14.50 3.66 16.98 2.93 14.63 5.40 12.67 3.58

IRAs ( 1999 onl y) 13.78 5.89

Eld erly

House val ue 70.75 36.20 72.05 35.59 75.94 32.58 79.89 30.85

Mortgage pr i nci pal 12.12 2.09 13.65 2.21 14.72 2.79 17.61 2.46

Busi ness 6.54 7.45 8.11 8.61 10.16 9.23 9.12 13.32

Checki ng/Savi ng 86.40 25.39 84.79 22.47 77.72 16.71 88.29 11.66

Debt 18.66 0.40 19.29 0.33 19.82 1.87 20.99 1.27

Real Estate 22.86 17.41 21.87 18.15 21.77 14.56 22.73 9.59

Stock 22.37 11.67 26.43 13.71 33.16 28.13 33.90 24.73

Vehi cl es 71.46 3.85 72.73 4.39 78.34 4.18 80.50 3.91

Other Savi ngs 22.54 4.38 26.13 4.01 21.69 3.45 20.43 2.25

IRAs ( 1999 onl y) 33.83 11.33

Source: Authors´ calculations using PSID, 1984, 1989, 1994 and 1999 surveys.

Table 12B (continued): Portfolio Composition of Various Asset and Income - Poor Groups vs. Others

1984 1989 1994 1999

%with %o f %with %o f %with %o f %with %o f asset wealth asset wealth asset wealth asset wealth

Sing le f emale- head ed f amilies with children

House val ue

24.53 101.58 31.93 93.56 33.01 103.24 36.78 95.57

Mortgage pr i nci pal

18.96 43.54 24.55 39.07 21.18 40.13 27.16 47.80

Busi ness

2.98 13.99 3.37 8.64 2.33 2.30 3.66 1.65

Checki ng/Savi ng

46.99 10.53 54.46 20.83 48.02 22.32 66.53 11.15

Debt

46.11 12.03 52.97 8.72 46.21 12.25 52.16 14.13

Real Estate

6.67 12.42 7.02 12.62 5.10 7.83 6.34 10.26

Stock

8.78 7.07 8.00 4.16 10.95 7.97 8.67 25.82

Vehi cl es

60.07 16.86 63.27 13.18 64.80 21.21 73.09 14.16

Other Savi ngs

10.83 9.99 13.16 7.98 13.22 8.72 9.10 4.12

IRAs ( 1999 onl y)

14.69 13.36

All o ther g ro up s

House val ue

63.95 51.89 64.40 51.46 70.16 56.77 71.48 45.31

Mortgage pr i nci pal

50.09 17.37 50.65 19.08 55.72 27.80 57.59 21.25

Busi ness

17.70 26.81 19.11 22.38 17.92 18.87 17.79 24.96

Checki ng/Savi ng

90.57 11.62 91.72 11.64 89.09 12.24 91.70 7.05

Debt

57.85 2.83 61.53 2.84 61.07 4.67 56.49 2.64

Real Estate

23.54 17.47 23.75 20.32 20.83 18.22 18.67 10.25

Stock

32.87 8.33 37.66 10.89 45.98 18.91 36.08 18.88

Vehi cl es

92.73 7.29 92.05 6.46 92.76 7.72 92.83 6.31

Other Savi ngs

28.28 4.08 31.93 5.22 30.43 7.46 24.42 4.87

IRAs ( 1999 onl y)

43.38 12.58

Source: Authors´ calculations using PSID, 1984, 198 9, 1994 and 1999 surveys.

Table 13: Composition of the Asset - Poor; 1984 to 1999, by Various Wealth Measures.

N W N W - H E

1984 1989 1994 1999 1984 1989 1994 1999

Race / Ethnicity

W hite 67.96 66.44 70.21 57.05 71.45 69.50 73.15 61.60

Blac k 26.91 26.06 25.26 23.50 23.78 24.01 23.03 20.63

Latin American 4.92 6.50 2.58 13.64 4.49 5.73 2.34 12.62

Other 0.21 1.00 1.96 5.81 0.28 0.75 1.48 5.15

Age

<25 23.79 17.71 11.22 8.03 16.46 12.30 8.19 5.55

25-34 42.10 41.55 36.58 30.42 36.70 34.57 30.17 25.75

35-49 16.14 22.75 32.86 39.50 22.11 27.97 36.67 40.02

50-61 7.63 6.76 7.59 11.19 11.27 10.20 9.84 14.07

62-69 3.96 4.53 4.10 3.92 4.81 6.17 5.70 5.53

70 + 6.39 6.70 7.64 6.93 8.65 8.79 9.43 9.08

Education

<High 37.25 36.16 30.06 36.19 38.37 36.20 30.59 36.21

High School 36.11 33.57 36.35 29.39 36.12 33.59 36.94 30.74

Some College 16.08 19.28 19.98 20.66 15.62 18.74 19.20 19.02

College Graduate 10.55 10.99 13.60 13.77 9.89 11.47 13.27 14.04

T enure

Homeowner 5.35 8.86 14.15 15.38 40.11 40.26 44.70 45.42

Renter 94.65 91.14 85.85 84.62 59.89 59.74 55.30 54.58

Family T ype

<65 yrs , Mar, Children 20.56 18.14 22.81 20.38 29.72 24.81 27.56 26.87

<65 yrs , Mar, No Chil. 7.39 7.10 10.99 10.23 10.09 10.39 14.51 12.32

<65 yrs , Fem.Head, Chil. 21.27 21.17 15.03 16.74 16.52 17.51 12.25 13.60

65+ yrs , Married 2.02 1.47 1.57 1.32 3.70 3.54 3.77 3.57

65+ yrs , Female Head 5.55 6.44 6.98 6.29 6.45 7.63 7.69 7.28

65+ yrs , Male Head 1.14 1.25 1.37 1.82 1.07 1.10 1.45 1.57

Source: Authors´ calculations using PSID, 1984, 1989, 1994 and 1999 surveys.

Table 13 (continued): Composi tion of the Asset - Poor; 1984 to 1999, by Various Wealth

Measures.

