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Nowadays, people can be divided into three classes - the Haves, the Have-Nots, and the Have-Not -Paid-for-What -
They-Haves. -Earl Wilson, newspaper columnist (1907-1987)

The nice thing about standards is that there are so many of them to choose from. -Andrew S. Tanenbaum

There are many ways to measure economic well-being because there are many
different ways for individuals and families to encounter problems. This multidimensional
aspect of poverty becomes apparent quickly to anyone investigating the measurement of
poverty. There is a considerable literature that includes different ways to measure income
poverty, and non-income poverty such as material hardship, and social deprivation. In
generd, there is agreement that all of the approaches capture different pieces of the
puzzle while no one single measure can yield a complete picture.

In this paper | examine the relationship between the officia U.S. poverty
measure, an improved income-based poverty measure, and measures of material
hardship, to see whether or not the revisions to the measure change the relationship of
income-based poverty to materia hardship. While some would expect that the failure on
the part of a poverty measure to predict material hardship for a given family indicates that
income poverty measures are useless, there is an emerging consensus that income poverty
and indicators of material hardship are really two different answers to two different
questions.

Non-income poverty measur es

In Ewrope and the United Kingdom, there is a large literature on measures of non-income
poverty, particularly social deprivation. Fisher (2001) makes a clear distinction between
the material hardship measures typically used in the U.S. and European measures of

social deprivation that cover social necessities as well as physical necessities. While the



interest in the U.S,, and in this paper, is focused primarily on the relationship between
income and material hardship, the long history of work on social deprivation measures
may be relevant.

Much of the deprivation literature follows the ideas of Townsend (1979) who
said in his book, Poverty in the United Kingdom, that poverty should be defined in terms
of relative deprivation. In this seminal work, Townsend stated:

Living standards depend on the total contribution of not one but several systems

distributing resources directly and indirectly to individuals, families, workgroups,

and communities. To concentrate on cash incomes is to ignore the subtle ways
developed in both modern and traditional societies for conferring and

redistributing benefits... A plural approach is unavoidable.” *

Townsend referred to the distribution of resources that govern standards of living. He
identified five types. cash income; capital assets; value of employment benefits; value of
public socia services other than cash; and, private income in kind.? He a'so noted the
importance of accounting for imputed rent to the income of those living in owner-
occupied dwellings.

In this book, Townsend reported results from a survey that he carried out in the
1960s. He developed a deprivation index that included responses to questions about lack
of food, refrigerators, indoor baths, and holidays, and other items and activities, both
socia and material. Much of this work explored the relationship between this index and
income, quite broadly defined. Townsend used an index of deprivation to attempt to
determine alevel of income below which there was an increased probability of suffering

deprivations. In this approach, Townsend explored a relationship between income and

deprivation.

! Townsend, 1979, p. 174.
2 |bid. p. 177.



It was recognized early that low income and consumption may not exhibit a
neatly specified relationship. Amartya Sen (1981) referred to the ‘direct’ method of
measuring poverty, which to him meant observing the lack of basic needs, and the
‘income’ method as resulting in two alternative poverty concepts, not two ways of
measuring the same thing.

The direct method identifies those whose actual consumption fails to meet the

accepted conventions of minimum needs, while the income method is after

spotting those who do not have the ability to meet these needs within the
behavioural constraints typical in that community.>

In their book, Poor Britain, Mack and Lansley (1985) defined poverty as an
‘enforced lack of socially perceived necessities’. They reported results from the
Breadline Britain survey conducted in the 1980s to update the work of Townsend. Their
measures included questions about the lack of particular items and socia activities, but,
going beyond Townsend' s work, asked if the respondent would like to have the item but
could not afford it. They thereby differentiated between those who chose to not have
specific items and those who could not afford them. They characterized the condition of
the latter as “enforced lack”. They also asked each respondent to a nationally
representative sample survey whether he /she considered an item or activity a‘necessity’.
They constructed an index that they referred to as a consersual approach to defining
minimum standards, including only ‘socially perceived necessities' in their deprivation
index. These authors also made note of financial hardship, specifically debt, that families

may face, and its relationship to deprivation.

3 Sen, 1979, p. 28.



Interestingly, debt is more closely related to low living standards than it isto low
incomes... The combination of the concentration of debt among those with low
living standards and the spread of debt among the lower income groups suggest
that debt is an important reason why some who are not on the lowest incomes are
nevertheless among those with lowest living standards.*

Citing the fact that “...there can be considerable variations in the standards of living of
people on the same income level...”, they examined correlations of low income and
spending and degree of deprivation.

