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Preface

Economic growth and a rising stock market in the 1990s gave the impres-
sion that everyone was accumulating wealth and asset poverty rates were
declining. The impression was supported by the official, income-based
poverty measure, which exhibited a sharp decline. According to Senior
Scholar Edward N. Wolff and Research Scholar Asena Caner, poverty
measures should include wealth as well as income. Their study of asset
poverty in the United States between 1984 and 1999 focuses on the lower
end of the wealth distribution and shows that asset poverty rates did not
decline during the period studied, and that the severity of poverty
increased. It also shows that asset poverty is much more persistent than
income poverty.

The authors’ approach is believed to be the first thorough analysis of
the level and determinants of and trends in asset poverty. They derive their
asset poverty rates from the databases of the Panel Study of Income
Dynamics and the Survey of Consumer Finances and find that their rates
are, on average, from two to four times higher than the official poverty
rates for almost all groups. They also conclude that the official poverty rate
follows the U.S. business cycle, while their asset poverty rates appear to
move countercyclically.

The authors focus on two wealth measures: net worth and net worth
minus home equity (NW-HE). They find that the mean value of house-
hold wealth increased steadily over the 1984—99 period, but that there was
a skewed progression in favor of the upper percentiles, as the poorest 10
percent of the U.S. population in 1984 continued to increase its debt.
According to the NW-HE measure, the poor had negative wealth in 1999.

The authors find striking differences in the asset poverty rate by racial
group, with nonwhites more than twice as likely as whites to be asset poor.

Their poverty gap ratio was also much higher, and the persistence of asset
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poverty among nonwhites increased over time. Among different family types,
the highest poverty rate was associated with nonelderly female-headed
families with children, followed by families with children and single elderly.

After accounting for compositional changes in the U.S. population,
such as immigration and aging, the authors find that changes in age, edu-
cation, and homeownership had some effect on the overall poverty rate.
During the 1984-99 period, increasing poverty in the younger groups kept
the overall poverty rate at approximately 26 percent. They also find the
asset poor more likely to be younger, nonwhite, nonelderly with children,
female-headed households with children, renters, or less educated.

Another unique aspect of the study is that the authors investigate the
correlation between movements in and out of asset poverty with major
lifetime events. Marriage, for example, has been a way out of net worth
poverty and its effect increases over time. Changes in job status, marital
status, homeownership, and business ownership status are correlated with
the transition probabilities of moving in or out of asset poverty.

Some of the results outlined in this brief are consistent with the find-
ings of the Levy Institute Measure of Economic Well-Being: the racial gap
is not diminishing over time, and the homeowner-to-renter asset poverty
gap persists. The authors recommend that poverty reduction policy in the
United States should provide incentives for the poor to accumulate assets.

As always, [ welcome your comments.

Dimitri B. Papadimitriou, President
March 2004
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Asset Poverty
in the United States

Introduction

The U.S. poverty measure is an important indicator that influences public
awareness of well-being, as well as public policies and programs. Income
has been the main focus of poverty measurement, and income maintenance
has been the primary goal of public policies designed to alleviate poverty.
However, using income as the basis to measure and alleviate poverty
ignores the importance of wealth.

Wealth is central to a household’s economic security. Assets provide
liquidity in times of economic hardship and can be used to pay for further
education, to buy a house, or to maintain a decent standard of living after
retirement. Owner-occupied housing, moreover, is an important part of
household wealth, as it provides services and frees up resources that would
otherwise be spent on rent. People without assets are forced to live from
one paycheck to the next, require assistance when their income flow is
interrupted, and are discouraged from actively seeking a better life (e.g.,
moving to a better neighborhood, looking for a more desirable job).

In this brief we study the characteristics of households that lack
enough savings to sustain them during a period of economic hardship.'
We define an asset poverty measure whereby a household is considered to
be asset poor if it does not have enough wealth to meet its basic needs for
a limited period of time. The size and severity of asset poverty in the
United States is estimated using data from the Panel Study of Income
Dynamics (PSID). Our approach is novel, since it is the first thorough
analysis of the level and determinants of and trends in asset poverty. We
find that, contrary to a sharp decline in the official measure of poverty,
which is based on income, the asset poverty rate barely changed over the
1984-99 period and the severity of poverty increased, despite economic

growth and a booming stock market.
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This brief begins with a literature review followed by a definition and
estimates of asset poverty. We then analyze the effects of compositional
changes on the overall asset poverty rate. Comparisons are subsequently
made between the asset poverty rates we derived from the PSID and the
Survey of Consumer Finances (SCF), and between these rates and the offi-
cial rates. We study the differences between household and individual asset
poverty rates, the characteristics of poor households, the trends and per-
sistence of asset poverty, and the role of major lifetime events affecting

transitions in and out of asset poverty.