L I Q L I Q 5

1984 1989 1994 1999 1984 1989 1994 1999

Race / Ethnicity

W hite 71.21 68.18 72.10 63.06 74.93 71.20 73.46 65.38

Blac k 24.12 25.18 24.25 19.54 20.42 22.54 22.44 18.48

Latin American 4.34 5.92 2.32 12.38 4.12 5.50 2.49 11.34

Other 0.33 0.72 1.34 5.02 0.54 0.77 1.60 4.81

Age

<25 15.27 12.33 8.44 5.12 14.05 11.87 8.27 4.96

25-34 34.44 32.75 28.60 21.94 34.42 32.48 29.47 22.77

35-49 23.68 28.37 34.62 40.69 23.78 28.34 34.34 38.94

50-61 11.83 9.94 10.83 16.29 12.16 9.96 10.68 16.41

62-69 5.28 6.78 6.42 6.00 5.87 7.07 6.22 6.18

70 + 9.50 9.83 11.10 9.96 9.72 10.28 11.01 10.75

Education

<High 41.10 39.74 33.63 37.32 36.70 36.10 31.56 35.04

High School 36.39 34.50 38.53 32.62 36.60 34.10 37.63 32.20

Some College 14.90 17.69 17.76 18.44 16.59 19.20 19.06 19.11

College Graduate 7.61 8.07 10.08 11.62 10.11 10.60 11.76 13.65

T enure

Homeowner 42.15 39.99 44.87 48.67 44.37 42.33 45.36 49.92

Renter 57.85 60.01 55.13 51.33 55.63 57.67 54.64 50.08

Family T ype

<65 yrs , Mar, Children 31.02 24.66 27.21 27.88 28.93 22.94 25.20 25.53

<65 yrs , Mar, No Chil. 9.79 9.06 13.26 12.00 11.11 10.25 14.48 12.74

<65 yrs , Fem.Head, Chil. 16.73 17.96 12.63 13.18 14.12 15.59 11.60 12.35

65+ yrs , Married 4.03 4.26 4.97 4.43 3.98 4.07 4.67 4.69

65+ yrs , Female Head 7.05 8.25 8.64 7.72 7.46 9.13 8.65 8.30

65+ yrs , Male Head 1.13 1.34 1.57 1.47 1.37 1.50 1.65 1.60

Source: Authors´ calculations using PSID, 1984, 1989, 1994 and 1999 surveys.

Table 14: Probit Estimates of the Marginal Effects on Asset Poverty Status, 1999 .

NW NW-HE LIQ LIQ 5

Intercept - - - -

Age < 25 0.239 0.413 0.288 0.338

(0.037) (0.058) (0.057) (0.063)

Age 25- 34 0.162 0.292 0.142 0.189

(0.021) (0.028) (0.028) (0.029)

Age 35 - 49 0.068 0.105 0.052 0.046

(0.019) (0.024) (0.024) (0.024)

Age 62 - 70 -0.084 -0.114 -0.161 -0.163

(0.046) (0.052) (0.052) (0.052)

Age 71 + -0.205 -0.224 -0.264 -0.252

(0.061) (0.069) (0.069) (0.068)

High School -0.095 -0.214 -0.209 -0.207

(0.017) (0.023) (0.023) (0.023)

Some c ollege 0.008 -0.031 -0.090 -0.077

(0.016) (0.021) (0.021) (0.021)

College degree -0.091 -0.194 -0.288 -0.263

(0.016) (0.021) (0.021) (0.021)

Blac k 0.127 0.288 0.240 0.242

(0.019) (0.028) (0.028) (0.030)

Latin American 0.064 0.165 0.158 0.135

(0.024) (0.036) (0.037) (0.038)

Other race -0.018 -0.006 -0.012 -0.037

(0.028) (0.039) (0.040) (0.041)

Unemployed 0.075 0.101 0.085 0.042

(0.020) (0.028) (0.027) (0.028)

Married w/ c hildren 0.031 0.023 0.028 -0.066

(non-elderly) (0.018) (0.024) (0.024) (0.024)

Married no children -0.020 -0.109 -0.141 -0.182

(non-elderly) (0.020) (0.027) (0.027) (0.027)

Fem. head, c hildren 0.067 0.130 0.128 0.088

(non-elderly) (0.024) (0.036) (0.036) (0.038)

Elderlym arried -0.036 -0.124 -0.110 -0.139

(0.061) (0.065) (0.064) (0.063)

Elderlyfem. head 0.062 0.051 0.037 0.053

(0.058) (0.066) (0.066) (0.066)

Elderlym ale head 0.128 0.011 -0.061 -0.038

(0.065) (0.080) (0.082) (0.080)

Homeowner -0.416 -0.238 -0.213 -0.206

(0.016) (0.020) (0.020) (0.020)

N 4413 4413 4413 4413

Log likelihood -1372.0 -2216.2 -2291.9 -2370.2

Chi Square 1506.3 1168.3 1107.0 1078.7

Source: Authors´ calculations using PSID, 1984, 1989, 1994 and 1999 surveys. The dependent variable is one if the household is classified as asset poor and zero otherwise.

Table 15A : Probit

- Estimates and Standard Errors (in parentheses),

Dependent Variable: Net Worth (NW) Poverty Status

Probi t esti mates T rends

1984 1989 1994 1999

84- 89 89- 94 94- 99 84- 99

Intercept -0.065 0.166 0.235 0.273

(0.091) (0.087) (0.089) (0.101)

Age < 25 1.184 1.014 0.887 1.031 d d U d

(0.100) (0.101) (0.115) (0.159)

Age 25- 34 0.739 0.675 0.534 0.701 d d U d

(0.088) (0.082) (0.081) (0.090)

Age 35 - 49 0.232 0.348 0.259 0.294

U d U U

(0.093) (0.082) (0.079) (0.082)

Age 62 - 70 -0.15 -0.03 -0.02 -0.36

U U d d

(0.161) (0.142) (0.158) (0.198)

Age 71 + -0.516 -0.148 0.057 -0.883

U U d *** d

(0.217) (0.195) (0.212) (0.266)

High School -0.491 -0.420 -0.267 -0.410

U U * d U

(0.063) (0.058) (0.060) (0.073)

Some c ollege -0.122 -0.221 -0.295 0.033 d d U *** U

(0.067) (0.060) (0.059) (0.067)

College degree -0.135 -0.250 -0.417 -0.393 d d * U d **

(0.081) (0.070) (0.061) (0.071)

Blac k 0.616 0.343 0.294 0.549 d *** d U ** d

(0.066) (0.059) (0.062) (0.080)

Latin American 0.503 0.123 -0.018 0.277 d ** d U * d

(0.126) (0.098) (0.140) (0.103)

Other race -1.057 0.119 0.292 -0.076

U *** U d * U ***

(0.345) (0.224) (0.169) (0.123)

Not working 0.465 0.258 0.271 0.323 d ** U U d

(0.069) (0.066) (0.066) (0.087)

Married w/ c hildren 0.314 0.111 0.215 0.134 d ** U d d *

(non-elderly) (0.067) (0.061) (0.060) (0.076)

Married no children -0.156 -0.179 -0.108 -0.087 d U U U

(non-elderly) (0.081) (0.074) (0.068) (0.087)

Fem. head, c hildren 0.485 0.476 0.401 0.288 d d d d

(non-elderly) (0.085) (0.077) (0.088) (0.102)

Elderlym arried -0.115 -0.567 -0.626 -0.156 d d U d

(0.206) (0.191) (0.207) (0.263)

Elderlyfem. head -0.103 -0.408 -0.349 0.266 d U U * U

(0.201) (0.178) (0.200) (0.250)

Elderlym ale head -0.180 -0.388 -0.391 0.551 d d U ** U *

(0.257) (0.227) (0.247) (0.281)

Homeowner -2.182 -1.863 -1.810 -1.797

U *** U U U ***

(0.060) (0.051) (0.049) (0.060)

Adjustment fac tor

0.1918 0.2333 0.2468 0.2316

N 6910 7112 6499 4413

Log likelihood

-1881.6 -2209.4 -2159.2 -1372.0

Chi Square

2063.3 2363.9 2215.2 1506.3

Notes: 1) ***: significant at 1 percent level, **: significant at 5 percent level, *: significant at 10

percent level.