Ringen (1987, 1988) advocated the use of both income and deprivation measures
to identify those who are excluded from society due to alack of resources. He stated
that;

If we are willing to assume that income is the essential individual resource for
choice, that all individuals make their choices in the same market, and that we are
able to measure income with reasonable accuracy, then we could simply take
income as a proxy for welfare, asis commonly done in welfare research. But if
we believe that other individual resources matter in addition to income (for
example property, education or knowledge, other personal capacities, such as
health), either because they influence our choices directly or because they affect
our ability to make good use of income, or that markets are differentiated, or that
our measurements of income have shortcomings, we would need a broader
measurement. Income would still be an important indicator, but we would in
addition need indicators of other resources and of environmental structure, which
determine how individuals can transform resources into consumption or way of

life.
In his analysis, Ringen developed a measure that included the intersection of individuals
with low relative income and those with enforced socia deprivation.

In their article on poverty in Ireland, Callan, Nolan and Whelan (1993) define

poverty as “exclusion arising from lack of resources’. Their work follows that of Ringen,

using “...both anincome and deprivation criteriain identifying those who are excluded

4 Mack and Lansley, 1985, pp. 160-161.
® Ringen, 1987, p. 19.



from their society due to lack of resources.”® They examine the characteristics of
households that are experiencing basic deprivation and are also below income thresholds,
defined as various percentages of mean equivalized income. In doing so, the authors
stress the importance of reporting errors in income measurement, differences in wealth
holdings and savings, and house property, and longer-term command over resources, in
explanation of the fact that a reasonable proportion of low-income households do not
report basic deprivation or why some high-income households report basic deprivations.
They follow Whelan et a. (1991) who applied factor analysisto alist of deprivations and
found that there were three distinct groupings; basic lifestyle items, housing and durables,
and an ‘other’ category including social and leisure activities. Different types of
households tend to lack different types of items. People may go into debt rather than go
without basic necessities, breaking an association between current income and
deprivation. They note that the second group of items, housing and durables, reflect past
income streams as much or more than current income.

Nolan and Whelan (1996) constructed a measure of the poor as those whose
income lies below 60 percent of the average income and also experience ‘basic
deprivation’, stating that, “...combining experience of basic deprivation with an income
poverty line, one is then seeking to ensure precisely that lack of the item or itemsis
indeed genuinely enforced.”’

Layte et al. (2001a) explored further the relationship between income and life-
style deprivation in the European Union. They noted an additional mediating factor

between income and the experience of lifestyle deprivation and suggested that different

6 Callan, et a., 1993, p. 141.
" Nolan and Whelan, p. 230.



welfare regimes found in different countries achieve varying degrees of
‘decommodification’ and smooth income flows in away that disassociates income from
deprivation. In the extreme, if food, clothing and shelter are provided uniformly to
everyone, then the level of income will ssimply have no statistical relationship to
deprivation for these items. So, in some sense, the lack of association between income
and deprivation is a measure of the degree of development of the welfare regime.

Layte, et al. (2001b) use the European Panel to further examine the mismatch
between income and deprivation measures of poverty and suggest that the accumulation
and erosion of resources in the longer term are possible explanations. They account for
persistent income poverty by including an indicator for being poor in two years of the
panel rather than only one year. Even so, there remained a substantial mismatch between
income and deprivation, leading the authors to conclude that * ...this mismatch should not
be seen as a problem in itself, but rather as reflecting the redlity that both income and
deprivation are key but distinct indicators, each containing information that can profitably
be employed to enhance our understanding of poverty and indeed of a range of other
social phenomena.*®

In contrast to this extensive literature on severa dimensions of poverty measures,
the work in the U.S. is scarce. Further, discussion of non-income poverty measures,
primarily meterial hardship, is often confined to a debate of which of the measuresis the
‘right’ one or offered up as justification to ignore the official measure of poverty. In the
U.S,, where there is an official measure of poverty that is strictly income poverty,
measures of material hardship have been introduced and discussed to argue that the

official measure is not useful in identifying people in need.

8 Layte, et al., 2001b, p. 447.



One of the first reports to examine material hardship in the U.S. in detail was by
Mayer and Jencks in 1989. This paper reported data from two surveys of Chicago
residents during the 1980s about income and various indicators of material hardship.
They constructed an index that counted the total number of hardships reported by a
family from alist that included food insufficiency, lack of health insurance, unmet
medical needs, housing problems, and inability to pay rent or utilities.

Examining correlations between income and material hardship by family
characteristics, the authors concluded that official poverty statistics are an unreliable
guide to the distribution of hardship. They showed that the incidence of material hardship
was differentially correlated with income across different demographic groups. Using a
regression analysis, they examined some of the ‘errors’ in the official poverty thresholds,
suggesting changes to the equivalence scales as well as an accounting for single
motherhood and poor health. Other suggestions made were that non-cash benefits should
be included in family income in the official measure, and that home ownership and
access to credit should be taken into account. They cautioned about assuming that the
official poverty statistics tell us anything useful about the age distribution of hardship
suggesting that it exaggerates hardship among the elderly and underestimates its extent
among children. Their suggestion was that revising the official poverty measure would
improve the correlation between material hardship and poverty. In the end, however, the

authors note that, “ Our conclusion is not, therefore, that we should replace the traditional



poverty measures with hardship measures, but rather that we should measure both on a
regular basis.”®

In 1999 another study appeared relating material hardship measures and poverty
in the United States (Rector et a. 1999). The focus of this study was to use measures of
material hardship to suggest that income-based poverty measures are not useful. The
authors cited three critical problems with the official poverty measure -- one being the
low correlation often found between cash income and material hardship. Others were that
assets are not included and income is underreported. They suggested that a measure of
material hardship should replace income poverty measures. Using a definition of income
poor from each survey examined, the study used the correlation between income poverty
and material hardship to argue the point that ‘poor’ people are not faring badly in the U.S.
In the end, however, the authors suggested a measure that includes people with certain
kinds of hardships and with incomes below 200 percent of the official poverty thresholds.