Background

Wealth is a source of consumption, since it can be converted into cash in
times of economic stress and provides consumption services, such as
owner-occupied housing. Many economists and other social scientists
have cited the importance of wealth as an indicator of well-being and sta-
tus in society. Their studies have shown that wealth is more unevenly dis-
tributed than income and that wealth inequality rose during the 1990s, as
the upper deciles of the population experienced the largest gains in wealth
(Oliver and Shapiro 1990, Wolff 2001). Wolff deduced that, “it is not sur-
prising that the fraying of the private safety net . . . has led to a growing
sense of economic insecurity in the country.” These findings are striking,
since economic growth and a rising stock market gave the false impression
that everyone was accumulating wealth.

Another area of research is the racial wealth gap (Conley 1999,
Gittleman and Wolff 2000). Conley found that the racial disparities in edu-
cation, welfare receipts, and out-of-wedlock childbirth that persisted even
after controlling for income could be explained when parental wealth and
socioeconomic status were taken into account. Gittleman and Wolff found
that raising African American family incomes and saving rates to levels
associated with whites would only slightly narrow the racial wealth gap, so
they are dubious about the effectiveness of corresponding policy proposals.

Sherraden (1991, 2001) proposed the idea of “welfare based on assets,”
which emphasized the role of institutions in saving. The mechanisms of
asset accumulation in the United States (e.g., home mortgage interest

deductions, 401(k)s, individual retirement accounts, and education savings
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accounts) benefit the rich more, simply because the poor do not employ
them. Moreover, policies operating via tax benefits do not help the poor.
Sherraden sees a need, therefore, for new asset-based programs designed
with the poor in mind, such as Individual Development Accounts (IDAs),
which are savings deposits that are matched by private or public sources.

Some researchers have suggested adding wealth to income when
measuring poverty (e.g., Weisbrod and Hansen 1968, Moon 1977, Crystal
and Shea 1990, and Rendall and Speare 1993). Using an income—net worth
measure rather than an income measure, they found differences in the
incidence and characteristics of poverty, including a lower incidence of
poverty, a younger distribution of poor households, and more minority
households that are poor. Ruggles and Williams (1989) and Ruggles (1990)
found that, after accounting for asset holdings, over 60 percent of house-
holds remained in poverty, half of the elderly were eliminated from poverty,
and there was an increase in the average duration of poverty.

In this brief we follow the approach used by Haveman and Wolft (2001)
to define asset poverty, since we are interested in estimating the population
that would be unable to sustain consumption at or above the poverty level
due, mainly, to a loss of income. We extend the Haveman and Wolff
approach using data from the PSID, which is a better data source for the
low-income population than the SCF (used in the referenced study).” We
also perform regression analyses and study the persistence and transitions

of asset poverty.

The Definition of Asset Poverty

We adopt the definition of asset poverty in Haveman and Wolff (2001): A
household or person is “asset-poor” if the access they have to “wealth-type
resources” is insufficient for them to meet their “basic needs” for a limited
“period of time.” We specify basic needs, period of time, and wealth-type
resources in the spirit of the Haveman and Wolff study.

We use three alternative wealth measures to specify basic needs: (1) net
worth (NW), which includes the current value of all marketable assets less
the current value of all debts; (2) net worth minus home equity (NW-HE),
which includes all items in NW, except for home equity; and (3) liquid

wealth (LIQ), which measures the value of cash and other kinds of easily
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monetized assets (see Appendix for a description of the wealth data in
the PSID).

Period of time is set somewhat arbitrarily, but reasonably, at three
months.’ This is the time period that we require for households to survive
on their own by spending down their wealth. We use poverty thresholds
that were recently proposed by a National Academy of Sciences panel.
These thresholds were set for a reference family of two adults and two chil-
dren using data from the Consumer Expenditure Survey and were cor-
rected for family size and structure using a three-parameter equivalence
scale. The reference family threshold is $15,998 (in 1997 dollars). We also
adjust the thresholds for inflation using the CPI-U series (all urban con-
sumers, city average, all items, yearly average) published by the Bureau of
Labor Statistics, U.S. Department of Labor.