1) ^d~ denotes a downward movement of t he slope fromone survey year to the next. ^U~

denotes an upward movement.

Table 15B: Probit - Estimates and Standard Errors (in parentheses),

Dependent Variable: Net Worth minus Home Equity (NW - HE) Poverty Status

Probi t esti mates T rends

1984 1989 1994 1999

84- 89 89- 94 94- 99 84- 99

Intercept 0.0397 0.2076 0.3374 0.4069

(0.067) (0.068) (0.072) (0.084)

Age < 25 1.1972 1.0284 0.9736 1.0849 d d U d

(0.082) (0.088) (0.104) (0.153)

Age 25- 34 0.7786 0.6487 0.5927 0.7667 d d U * d

(0.061) (0.062) (0.064) (0.075)

Age 35 - 49 0.2542 0.3065 0.3196 0.2769

U U d U

(0.061) (0.059) (0.059) (0.063)

Age 62 - 70 -0.2818 -0.1756 -0.0648 -0.3006

U U d d

(0.105) (0.101) (0.113) (0.136)

Age 71 + -0.2899 -0.2565 -0.0295 -0.5895

U U d ** d

(0.144) (0.135) (0.148) (0.183)

High School -0.566 -0.5085 -0.4235 -0.5624

U U d * U

(0.0465) (0.0459) (0.0493) (0.0595)

Some c ollege -0.1901 -0.2214 -0.35 -0.0805 d d * U *** U

(0.0504) (0.0473) (0.0476) (0.0546)

College degree -0.2815 -0.3163 -0.6175 -0.5089 d d *** U d ***

(0.0596) (0.0536) (0.0481) (0.0549)

Blac k 0.7934 0.6286 0.574 0.7566 d ** d U ** d

(0.0565) (0.0519) (0.0549) (0.0731)

Latin American 0.4814 0.2125 -0.0262 0.4333 d ** d U *** d

(0.1038) (0.0829) (0.1194) (0.0944)

Other race -0.6095 0.0601 0.2309 -0.0153

U ** U d U **

(0.2531) (0.1865) (0.1520) (0.1030)

Not working 0.4183 0.249 0.251 0.2651 d ** U U d *

(0.0545) (0.0549) (0.0548) (0.0723)

Married w/ c hildren 0.2384 0.1098 0.0929 0.0602 d * d d d **

(non-elderly) (0.0505) (0.0491) (0.0503) (0.0623)

Married no children -0.3151 -0.2962 -0.1964 -0.2867

U U d U

(non-elderly) (0.0580) (0.0557) (0.0541) (0.0697)

Fem. head, c hildren 0.5458 0.5815 0.45 0.3413

U d d d *

(non-elderly) (0.0785) (0.0705) (0.0832) (0.0945)

Elderlym arried -0.4482 -0.4558 -0.5408 -0.3247 d d U U

(0.1359) (0.1265) (0.1370) (0.1700)

Elderlyfem. head -0.2477 -0.1905 -0.163 0.133

U U U U *

(0.1373) (0.1279) (0.1435) (0.1740)

Elderlym ale head -0.5483 -0.5075 -0.2936 0.0301

U U U U **

(0.1840) (0.1708) (0.1819) (0.2107)

Homeowner -0.4958 -0.5298 -0.6589 -0.6265 d d ** U d **

(0.0408) (0.0398) (0.0409) (0.0514)

Adjustment fac tor

0.3871 0.3863 0.3835 0.3805

N 6910 7112 6499 4413

Log likelihood

-3479.1 -3710.3 -3472.5 -2216.2

Chi Square

1772.47 1712.67 1465.1 1168.3

Notes: 1) ***: significant at 1 percent level, **: significant at 5 percent level, *: significant at 10

percent level.

2) ^d~ denotes a downward movement of the slope fromone survey year to the next. ^U~

denotes an upward movement.

Table 15C : Probit - Estimates and Standard Errors (in parentheses), Dependent

Variable: Liquid Wealth (Liq) Poverty Stat us

Probi t esti mates T rends

1984 1989 1994 1999

84- 89 89- 94 94- 99 84- 99

Intercept 0.126 0.2585 0.4166 0.6852

(0.067) (0.069) (0.073) (0.084)

Age < 25 1.0151 0.9625 0.8578 0.7457 d d d d

(0.081) (0.088) (0.103) (0.147)

Age 25- 34 0.6709 0.5702 0.383 0.3669 d d ** d d ***

(0.062) (0.064) (0.065) (0.074)

Age 35 - 49 0.3004 0.3681 0.1327 0.1349

U d *** U d *

(0.061) (0.061) (0.060) (0.062)

Age 62 - 70 -0.1683 -0.1441 -0.0899 -0.4177

U U d * d

(0.103) (0.105) (0.113) (0.135)

Age 71 + -0.148 -0.2538 -0.0134 -0.6848 d U d *** d **

(0.142) (0.138) (0.148) (0.178)

High School -0.668 -0.598 -0.455 -0.541

U U ** d U *

(0.047) (0.046) (0.049) (0.058)

Some c ollege -0.246 -0.308 -0.441 -0.234 d d ** U *** U

(0.050) (0.048) (0.048) (0.054)

College degree -0.442 -0.505 -0.819 -0.747 d d *** U d ***

(0.061) (0.057) (0.050) (0.055)

Blac k 0.819 0.663 0.619 0.623 d ** d U d **

(0.057) (0.052) (0.055) (0.072)

Latin American 0.400 0.243 -0.044 0.410 d d * U *** U

(0.102) (0.084) (0.122) (0.095)

Other race -0.421 0.065 0.156 -0.031

U U d U

(0.243) (0.194) (0.157) (0.102)

Not working 0.431 0.227 0.267 0.220 d *** U d d **

(0.055) (0.056) (0.055) (0.071)

Married w/ c hildren 0.351 0.119 0.170 0.073 d *** U d d ***

(non-elderly) (0.051) (0.050) (0.051) (0.062)

Married no children -0.322 -0.400 -0.250 -0.365 d U * d d

(non-elderly) (0.059) (0.058) (0.056) (0.069)

Fem. head, c hildren 0.655 0.545 0.483 0.333 d d d d ***

(non-elderly) (0.079) (0.070) (0.083) (0.093)

Elderlym arried -0.577 -0.356 -0.448 -0.286

U d U U

(0.134) (0.128) (0.136) (0.165)

Elderlyfem. head -0.362 -0.169 -0.189 0.096

U d U U **

(0.135) (0.130) (0.143) (0.171)

Elderlym ale head -0.717 -0.387 -0.360 -0.158

U U U U **

(0.182) (0.171) (0.182) (0.212)

Homeowner -0.468 -0.524 -0.630 -0.551 d d * U d

(0.041) (0.040) (0.042) (0.051)

Adjustment fac tor

0.3873 0.3751 0.3720 0.3859

N 6910 7112 6499 4413

Log likelihood

-3455.1 -3556.8 -3352.4 -2291.9

Chi Square

1772.4 1778.4 1505.2 1107.0

Notes: 1) ***: significant at 1 percent level, **: significant at 5 percent level, *: significant at 1 0 percent level.