Other studies on materia hardship in the U.S., such as Bauman (1999), Beverly
(2000), and Boushey (2001), and el sewhere, such as Saunders (2003) and Perry (2002),

encourage analysis of these measures of material hardship in conjunction with income-

based poverty measures.

Income-based poverty and material hardship in the U.S.

Given extensive criticism of an official poverty measure nearly 40 years old, the National
Academy of Sciences embarked in 1992 on a study of revision of this measure. This
study culminated in areport released in 1995 recommending specific improvements to

the current measures.

° Mayer and Jencks, 1989, p.90.



The current official measure compares before-tax cash income of families to poverty

thresholds designed to represent a rough estimate of the cost of minimum basic needs at

that time. The threshold was based on the cost of a minimum diet multiplied by a

multiplier to allow for other expenses. The multiplier was based on data collected in the

1955 U. S. Department of Agriculture Household Food Consumption Survey. The cost of

aminimum diet for families of different sizes was based on the U.S. Department of

Agriculture’ s Economy Food Plan developed in 1961.
The NAS panel made a series of recommendations to improve the official

measure (see Citro and Michael 1995):

Threshold recommendations. The panel recommended that the threshol ds should
represent a dollar amount for food, clothing, shelter and utilities (FCSU), and a
small additional amount to allow for other common, everyday needs (e.g.,
household supplies, personal care, and nonwork-related transportation). One
threshold should be developed for a reference family type using Consumer
Expenditure Survey (CE) data. The reference family should consist of two adults
and two children and the reference family threshold should be adjusted to reflect
the needs of different family types as well as to reflect geographic differencesin
the cost of living. Adjustments to thresholds should be made over time to reflect
changesin rea growth in FCSU consumption expenditures.

Family resource recommendations. The panel recommended that family
resources should be defined as the value of money income from all sources, plus
the value of near- money benefits that are available to buy goods and services
covered by the new thresholds, minus certain expenses that divert money that can
no longer be used to buy the items included in the thresholds. Near- money
benefits include non-medical in-kind benefits, such as food stamps, subsidized
housing, school lunches, and home energy assistance. Expenses to be subtracted
include income taxes, Social Security payroll taxes, childcare and other work-
related expenses, child support payments to another household, and household
contributions toward the costs of medical care and health insurance premiums
(i.e., medica out-of-pocket costs or MOOP).

Data recommendations. Severa of the panel’ s recommendations dealt with
survey methodology. Most significantly, the panel recommended that the Survey
of Income and Program Participation (SIPP) should become the basis of official
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income and poverty statistics, replacing the March income supplement to the

Current Population Survey (CPS). In this recommendation, the panel recognized

that the SIPP asks more relevant questions than the March CPS and obtains

income data of higher quality. The panel also encouraged areview of the CE to
improve the quality and usefulness of the data for poverty measurement. Finally,
the panel recommended that consideration should be given to the practical
problems of implementing fully an improved measure of poverty to be used with
other surveys that do not collect the detailed information that is needed.

Since the publication of the NAS recommendations, the Census Bureau has
released two reports presenting alternative, experimental measures that incorporate many
of the panel’ s recommendations (Short et a 1999, Short 2001). Consensus has not been
reached on some measurement issues, and so the Census Bureau has presented a series of
different measures in its publications (Proctor and Dalaker, 2002). Nevertheless, the
alternative measures address many of the criticisms of the current official measure
described above and follow the recommendations of the NAS pandl.

The purpose of this paper, then, is to examine the relationship between the officia
poverty measure, an improved income-based poverty measure, and measures of material
hardship, to see whether or not the revisions to the measure change the relationship of
measured poverty to material hardship. Following work in the U.S., we expect that the
correlation between material hardship and poverty will increase with an improved
measure. Given the European literature on social deprivation and income poverty it is
possible to expect that the relationship may change but not by very much.