2) ^d~ denotes a downward mo vement of the slope fro mo ne survey year to the next. ^U~ denotes an

up ward movement.

Table 15D: Probit - Estimates and Standard Errors (in parentheses) Dependent

Variable: Liquid Wealth <$5,000 (Liq5) Poverty Status

Probi t esti mates T rends

1984 1989 1994 1999

84- 89 89- 94 94- 99 84- 99

Intercept 0.6042 0.5486 0.6273 0.889

(0.067) (0.068) (0.073) (0.084)

Age < 25 1.0936 1.3087 1.035 0.8522

U * d * d d

(0.086) (0.098) (0.108) (0.159)

Age 25- 34 0.8092 0.7421 0.5371 0.4766 d d ** d d ***

(0.061) (0.062) (0.064) (0.073)

Age 35 - 49 0.345 0.464 0.2066 0.1161

U d *** d d ***

(0.059) (0.059) (0.058) (0.061)

Age 62 - 70 -0.1508 -0.1616 -0.1203 -0.4099 d U d * d

(0.098) (0.101) (0.111) (0.130)

Age 71 + -0.2491 -0.3848 -0.0261 -0.6349 d U * d *** d *

(0.134) (0.132) (0.145) (0.172)

High School -0.586 -0.557 -0.456 -0.522

U U d U

(0.047) (0.046) (0.050) (0.059)

Some c ollege -0.194 -0.257 -0.389 -0.194 d d ** U *** d

(0.050) (0.047) (0.047) (0.053)

College degree -0.483 -0.496 -0.769 -0.663 d d *** U d **

(0.057) (0.053) (0.049) (0.053)

Blac k 0.735 0.651 0.574 0.610 d d U d

(0.063) (0.055) (0.056) (0.074)

Latin American 0.539 0.205 0.090 0.340 d ** d U d

(0.114) (0.085) (0.119) (0.096)

Other race 0.080 0.054 0.435 -0.093 d U d *** d

(0.231) (0.193) (0.161) (0.102)

Not working 0.337 0.166 0.216 0.107 d ** U d d ***

(0.056) (0.056) (0.055) (0.069)

Married w/ c hildren 0.012 -0.182 -0.077 -0.167 d *** U d d **

(non-elderly) (0.051) (0.050) (0.051) (0.061)

Married no children -0.499 -0.510 -0.312 -0.460 d U ** d * U

(non-elderly) (0.056) (0.056) (0.054) (0.068)

Fem. head, c hildren 0.472 0.336 0.320 0.223 d d d d *

(non-elderly) (0.090) (0.074) (0.085) (0.096)

Elderlym arried -0.704 -0.408 -0.530 -0.349

U * d U U *

(0.126) (0.123) (0.134) (0.159)

Elderlyfem. head -0.346 0.037 -0.142 0.134

U ** d U U **

(0.128) (0.125) (0.141) (0.165)

Elderlym ale head -0.571 -0.205 -0.298 -0.095

U d U U *

(0.169) (0.160) (0.178) (0.201)

Homeowner -0.480 -0.491 -0.649 -0.520 d d *** U ** d

(0.041) (0.040) (0.041) (0.051)

Adjustment fac tor

0.3942 0.3987 0.3912 0.3971

N 6910 7112 6499 4413

Log likelihood

-3543.7 -3682.7 -3441.3 -2370.2

Chi Square

1763.12 1838.28 1575.4 1078.7

Notes: 1) ***: significant at 1 percent level, **: significant at 5 percent level, *: significant at 10 percen t level.

2) ^d~ denotes a downward mo vement of the slope fro mo ne survey year to the next. ^U~ denotes an

up ward movement.

Table 16: Estimates of the Probabilities of Being NW - Poor in 1984 and 1999 for Selected

Groups

1984 1999 %po int %change

chang e

(1) W hite, elderly married, age 71+ 23.49 19.68 -3.81 -16.2%

high school graduate, not working, renter

(2) W hite, elderly female head, age 71+ 23.88 33.31 9.43 39.5%

high school graduate, not working, renter

(3) W hite, elderly female head, age 71+ 0.19 1.29 1.10 578.9%

high school graduate, not working, homeowner

(4) W hite, married with children, age 35-49 3.54 14.32 10.78 304.5%

some college, working, homeowner

(5) Black, married with children, age 35-49 11.71 30.24 18.53 158.2%

some college, working, homeowner

Sour ce: Authors´ computations.

Table 17A: The Effect of Adding an Annuity Flow from Net Worth to Household Income

on the Overall Poverty Rate in 1984.

Inco me+NW Po verty % of Inco me Po verty

Interest rate : 3% 5% 7% 3% 5% 7%

(1) Income + gr oss annui ty fr omnet wor th 10.51 9.92 9.52 0.89 0.84 0.81

(2) Income + net annui ty fromnet worth 10.48 10.01 9.54 0.89 0.85 0.81

(3) Income + gr oss i mputed rent 10.59 10.16 9.85 0.90 0.86 0.83

(4) Income + net i mputed rent 10.62 10.28 9.97 0.90 0.87 0.84

(5) Income + gr oss annui ty + gr oss rent 9.80 9.20 9.09 0.83 0.78 0.77

(6) Income + net annui ty + net r ent 9.81 9.32 9.17 0.83 0.79 0.78

Inco me p o verty rate 11.81

Source: Authors´ calculations using the PSID data, 1984 and 1985 surveys. Sampl e size is 6,446, which

includes the households whose heads remained the same in years 1984 and 1985.

Notes: The official povertyrate for 1984 is 14.4 percent. The ^Income Poverty Rate~ in the table is

computed using the PSID data and the experimental pover ty thresholds. The gap between the

two is due to the use of different thresholds and different data. The poverty rate with the PSID

data and the official thresholds is 13.7 percent. The PSID finds more income than the CPS, so

the reported poverty rate is l ower in PSID data, as reported also by Bane and Ellwood (1986,

page 6), even after adj usting for the thresholds.

Table 17B: Income Plus Net Worth Measure of Asset Poverty in 1984 (r = 3 percent).