Specifically, the two income poverty measures examined in this paper include the

current official measure and an alternative or experimental measure included in Census

Bureau research on poverty measurementC. This alternative measure, following the NAS

10 For those familiar with the Census Bureau reports on experimental poverty measures, the measure
examined hereisreferred to asthe MSI measure in Short (2001). M SI represents a measure that subtracts
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recommendations, uses family resources — after-tax family income minus expenditures on
work and health-related needs plus a value for near-money government transfers. This
resource amount is compared to the poverty thresholds that the NAS panel recommended.
The alternative measure is believed to better represent the amount of ‘current’ income a
family requires to meet its basic needs in a given calendar year. Our interest hereisto
compare the populations identified by these two measures of income poverty (referred to
below as ‘poverty’ measures) to groups identified by other indicators of well-being,
described below, and to examine interrelationships among them. The questions we are
asking are — do these measures describe different groups of people? why do they describe
different kinds of people? and what does thistell us about differences in the two
measures of income poverty?

Severa measures will be examined in this paper: the official and aternative
poverty measures, an index of material hardship, an indicator of high debt, and responses
to a question about inability to meet expenses. In addition to examining income poverty
and material hardship, a measure of debt is also included in the analysis. Since families
can maintain alevel of material comfort with low incomes by incurring debt, thisis seen
as a mediating factor between income and hardship. Furthermore, incurring high debt in
and of itself can be seen as a difficult situation leading more and more often to
bankruptcy. Should individuals and families who are bankrupt be considered to be poor?
As families more and more often incur readily accessible debt to get over ‘rough

patches', some consideration of high debts seems appropriate to this discussion.

medical out-of-pocket expense from income and is only one way of incorporating health care expense into
apoverty measure.
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Finally, a measure of wealth or capital assets should be taken account of. There
have been some attempts to include assets in a measure of income poverty (Ruggles and
Williams (1989)). In such applications, assets are treated like an annuity, a small part of
which is assumed to be available to the family to meet needs over time. While thisis not
done here in the aternative poverty measures, a measure of assets is included in the
multivariate analysis described below.

Data

This study uses the 1996 panel of the SIPP. The SIPP alows us to examine all of
these various indicators for the same people. Since there are limitations to our estimates
of taxes and the placement of topical modules in the SIPP we only have experimental
poverty measures for 1996 and material hardship measures for 1998. Thus, the analysis
looks at income poverty in calendar year 1996 as a ‘predictor’ of materia hardship two
years later. Since the two are typically not highly correlated with one another, even in the
same year, this diguncture in time will exacerbate that problem. Nevertheless we can till
compare the predictive power of the two poverty measures one against the other to gauge
whether or not improvements change the relationship to material hardship.

The material hardship measures used here are constructed from a supplemental set
of questions included in the 9™ wave of the SIPP. Recall that these questions differ
considerably from those used in the European studies, with one difference being that
there is no effort to ascertain whether or not the lack of some item is due to the fact that
the family cannot afford it. In addition, there is no follow-on question to ascertain public

opinion about whether the item should be considered a necessity. In U.S. studies of
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material hardship, decisions about which items are included in an index are made by the
individual researcher or analyst.

Therefore, a material hardship index is constructed like that used by Mayer and
Jencks (1989). It includes most of the same items, though sometimes differently
measured. Also, every item is given aweight of one. Accordingly, one point was added
to the index for each of the following reported items: experienced difficulty paying rent,
difficulty paying utilities, did not see a doctor or a dentist when needed, did not have
enough food to eat, expressed dissatisfaction with condition of housing, reported at |east
two housing-related problems, or reported having no health insurance. Note again that,
while indicators are only included in the European social deprivation measures if the
respondent lacks these items because they cannot afford them, the SIPP questions used
here do not have that follow-up question. So these items may be lacking, but it may not
be ‘enforced’ need. A family is classified as experiencing material hardship if they report
two or more of the above listed items.

Another measure of interest here is areport that the respondent cannot meet
essential expenses. The respondent is asked,

Next are questions about difficulties people sometimes have in meeting their

essential household expenses for such things as mortgage or rent payments, utility

bills, or important medical care. During the past 12 months, has there been atime

when you/your household did not meet all of your essential expenses?’
This item itself is often included in a material hardship measure. However, the report of
inability to meet expenses can occur even in the midst of materia plenty. Families can
have high income but also very high expenses, have accumulated material comfort and

still report that they have very high expenses that they cannot meet. This can often

happen if the family has already incurred large debt to obtain material possessions that
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render them not materially deprived. Since positive responses to this question may occur
along with or without material hardship, with high or low income and with high or low
levels of debt, it isincluded here as a separate dimension of economic difficulty. This
measure will be referred to as ‘inability to meet expenses'.

The last non-income indicator included here is a high debt-to-income ratio. The
measure of debt used here includes both secured and unsecured debt. Since it includes
mortgage as well as credit card debt, it can be a substantial amount compared with annual
income. In a study of bankruptcy in 1989 Sullivan et a. examined debt-to-income ratios.
From their study of bankruptcy petitioners they estimated a mean debt-to-income ratio of
3.2, in other words, at the mean, a family in bankruptcy owed debts greater than three
years and two months worth of income. For this analysis, we considered a family to have
high debt if its reported debt is greater than twice their current income. As alevel of high
debt this represents a family who may be in financial trouble. Further work should be
done examining other levels to indicate ‘high’ indebtedness. Again, we are interested in
examining debt because a family can have low income but no material hardship because
they have borrowed to avoid it (Bauman, 2003), or as Mack and Lansley have stated,
high income and debt, but, due to the demands of debt repayment, deprivation.

Results

Employing two measures of poverty, material hardship, inability to meet
expenses, or high debt may define somewhat different groups of people as economically
disadvantaged. Table 1 shows the percentage of people who are identified by the different
measures to be poor or experiencing material or financial hardship. Note that this analysis

only includes those in the sample of households who responded to the materia well-
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being module of the SIPP in the 1996 panel. Thus, all results are conditional on
remaining in the SIPP sample, and as such may suffer from attrition bias.

Using an official definition of poverty, for 1996, 12.2 percent of people were
poor, compared with only 11.7 percent poor under the experimental measure while 16.5
percent had high debt-to-income ratios. In 1998, 8.4 percent of these people experienced
two or more items of material hardship and 15.0 percent reported difficulty meeting
expenses. Since the groups vary so much in size across the different measuresit is
difficult to understand the implications for subgroups of the population by looking at
these aggregate rates. For this reason, table 2 shows the composition of the various
hardship groups by selected characteristics.

We can examine the characteristics of these different groups to attempt to
understand how each measure identifies different types of familiesto be ‘in need’ and to
begin to understand which measures are similar to others. If our main purpose for
measuring poverty is to identify groups that are in need, it may be interesting to find

which, if any, measures describe similar groups of people.
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Thefirst chart shows the composition of the total population and different disadvantaged
groups by age. For example, the first bar shows the percent of the total population that are
children, about 27 percent. The remaining bars for children are the proportion of each of
the disadvantaged groups using different indicators. The first is the official poverty
measure (41% are children), the second is the aternative poverty measure (32%), and the
third is the measure of material hardship similar to the one used by Mayer and Jencks
(36%). The fourth is a measure of al families with high debt to income (33%). Finally, of
individuals in families who report not being able to make ends meet, 37 percent are
children.

We see from the chart that these measures define groups with a different
composition of ages. For example, the official measure of poverty includes more children
than any of the other measures, though they are a higher percentage of all the
disadvantaged groups than they are in the population as awhole. Thisis a group with
high poverty, material hardship, and financial difficulties, relative to their representation
in the population as a whole. Of the two poverty measures, the alternative measure looks
more like the material hardship and the inability-to- meet-expenses measure for children.

Non-elderly adults are less disadvantaged by either poverty measure, but do report
material hardship and high debts. This suggests that non-elderly adults can have
relatively high incomes, while incurring debt and still report material and even financial
difficulty. So, this group has low poverty but high material hardship and debt. Reflective
of expenses relating to work, the aternative poverty measure includes a higher proportion

of this group than the official measure.
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While the elderly show higher representation in the aternative poverty group than
under the official measure, they score low on the other three indicators — suggesting that
the elderly are materialy well off despite low income. The alternative measure for this
group is high because this measure subtracts medical costs from income, which are very
high for the elderly. Nevertheless, the elderly do not incur high debts nor do they report a
disproportionate difficulty meeting essential expenses. They also do not score high on the
material hardship index that includes, among other things, reports of unmet medical

needs in the form of not being able to see doctors or dentists.

Composition of population by race/ethnicity group
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The second chart shows the same indicators for racial and ethnic groups. As can be seen,
Whites tend to have disproportionately low poverty and hardship but they also have
relatively high debts. Whites make up alarger proportion of the experimental poor than
the official poor. Their representation in the experimental poor is closer to that of the
other indicators. Of people in families with high debts 86 percent are White, while

Whites comprise 83 percent of the total population.
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Blacks, on the other hand, are more likely to be both income poor and suffer
material hardship, while they are less likely to incur significant debt. Blacks are also quite
likely to report not being able to make ends meet. It is important also to note that there is
asomewhat different experience of high-debt among the race groups. While this may
reflect differences in tastes, it may aso reflect differences in access to credit markets. It is
important to note that differential access to credit markets would also imply a different
relationship between poverty and material hardship for different subgroups of the
population.

Examining the indicators for Latinos shows that both income-based poverty
measures are high for this group. The experimenta poverty measures, which are adjusted
for geographic differences in housing costs, reflect the fact that Hispanic families tend to
live where housing costs are higher.