Inco me Inco me

(1) (2) (3) (4) (5) (6) p overty p overty

Race/Et hnicity (o ff icial)

W hi t e 0.83 0.83 0.86 0.86 0.76 0.76 8.20 9.55

B l ack 0.92 0.92 0.92 0.92 0.87 0.88 37.41 41.36

Lat i nA m er i can 1.00 1.00 0.94 0.94 0.83 0.83 14.51 16.81

O t her s 1.00 1.00 1.00 1.00 0.89 0.89 2.63 3.80

Ag e g ro up

<25 1.00 1.00 1.00 1.00 0.96 0.96 24.11 25.03

25- 34 0.98 0.98 0.98 0.98 0.96 0.96 13.28 13.93

35- 49 0.95 0.95 0.97 0.97 0.91 0.91 7.57 9.12

50- 61 0.89 0.86 0.87 0.90 0.76 0.76 6.43 7.69

62- 69 0.71 0.71 0.76 0.76 0.66 0.66 8.44 12.52

70+ 0.72 0.72 0.77 0.77 0.63 0.64 20.05 22.33

Ed ucation

<H i gh 0.87 0.86 0.89 0.90 0.81 0.81 25.07 28.30

H i ghSchool 0.90 0.90 0.90 0.90 0.84 0.84 8.87 10.31

Som ecoll ege 0.84 0.84 0.86 0.86 0.73 0.73 3.87 4.86

C oll egeG r ad. 0.48 0.48 0.47 0.47 0.38 0.38 1.14 1.14

Ho using T enure

H om eow ner 0.68 0.68 0.70 0.71 0.53 0.53 6.34 8.03

R ent er 0.98 0.98 1.00 1.00 0.98 0.98 25.35 26.99

F amily T yp e

<65yr s , M ar , C hil 0.95 0.95 0.91 0.93 0.85 0.85 5.38 6.63

<65yr s , M ar , N oC hil 0.78 0.73 0.90 0.90 0.69 0.69 2.88 4.57

<65yr s , Fem .

H ead,

C hil 0.99 0.99 0.99 0.99 0.98 0.97 43.44 45.18

65+yr s , M ar r i ed 0.71 0.71 0.79 0.79 0.58 0.58 8.25 8.30

65+yr s , Fem al eH ead 0.70 0.70 0.74 0.74 0.62 0.63 27.00 30.64

65+yr s , M al eH ead 0.97 0.97 1.00 1.00 0.97 0.97 12.20 18.19

Source: Authors´ calculations using the PSID data, 1984 and 1985 surveys. Sampl e size is 6,445.

Notes:

1. Income + Net Worth poverty rates are shown as a fraction of income poverty rates.

2. ^Income poverty~ is the percentage of households in the PSID whose total income is belowthe

exper imental poverty thresholds. ^Income poverty (official)~ is also fromthe PSID, but is based on

the official poverty thresholds.

3. (1) : Income + gross annuity fromNet Worth

(2) : Income + net annuity fromNet Worth

(3) : Income + gross imputed rent

(4) : Incom e + net imputed rent

(5): Income + gross annuity + gross imputed rent

(6) : Income + net annuity + net imputed rent

79

Table 18: Probability of being asset - poor in the second survey year, given that the household was asset - poor in the first survey

year (in p ercentages).

1984 to 1989 1989 to 1994 1994 to 1999

NW NW- HE L IQ L IQ 5 NW NW- HE L IQ L IQ 5 NW NW- HE L IQ L IQ 5

T o tal 61.95 68.68 67.65 68.77 62.57 68.58 69.73 71.78 59.75 72.09 71.42 74.13

Race/Ethnicity

W hite 54.94 63.37 61.90 64.04 59.62 64.87 65.78 68.48 52.04 67.15 66.51 69.33

Blac k 77.48 84.46 83.70 86.87 74.55 80.66 82.14 83.47 76.68 87.59 85.44 88.50

Latin American 62.51 66.26 68.19 67.62 44.07 65.45 67.70 70.18 90.73 76.65 88.25 87.16

Others 100.00 87.80 85.49 68.90 69.99 74.71 45.03 78.50 72.27 72.96 63.75 81.58

Age group

<25 61.84 70.81 70.99 77.83 64.53 78.89 72.85 83.20 70.64 79.41 74.85 77.33

25-34 60.94 66.64 66.05 65.64 57.39 65.64 64.38 66.25 56.55 73.00 74.69 74.98

35-49 56.95 67.13 63.73 65.03 62.13 63.85 66.80 67.11 61.72 73.35 72.78 75.38

50-61 65.96 69.65 69.39 64.57 62.33 68.21 72.17 70.86 48.63 64.59 63.94 70.35

62-69 75.44 68.79 68.93 77.44 87.62 82.72 87.39 89.34 62.08 62.13 60.70 70.77

70+ 71.08 79.01 78.59 81.38 82.18 77.52 80.05 84.71 61.58 71.32 68.50 69.81

Education

<High 73.38 79.37 79.22 82.87 74.91 82.83 83.90 86.10 74.98 84.85 83.13 86.20

High School 67.02 72.16 69.41 69.74 64.00 68.42 69.34 72.95 55.41 69.62 70.26 72.62

Some c ollege 50.48 57.02 53.49 58.83 47.82 57.62 53.38 62.23 58.35 68.47 66.72 70.45

College Grad. 31.69 41.80 34.20 39.77 51.44 50.68 47.47 47.64 47.45 61.97 54.33 60.17

Housing T enure

Homeowner 26.26 60.76 60.57 59.92 30.67 58.53 64.51 63.63 24.04 63.38 62.73 64.18

Renter 63.70 73.62 72.44 75.56 65.42 74.92 72.84 77.63 65.87 78.70 77.93 81.59

Family T ype

<65 yrs , Mar, Chil 53.05 65.06 64.46 64.87 54.12 63.57 69.02 66.77 53.64 72.63 73.04 72.51

<65 yrs , Mar, No Chil 43.09 54.41 48.87 55.79 46.26 56.78 57.87 57.75 42.78 61.84 60.17 62.94

<65 yrs , Fem.Head, Chil 84.78 90.69 86.44 87.65 82.22 86.85 87.21 88.17 80.48 86.82 84.88 85.77

65+ yrs , Married 64.33 73.13 72.42 72.98 98.51 82.36 85.44 87.93 47.23 55.74 55.58 57.35

65+ yrs , Female Head 77.52 80.41 80.51 84.35 84.95 75.49 77.55 84.92 64.32 76.10 75.67 78.97

65+ yrs , Male Head 73.42 91.37 93.51 75.08 93.25 100.00 100.00 83.95 70.65 67.92 54.17 73.92

Source: Authors´ calculations using the PSID; 1984, 1989, 1994 and 1999 surveys.

Note: Longitudinal samples are used, see the Appendix. Grouping is based on the characteristics of the ho usehold head as of the firs t sur veyyear. Sample is weighted b yweights in the fir st surveyyear.