There are striking differences by family type. The third chart shows that married
couples are unlikely to have low incomes, by either poverty measure. However, they are
quite likely to have high debts while female-householder families are extremely likely to
have low incomes and dightly less likely to have incurred debt. Female householders

report material hardships and inability to make ends meet with high frequency as well.
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Composition of population by family type
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Finally, we can look at families by work experience. People in families with no
workers have high poverty but low material and financial hardship. This group is like the
elderly, and probably contains alot of elderly. Families with at least one worker look like

nonelderly adults, with relatively low poverty but higher material hardship and debt.
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We have seen that different indicators of disadvantage describe sets of people
with differing characteristics. One other thing to notice is that in most cases, the
experimental poverty measure identified a group of people that looked a bit more like the
hardship measures than the official measure. The officia measure stood out often from
the other measures, for example, in the case of children, Whites, and Blacks. The elderly
is a group for whom this is not true, since the high medical expenses subtracted from
income in the experimental measure make this measure higher than any of the others. In
the last chart, by work experience, we see that the poverty measures stand apart from the
measures of material and financia hardship, suggesting that income-based poverty reflect
adifferent experience from the more direct measures of hardship.

Regression analysis

To further examine the interrelationship of the various indicators and to explore
the difference between the official and experimental poverty measures more fully we next
take a multivariate approach. The purpose is to examine the three non-income measures
as afunction of the demographic characteristics discussed above and some additional
indicators, such as education of householder and level of assets that should affect any
measure of economic well-being.

Table 3 shows regression results of high debt-to-income ratios, material hardship,
and the inability to meet expenses, each separately, as a function of indicators of age,
region, metro area residence, marital status, family size, presence of children, indicator of
health of family members, race, ethnicity, education of family householder, and level of

assets. All of these refer to calendar year 1996, except assets, which are measured in early
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1997. Recall that the poverty measures refer to 1996, the debt measures refer to early
1997, and the others to 1998.

Of the three dependent variables, the model best explains the variation in the
indicator of inability to meet expenses in 1998. Debt-to-income ratios show the worgt fit.
For each dependent variable there are two versions. One includes the official poverty
measure and one with the experimental poverty measure. All other independent variables
are the same. This gives insight into the relationship of income poverty to the other
indicators of economic disadvantage discussed here, and the difference between the
official and the experimental poverty measures, holding other characteristics constant.

Looking first at the material hardship model, we see that the estimated
coefficients on all of the explanatory variables, except for region, family size, and White
are significant. Examining the individual coefficients shows that material hardship has an
inverted U-shaped relationship with age, lower for children and elderly, higher for adults.
Being in a metropolitan area, married-couple family, being college educated and having
more assets results in lower hardship. Having a family member in less than good health
or being Hispanic results in greater hardship. Oddly, having at least one worker in the
family in 1996 increases the likelihood of reporting material hardship compared with
having no workers. Having children is only significant in the model that includes the
alternative poverty measure.

It isinteresting to note that, all else the same, being poor under the alternative
measure is not more highly correlated with material hardship than being classified as

poor under the official measure, the respective coefficients being .7812 and .8629. This
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result suggests that the relationship between material hardship indicators and poverty
may not be the best way to judge the adequacy of a poverty measure.

As areminder, though, the material hardship questions in the SIPP do not
represent ‘enforced’ hardship. Since, as has been shown (Bauman, 2003), absence of
material itemsin the SIPP are reported by high income as well as low income individuals,
and are not conditioned on follow- up questions about ability to afford or obtain an item,
they may, therefore, represent choice as well as hardship.

Next, is an examination of the model explaining the inability to meet expenses.
Unlike material hardship, being White indicates less financial difficulty than another
race. Like material hardship, being married, college-educated, or having more assets
reduces the chance of having difficulty meeting expenses, while having children or poor
health increases the likelihood. The effect of family size on inability to meet expensesis
significant. Reported inability to meet expenses is greater for moderately-sized families
than for singles or large families. The coefficient on having at |east one worker in the
family isinsignificant using either poverty measure. Also note that the coefficient on the
experimental poverty measure is not more strongly associated with inability to meet
expenses than the official measure, the respective coefficients being .5202 and .6377.

Finally, we examine the model as it explains high debt-to-income ratios. Again,
age is nonlinearly associated with debt. Families living in the West have higher debt than
the South. Unlike the other two indicators, living in a metropolitan area increases the
probability of higher debts. The presence of children, being White, and well-educated

increases the likelihood of having high debt. This differs from the other measures where
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assets decrease the probability of having material hardship or the inability to meet
expenses. Being Hispanic decreases the probability of having high debt.

Note, however, that in this case, the coefficient on official poverty is .4802
compared with .6999 for experimental poverty. The difference in the estimated
coefficientsis small in all of the models and inclusion of one or the other poverty
measures does not change substantially the coefficients of any of the other explanatory
variables. This suggests that the two income poverty measures represent essentially the
same thing, with only dlight differences.

However, the result that the size of the respective coefficients is different in this
model may suggest that the experimental measure describes a group more typically
thought of asthe ‘working poor’ while the official measure more likely identifies the
‘benefit-recipient poor’. Thisis consistent with the notion that the working poor may be
more able to use debt to get by and not have to forego material necessities.

One of the main results of this analysisis that the experimental poverty measure,
while including many of the recommendations of earlier studies, fails to improve the
relationship between income poverty and material hardship or financial hardship. The
coefficient on the official poverty measure was not statistically different from that on the
experimental measure as an explanatory variable explaining material hardship, dightly
higher for inability to meet expenses, and only dightly lower for high debt to income
ratios.™* Overall, the estimated models for each hardship indicator using the different

poverty measures were similar no matter which poverty measure was included. While the

1 Only preliminary t-tests with design effects were performed to test the differences, comparing individual
coefficients. .
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models differed across hardship indicators, suggesting that each indicator describes a
different dimension of hardship that falls differentially among the population subgroups.
While many of the 'problems’ with the official poverty measure have been

addressed in the construction of the experimental measure, several have not. Income is
underreported or misreported in household surveys. While the SIPP may have better-
reported income data than the CPS, under-reporting remains a problem. *? Also, assets are
not included in the experimenta poverty measure shown here. Another version of the
experimental measures could be used that takes account of the flow of services from
home equity, or imputed rent.

One conceivable problem with the specification is the often found positive
relationship between receipt of benefits, such as food stamps, and the report of
insufficiency. Due to selection bias, food insufficiency is almost always positively
associated with receipt of food stamps (see Winicki, Joliffe, and Gundersen, 2002). Since
the experimental measure includes a cash value for food stamps, as well as other near
cash benefits in income, this selection bias could be at work in our specification and
thereby biasing the association with hardship and the experimental measure.

A measure of receipt of means-tested benefits is not included in the model
because cash benefits are included in both income measures and near-money benefits are
valued in the experimental poverty measure. However, including an indicator of food
stamp receipt in the model with officia poverty resulted in a positive coefficient for food
stamps, suggesting that receipt of food stamps ‘increases’ the likelihood of material

hardship. The value of food stamps and other benefits, accounted for in the experimental

12 5ee Roemer (2000) for a detailed discussion of the quality of SIPP income data.
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measure, may have the effect of reducing the statistical association between experimental
poverty and material hardship.

Earlier studies of material hardship have shown that families receiving welfare
benefits are more likely than those classified as officially poor to exhibit material
hardship (Short and Shea, 1995). Since the experimental measure includes near money
benefits as income, families who are receiving benefits from multiple programs may no
longer be classified as in poverty. If these are families who report material hardship, then
this is the expected result.

Nevertheless, it is interesting to speculate about the complex interrelationships of
these various indicators. Since the experimental measure takes account of some
potentialy large expenditures, such as medical expenses, taxes, and work-related
expenses, it is potentially more likely to capture short-term difficulty that is often handled
by families with borrowing. Furthermore, the ability to borrow money can be an
increasing function of income but also varies across demographic subgroups. For those
who can borrow, low current income of atemporary nature is less likely to be associated
with reports of material hardship. Thus, borrowing or debt is an important mediating

factor between low current income and materia hardship.

Conclusions

The results presented here lead to reiteration of the notion that economic hardship
takes many forms that are not necessarily captured by any one measure. The elderly can
have very low income and still report material satisfaction. High-income families with

many members and large experses can have difficulty making ends meet. Some may
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borrow excessively to get over difficult times and thus report both high incomes and
difficulty meeting expenses. Others, less able to borrow, are more likely to suffer and
report material hardship when incomes are low. It is clear that all of these dimensions are
important and somewhat independent and contribute to our understanding of economic
well-being as awhole.

The experimental poverty measure appears to describe a population that looks
more like that described by material hardship than the official poverty measure. Further,
the experimental poverty measures appear to look more like ‘financial’ difficulty rather
than ‘material’ difficulty. However, the differences are small between the two income
poverty measures when included in a multivariate analysis. While addressing a good
number of the criticisms aimed at the current official measure, it appears that
experimental income poverty, like official income poverty, does not describe the same
group of people in need, as a measure of material hardship does.

There are many additional analyses that should be performed on this topic
including estimating different specifications of the model or constructing different
hardship indexes that include different sets of items. Measuring experimental poverty
contemporaneously with material hardship is an important next step. While assets and
debts clearly play arolein economic well-being and distress, it is not well defined at this
point how that role is best captured in these statistics, or if that is, indeed, yet another
dimension of well-being that deserves its own measure.

This analysis does contribute to the growing understanding that income measures
cannot just be fixed to tell us about material hardship, and that material hardship is

something different and worthy of measurement in its own right. To that end, it might be
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useful to ensure that the questions on material hardship in the SIPP capture enforced
deprivation rather than just absence of items. Should this be done we could perhaps more
fully explore the relationship between income poverty and material hardship in the U.S.