Table 19: Probability of Being Income - Poor in the Second

Survey Year, Given That The Household is Income - Poor in the

First Survey Year.

1984-89

T otal 41.59

Race/Ethnicity

W hite 32.62

Bl ack 57.36

Latin American 34.63

Others 0.00

Age group

<25 34.89

25-34 37.03

35-49 38.86

50-61 42.71

62-69 44.53

70+ 53.56

Education

<High 54.21

Hi gh School 27.67

Some col lege 16.33

Col lege Grad. 7.92

HousingT enure

Homeowner 35.94

Renter 44.27

FamilyT ype

<65 yrs, Mar, Chil 29.19

<65 yrs, Mar, No Chi l 25.19

<65 yrs, Fem.Head, Chi l 60.53

65+ yrs, Married 30.40

65+ yrs, Femal e Head 57.59

65+ yrs, Mal e Head 37.92

Source: Authors´ calculations using PSID, surveys fro myears 1984 - 89.

Note: Longitudinal trimmed sample is used. T he sample is r estri cted to households for wh ich the head remains the same.

(1) No household in the ^Other s~ group mo ved out of poverty between 1984 and 1989.

Table 20B: Changes in Net Worth, Assets and Debt from 1989 to 1994 (Mean Values in Thousands of 1999 dollars).

NW 1989 Stay i n Out of Stay out Into NW 1994

Non- poor Poor D Asset D Debt D Asset D Debt D Asset D Debt D Asset D Debt Non- poor Poor

T o tal

169.8 -4.0 3.4 5.4 73.8 15.4 31.3 3.0 -50.0 1.9 191.9 -6.0

Race

W hi te

179.9 -4.8 3.9 6.5 75.2 14.5 32.2 3.1 -54.3 0.5 204.0 -7.0

Bl ack

61.0 -1.6 1.6 2.4 64.3 9.1 23.1 0.3 -25.0 6.5 83.1 -3.2

Lati n Ameri can

159.6 -5.3 9.3 11.0 86.4 36.7 -0.9 3.3 -99.9 -26.2 129.7 -4.7

Others

203.2 -2.8 1.2 3.8 24.3 -1.3 143.7 16.9 40.7 186.3 292.0 -19.7

Ag e g ro up

<25 39.9 -2.9 5.7 8.7 67.0 16.4 76.0 29.6 -15.0 15.0 67.6 -6.0

25- 34

63.4 -4.9 4.8 5.5 76.1 27.5 63.7 14.6 -26.8 9.5 98.1 -7.5

35- 49

170.0 -5.1 3.6 8.5 73.5 -2.1 40.3 1.7 -56.0 -1.9 206.8 -8.4

50- 61

228.0 -2.4 -0.6 0.4 63.9 -3.9 29.2 -1.1 -68.4 -10.2 254.5 -3.5

62- 69

208.3 -0.8 -1.0 -0.8 16.6 -6.0 17.9 -2.4 -44.9 1.6 239.5 -2.0

70+ 202.9 -0.6 -0.9 -2.0 146.9 27.4 -20.0 -0.4 -74.5 0.7 197.2 0.0

Ed ucation

<Hi gh

122.0 -2.4 0.2 -0.1 62.5 4.1 8.1 1.1 -38.2 2.3 130.4 -2.2

Hi gh School

150.6 -1.7 2.5 4.3 69.4 14.3 14.8 0.6 -46.4 7.1 161.2 -4.7

Some col l ege

154.2 -5.6 6.0 10.3 60.5 10.2 30.0 2.5 -57.3 -5.7 170.1 -7.7

Col l ege Grad.

247.0 -11.3 14.4 21.6 119.0 40.9 70.0 7.6 -75.8 0.8 298.3 -19.8

Ho using T enure

Homeowner

201.1 -12.0 -0.1 2.9 47.3 -34.2 26.0 -2.0 -29.0 30.4 228.7 -17.2

Renter

76.9 -3.3 3.6 5.5 78.6 24.2 52.9 23.0 -54.9 -4.7 94.5 -5.0

F amily T yp e

<65 yrs, Mar , Chi l

162.4 -4.4 12.8 17.0 54.9 10.1 36.5 3.2 -66.9 -4.3 187.6 -10.4

<65 yrs, Mar , No Chi l

232.1 -7.1 0.6 6.1 118.3 37.3 47.5 -0.9 -41.2 12.9 274.8 -13.5

<65 yrs, F em.Head, Chi l

86.8 -1.9 0.7 1.5 42.7 -0.9 10.6 -4.7 -21.2 5.1 97.9 -2.3

65+ yrs, Mar ri ed

256.5 -2.3 -5.2 -7.5 40.9 0.0 0.7 -3.5 -115.1 0.4 269.6 -2.1

65+ yrs, F emal e Head

140.0 -0.3 -0.1 -0.4 145.9 27.2 -18.8 0.5 -58.0 -0.9 132.6 0.1

65+ yrs, Mal e Head

195.4 -0.6 1.0 0.0 32.5 1.3 -45.0 5.7 -34.2 11.5 169.1 -2.6

Source: Authors´ calculations using PSID, surveys fro myears 1989 - 94.

Note: Longitudinal trimmed sample is used. T he sample is r estricted to households for wh ich the head remains the same.

Table 20C: Changes in Net Worth, Assets and Debt from 1994 to 1999 (Mean Values in Thousands of 1999 dollars)

NW 1994 Stay i n Out of Stay out Into NW 1999

Non- poor Poor D Asset D Debt D Asset D Debt D Asset D Debt D Asset D Debt Non- poor Poor

T o tal

190.9 -7.6 4.8 4.4 76.0 22.0 22.9 4.7 -55.5 8.6 201.5 -7.2

Race

W hi te

200.2 -9.5 6.3 5.9 81.8 24.8 22.8 3.6 -67.6 6.0 210.0 -10.0

Bl ack

73.2 -2.5 4.2 4.0 44.5 7.6 6.6 11.7 -33.5 12.9 67.7 -2.0

Lati n Ameri can

189.7 -12.2 2.4 -0.7 82.0 32.7 24.1 9.3 -21.1 29.2 226.8 -6.5

Others

257.4 -7.3 -19.8 -20.2 75.3 4.0 147.5 60.4 -7.4 7.0 386.9 -4.0

Ag e g ro up

<25 73.4 -2.6 7.3 11.2 71.8 41.3 47.5 33.4 -50.1 0.8 67.2 -5.7

25- 34

78.5 -7.1 6.9 7.4 87.0 40.3 71.4 25.9 -50.0 19.2 104.6 -8.3

35- 49

173.2 -11.8 3.5 0.0 75.9 5.2 38.5 4.6 -56.2 7.7 204.3 -8.7

50- 61

270.3 -6.6 2.3 2.5 42.4 3.7 -5.9 -5.3 -93.2 -9.3 263.3 -4.1

62- 69

289.0 -2.3 -0.4 2.4 20.4 -2.8 -9.1 -6.2 -39.0 8.0 286.6 -3.5

70+ 212.7 -0.6 0.0 -0.5 100.9 -7.5 -20.8 0.4 -37.9 3.7 195.4 -0.8

Ed ucation

<Hi gh

135.4 -3.6 2.4 3.5 48.4 5.3 -3.1 3.4 -48.2 6.3 129.2 -4.4

Hi gh School

141.3 -5.2 7.9 8.9 68.1 18.3 19.3 3.7 -54.0 8.4 148.3 -5.3

Some col l ege

185.9 -10.2 6.4 3.5 96.0 31.7 33.4 9.6 -46.4 11.8 203.0 -9.3

Col l ege Grad.