As has been noted by others, an income poverty measure is a convenient tool to
be used by researchers and policy makers to understand who in a population experiences
difficulties and how to aleviate need. If the difference between materia hardship and
income poverty, or financial difficulty and income poverty, is understood more fully,
then measuring income poverty alone becomes a tool that can be interpreted more

appropriately and used more wisely to address the needs of the disadvantaged.
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Table 1: Poverty rates of groups by characteristics of people using different measures

Number(000)
Percent
Age
Children (<18)
Adults, 18-64
Elderly, 65+
Race/Ethnicity
White
Black
Hispanic
Family Type
Married-couple
Male headed (unmarried)
Femade-headed (unmarried)
Number of workers
No workers
One or more workers
Region
Northeast
Midwest
South
West
Residence
Metropolitan Area
Nonmetropolitan area

Officia MSl Depriv. Debt

28,260 27,220 19,580 38,540
121 117 8.4 16.5
18.7 14.2 112 204
9.7 105 8.4 16.9
9.6 119 1.8 5.6
9.6 105 7.6 171
27.0 180 134 109
27.0 258 15.2 17.0
6.5 7.1 6.4 185
141 17.6 10.8 130
28.8 234 137 119
34.6 284 7.8 6.8
8.9 9.3 8.5 179
10.7 121 7.1 15.2
9.7 8.4 7.0 144
14.0 120 9.3 14.3
131 145 9.6 237
116 119 8.2 175
144 10.7 9.4 124

Source: Authors calculations of 1996 SIPP.

Cant meet
34,960
15.0

21.0
14.2
5.4

13.3
265
222

119
15.2
24.6

14.8
15.0

14.3
14.5
151
16.1

14.7
16.0
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Table 2: Composition of groups by characteristics of people using different measures

Number(000)
Percent
Age
Children (<18)
Adults, 18-64
Elderly, 65+
Race/Ethnicity
White
Black
Hispanic
Family Type
Married-couple
Femae-headed (unmarried)
Number of workers
No workers
One or more workers
Region
Northeest
Midwest
South
West
Residence
Metropolitan Area
Nonmetropolitan area

Source: Authors calculations of 1996 SIPP.

Total
233,400
100.0

26.6
61.7
11.7

83.2
12.3
112

68.5
21.7

12.6
87.4

19.6
24.4
34.3
21.7

80.9
191

Official
28,260
100.0

41.2
49.6
9.3

66.2
274
249

36.9
51.7

35.9
64.1

17.3
19.6
39.6
235

77.3
22.7

MSI Depriv Debt
27,220 19,580 38,540
1000 100.0 100.0
324 35.6 32.8
55.6 61.8 63.2
120 25 4.0
74.6 75.5 86.2
19.0 19.7 8.1
24.7 20.3 115
415 51.8 76.7
437 35.6 15.7
30.6 117 5.2
69.4 838.3 94.8
20.3 16.5 18.0
175 20.4 21.2
35.3 38.1 29.7
26.9 24.9 312
82.6 78.7 85.7
174 21.3 14.3

Cant meet
34,960
100.0

374
58.4
4.2

74.0
218
16.6

54.4
35.7

12.4
87.6

18.7
235
345
234

79.6
204
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Table 3: Logistic regression results for various indicators of hardship

Intercept
Poor
Age
Age?
Northeast
Midwest
West

City

Married
Family size
Famsize?
Children
Health
Hispanic
Worker
White
Assets
College educ

Chi-square

Material hardship
Official

-2.9872*
0.8629*
0.0646*

-0.0010*
-0.1135
-0.1409
0.0434
-0.2399*
-0.6242*
-0.0179

-0.0036
0.0781
0.7832*
0.2779*
0.5012*

-0.0695

-0.3559*

-0.3738*

2061

Experimental

-2.7162*
0.7812*
0.0661*

-0.0010*
-0.1331
-0.1319
0.0187
-0.2836*
-0.6314*
-0.0326

-0.0044
0.1445*
0.8034*
0.2666*
0.3180*

-0.1291

-0.3684*

-0.4162*

2060

Cannot Meet Expenses
Officia  Experimental
-2.3128* -2.089¢*
0.6377* 0.520z*
0.0440* 0.045¢&*
-0.0007 * -0.0007*
0.1296 0.117C
0.1065 0.1112
0.0922 0.075¢
-0.1645* -0.194:*
-0.6444* -0.6607*
0.1830* 0.1724*
-0.0288* -0.0291*
0.2357* 0.278z*
0.7995* 0.814z*
0.1205 0.1231
0.1866 0.0411
-0.2648* -0.3072*
-0.3081* -0.3171*
-0.2387* -0.271€*
2640 260¢

-4.2153*
0.4802*
0.0878*

-0.0011*
-0.0874
-0.0927
0.4805*
0.2661*
0.4049*
-0.0962

0.0001
0.1484*
-0.0463
-0.2623*
0.1714
0.2756*
0.0053
0.3652*

1355

* indicates statistical significance at the .05 level, incorporating a design effect of 2.23.

Authors calculations of the 1996 SIPP panel.

High debt-to-income

Official Experimental

-4.3159*
0.6999*
0.0908*

-0.0012*
-0.0996
-0.0861
0.4682*
0.2540*
0.4399*
-0.0965

0.0000
0.1600*
-0.0622
-0.2988*
0.1630
0.2598*
0.0057
0.3670*

1464