268.5 -16.1 0.4 -3.2 90.4 31.2 30.9 2.9 -84.7 8.0 285.9 -14.9

Ho using T enure

Homeowner

215.3 -13.2 17.2 10.8 65.1 -0.8 20.7 1.0 -40.4 48.5 231.5 -16.8

Renter

93.6 -6.7 4.1 4.0 80.0 30.4 35.6 25.6 -60.2 -3.7 92.1 -6.0

F amily T yp e

<65 yrs, Mar , Chi l

177.5 -11.6 5.0 3.2 93.4 22.6 43.0 6.3 -61.3 16.8 204.9 -11.0

<65 yrs, Mar , No Chi l

234.1 -12.0 27.2 27.2 63.0 4.3 20.6 0.8 -63.2 4.1 247.8 -13.2

<65 yrs, F em.Head, Chi l

74.0 -2.6 2.4 5.9 39.3 19.5 50.0 6.1 -88.1 0.5 86.6 -5.8

65+ yrs, Mar ri ed

316.8 -2.5 0.2 1.7 124.0 -21.8 -29.1 -5.8 -50.7 -5.1 295.3 -1.1

65+ yrs, F emal e Head

167.9 -0.8 0.0 -0.4 54.6 -1.4 -6.6 2.2 -35.3 3.5 160.1 -0.7

65+ yrs, Mal e Head

178.7 -0.7 0.0 -0.1 36.4 -1.8 -31.2 -2.6 -49.1 5.9 159.2 -2.0

Source: Authors´ calculations using PSID, surveys fro myears 1994 - 99.

Note: Longitudinal trimmed sample is used. T he sample is r estricted to households for wh ich the head remains the same.

Table 21A:

- coefficient Estimates of the Probit Regression Explaining the Probability of

Moving Out of Poverty for the NW - Poor in the First Survey Year

POOR

1984 - 89 1989 - 94 1994 - 99

D Asset 0.0761 0.0738 0.0348

D Debt -0.0522 -0.0735 -0.0245

N 1766 1672 1057

W ald chi squar e 554.86 506.02 271.16

Log l ikel ihood -574.47 -583.13 -478.44 p- val ue <.0001 0.995 <.0001

Table 21B: - coefficient Estimates of the Probit Regression Explaining the Probability of

Moving Into Poverty for the NW - Non Poor in th e First Survey Year .

NON- POOR

1984 - 89 1989 - 94 1994 - 99

D Asset -0.00318 -0.0021 -0.0014

D Debt 0.00137 0.0026 0.0019

N 3305 3342 2566

W ald chi squar e 345.59 317.87 362.82

Log l ikel ihood -556.82 -612.90 -457.26

p- val ue 0.058 0.613 0.387

Notes:

- Probit regressions are run on ^trimmed~ samples (see Appendix).

- All regressions include control v ariables for demographic and labor market groups.

- The ^Others~ racial group is omitted fromthe 1984 regression for the asset poor, since no household

moved out of poverty between 1984 and 1989 in that particular group.

- The p - value is associatedwith t he hypotheses

2 1 0

: b b = H , where

1 b and

2 b are the coefficients on

Asset D and Debt D , respectively, in each regression.

Table 22: Probit Regressions Explaining the Tra nsition out of Poverty for the Asset - Poor and the Transition into Poverty for the Asset Non - Poor for the Periods 1984 - 89, 1989 - 94 and 1994 - 99.

- Coefficients and Standard Errors are Reported

1984 - 1989 1989 - 1994 1994 - 1999

Po or No n-p oo r Po or No n-p oo r Po or No n-p oo r

s.e. s.e. s.e. s.e. s.e. s.e.

Ended mar ri age -0.382 ** 0.192 0.495 *** 0.154 -0.343 0.211 0.266 * 0.161 -0.042 0.205 0.776 *** 0.167

Got marri ed 0.226 ** 0.115 -0.140 0.174 0.292 ** 0.132 -0.158 0.169 0.692 *** 0.187 0.288 0.188

Lost job -0.260 ** 0.119 0.256 * 0.146 -0.126 0.100 0.358 *** 0.128 -0.475 *** 0.174 0.690 *** 0.174

F ound job 0.161 0.134 0.529 ** 0.219 -0.286 0.175 0.649 *** 0.249 -0.510 ** 0.228 0.768 *** 0.221

Got r eti red 0.167 0.255 -0.308 0.199 -0.029 0.283 0.117 0.159 -0.064 0.414 -0.259 0.258

Became di sabl ed -0.548 0.505 -0.125 0.610 -0.606 ** 0.311 0.026 0.374 0.551 0.363 0.583 0.443

Lost home -0.224 0.307 1.154 *** 0.109 0.243 0.267 1.307 *** 0.106 -0.181 0.253 1.346 *** 0.138

Bought home 1.515 *** 0.093 -0.526 *** 0.195 1.462 *** 0.092 -0.404 ** 0.168 1.043 *** 0.106 -0.364 * 0.192

Inher i tance 0.659 *** 0.215 -0.750 ** 0.353 0.799 *** 0.207 -0.446 ** 0.213 -0.140 0.422 -1.145 * 0.639

Cl osed busi ness -0.006 0.415 0.410 *** 0.145 -0.026 0.357 -0.077 0.158 -0.179 0.318 0.253 0.162

Started busi ness 1.139 *** 0.181 -1.052 *** 0.330 0.820 *** 0.181 -0.735 *** 0.232 0.999 *** 0.257 -0.538 * 0.294

Newchi l d 0.049 0.098 0.029 0.128 0.072 0.097 0.231 * 0.121 0.126 0.131 0.182 0.140

Chi l d l eft home 0.168 0.124 -0.025 0.135 -0.050 0.129 0.038 0.126 -0.002 0.134 -0.051 0.136

N 1802 3371 1706 3410 1077 2618

Log l i kel i hood -846.3 -631.7 -828.0 -785.59 -575.17 -523.1

Chi -square 526.67 323.92 450.82 338.03 234.5 312.42

Source: Authors´ calculations using the PSID, surveys fromyears 1984 to 1999. Notes: Longitudinal untrimmed samples of poor and non - poor households are used. Samples are restric ted to households for which the head remains the same during the analyzed 5 - year period.

***: significant at 1 percent level, **: significant at 5 percent level, *: significant at 10 percent level .

APPENDIX

Data Source and the Definition of Wealth

The data that we use in this paper come from the Panel Studyof Income Dynamics (PS ID) 28 .

This dataset contains demographic and other information on about 6,000 households and 15,000

individuals interviewed periodicall ysince 1968. Weights are included to make the sample

representative of the U.S. population. Ever y year the surve yattempts to trace all individuals

from the households surveyed in the previous year, regardless of whether theycontinue to live

together or in the same dwelling. Because the original focus of the stud ywas on povert y

dynamics, the initial sample in 1968 consisted of two independent subsamples: an equal

probabilitysample of U.S. households and a supplemental sample of households with incomes

at or below 150 percent of the official pov ert yline. As the sample size grew larger ever y year

due to the inclusion of off - springs of families and the profile of the U.S. population changed due

to immigration, sample design was changed in 1997. There was a roughl yone third reduction in

the number of PS ID Core families 29 and an addition of a nationall yrepresentative sample of

immigrant households who moved to the countr yafter 1968. Weights were adjusted to

compensate for these changes.

Information about income and demographics are reported at a y earlyfrequency, whereas wealth

information is reported at five - year intervals starting from 1984. The following components of

household wealth are available in the dataset:

(1) Main Home: The net value of home, which is house value minus the remaining m ortgage

principal.

(2) Other Real Estate: The net value of an yreal estate other than main home, such as a second

home, land, rental real estate, or mone yowed to you on a land contract.

(3) Farm and Business: The net value of farm or business assets.

(4) Stocks: Value of shares of stock of publicl yheld corporations, mutual funds or investment

trusts, including stocks in IRAs ( IR As asked separatelyin 1999).

28 For more infor mation on this dataset that has been used extensively, see Bro wn, Duncan and Stafford (1996).

29 T he term^PSID Core~ refers to both the longitudinal panel of US families that was first sampled and inter viewed

at the initiatio n of the PSID (1968) and their off - springs who have mo ved out to establish their o wn ho useholds

since then.

(5) Checking and Saving Accounts: Value of checking or saving accounts, moneymarket funds

or inves tment trusts, savings bonds, Treasur ybills, including IRAs ( IRAs asked separatel yin

1999).

(6) Other Savings: An yother savings or assets, such as bond funds, cash value in a life

insurance polic y, a valuable collection for investment purposes, or rights in a trust or estate.

(7) Other Debts: An yother debt besides mortgage; such as credit card debt, student loans,

medical or legal bills, loans from relatives.

The four measures of wealth are defined as follows:

^Net worth~ (or marketable wealth) is the sum of the items from (1) to (6) minus (7).

^Net worth minus home equity~ is the sum of the items from (2) to (6) minus (7).

^Liquid wealth~ is the sum of (4), (5) and (6).

Povertythresholds are adjusted for inflation using the CP I - U series (all urban consumers, cit y

average, all items, yearly average) published b ythe U.S. Department of Labor, Bureau of Labor

Statistics.

Notes on Deleted Observations

Since 1994 and 1999 files are still in ^preliminar y release~ format, the ysuffer from missing

info rmation on some variables, which are essential to our anal ysis:

1) Housing related variables: For a considerable number of cases, either the house value or the

remaining mortgage principal is missing. There are 285 cases (out of 10,769) in the 1994

familyf ile and 290 cases (out of 6,997) in the 1999 familyfile, which are excluded from the

anal ysis for this reason.

2) Education of the head: Since this is considered a background variable, it is asked ever y year

onlyif the head has changed from the previous ye ar. If the head is the same, then the

information is ^brought forward~ from the previous year. 1994 and 1999 files have not gone

through this bringing forward process yet. We have carried forward the missing information

using the guidelines in the PS ID web site.

3) Weights: Since 1999 familyweights are not available yet, we use 1997 weights. We have

had to delete a number of observations in 1994 and 1999 merged family, wealth and

individual files, due to missing household weight. There are as man yas 414 (out of 6913)

such observations in 1994 and 603 (out of 5016) in 1999.

4) The PS ID website reports a few minor errors in the 1994 familyfile: It contains two

virtuallyidentical records for famil y16329 and no record for family16529. Therefore, we

excluded thes e families from the sample.

5) Seven observations in 1984 wealth file are deleted due to ver ylarge values of ~other

savings~ ($9 million).

Sample Selection

1) Cross - sectional samples (households):

Sample sizes: 1984: 6,910

1989: 7,112

1994: 6,497

1999 : 4,413

All samples use PS ID familyweights for the corresponding year, except for 1994 and 1999 (see

note 3 above).

2) Cross - sectional samples (individuals): These are exactlythe same as the samples for

households, except that theyhave been expanded to i nclude all individuals in all of the

households that have alreadybeen selected for the household samples.

Sample sizes: 1984: 19,804

1989: 19,856

1994: 17,950

1999: 12,916

3) Longitudinal samples (1984 - 89, 1989 - 94, 1994 - 99):

These samples are restricted to households for which the head remains the same, although the

wife ma ychange, following the approaches of Hurst, Luoh and Stafford (1998) and Gittleman

and Wolff (2001). The motivation f or this restriction is that the PSID treats the male as the head of the household (if one is present). If a male respondent changes his marital status, the wealth

of his familyis tracked both before and after the change. However, the wealth of a woman

fac ing similar changes is not tracked. This approach is also helpful for handling such cases as a

child leaving his parents to establish his own household. Without this restriction, the

longitudinal sample could match the new household with the parents´ house hold and it would be

misleading to include the wealth difference between two such households to an estimate of the

wealth accumulation pattern in the population.

Another problem is the existence of a number of observations that suffer from huge

changes i n wealth between two surve y years. To avoid the undue influence of these outliers, we

trim the sample bydeleting the lowest and the highest percentiles of the distribution of changes

in net worth.

Longitudinal ^untrimmed~ sample sizes:

1984 to 1989: 5 ,173

1989 to 1994: 5,115

1994 to 1999: 3,694

Definition of Total Household Income

Total household income includes earnings, unemployment compensation, workers´

compensation, social securityincome, supplemental securit yincome, public assistance,

veteran s´ pa yments, survivor benefits, disabilitybenefits, pension or retirement income, interest,

dividends, rents, ro yalties, periodic pa yment from estates and trusts, educational assistance,

alimony, child support, financial assistance from outside of the hou sehold and all other income

households receive regularlythat are not included elsewhere.

This definition does not include capital gains or losses from the sale of property,

withdrawals of bank deposits, moneyborrowed, tax refunds, gifts and lump - sum inh eritances

and insurance pa yments.

For more information, see the CPS website;

http://www.census.gov/population/www/cps/cpsdef.html