The reference family asset poverty threshold in current dollars was
$2,589 in 1984, $3,089 in 1989, $3,693 in 1994, and $4,151 in 1999. Asset
poverty was estimated using a headcount index and poverty gap ratio that
were introduced by Foster, Greer, and Thorbecke (1984). The headcount
index gives 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 poverty gap ratio measures the per capita wealth that would
have to be transferred to asset-poor households (as a percentage of the
poverty line) in order to bring the asset-poor households to the asset

poverty line.

Asset Poverty in the United States, 1984 to 1999

The Evolution of Wealth

Tables 1A and 1B describe the mean and selected percentiles of the NW,
NW-HE, and LIQ measures during the 1984-99 period (in 1999 dollars).
The mean value of household wealth increased steadily, although at differ-
ent growth rates for the various measures. The median net worth (50th
percentile) increased from $43,000 to $56,500, or 31.5 percent. The 25th
percentile increased slightly (from $1,600 to $2,000), but the 95th per-
centile increased from $483,100 to $799,000, or 61.2 percent. The lower
tail of the net worth distribution did not increase as fast as the upper tail,

so there was a skewed progression in favor of the upper percentiles. In con-
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Table 1A Wealth Measures, 1984-99

Mean (thousands of 1999 dollars)

% Change

1984 1989 1994 1999 1984-89 | 1989-94 1994-99
NwW 127.9 162.6 168.7 217.1 27.1 3.8 28.7
NW-HE 81.9 107.5 116.0 158.7 31.3 7.9 36.8
LIQ 36.3 49.3 68.8 72.5 35.7 39.5 5.5

Note: Data based on four weighted, cross-sectional snapshots of households in each year.
Source: Authors’ calculations from PSID surveys.

Table 1B Wealth Measures by Percentile, 1984-99

(Thousands of 1999 dollars) % Change
Percentile 1984 1989 1994 1999 1984-99
NW 10 -0.4 -1.1 -1.7 -1.8 -
25 1.6 1.3 2.0 2.0 25.0
50 43.0 41.7 50.7 56.5 31.5
75 132.3 152.5 167.7 195.0 47.4
95 483.1 585.0 664.2 779.0 61.2
NW-HE 10 -1.6 -3.2 -5.1 -5.0 -
25 0.0 0.0 0.0 0.0 0.0
50 7.2 8.5 11.3 12.0 66.2
75 57.7 67.2 84.4 100.0 73.3
95 352.8 399.0 495.3 621.0 76.0
LIQ 10 0.0 0.0 0.0 0.0 0.0
25 0.5 0.5 0.6 0.5 4.2
50 5.6 6.7 9.0 6.0 7.0
75 28.9 39.0 56.3 40.5 40.3
95 163.6 201.5 298.3 289.0 76.7

Note: Based on four weighted, cross-sectional snapshots of households in each year.
Source: Authors’ calculations from PSID surveys.

trast, the poorest 10 percent of the American population was in debt in

1984, and their debt continued to increase between 1984 and 1999.

The rise in liquid assets was also highly skewed in favor of the upper tail
of the wealth distribution. The median increased from $5,600 in 1984 to
$9,000 in 1994, before declining to $6,000 in 1999 (a 7.0 percent increase over

the period). In contrast, the 95th percentile increased 76.7 percent.
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Changes in Asset Poverty

Table 2A shows our estimates of the headcount index of asset poverty for
U.S. households. According to the NW measure, almost 26 percent of
households were asset poor in 1999, while 40 percent and 42 percent
were asset poor according to the NW-HE and LIQ measures, respectively.
According to our calculations, more than 46 percent of households had
less than $5,000 worth of liquid assets to cushion adverse shocks. We note
that there seems to be almost no change in the overall asset poverty rates
during the 1984-99 period.

Table 2A Overall Household Asset
Poverty Rates (Headcount Index)

1984 1989 1994 1999

Nw 26.4 27.1 26.1 25.9
NW-HE  41.7 41.3 40.5 40.1
LIQ 41.8 38.9 37.8 41.7

Source: Authors’ calculations from PSID surveys.

The NW measure yields the lowest estimate of asset poverty, as it
is the most inclusive measure of wealth. The poverty rate increases by almost
15 percentage points when home equity is excluded. This is consistent with
the fact that home equity is the most widely held asset and, therefore, an
important part of household wealth in the United States. It is interesting that
the NW-HE and LIQ estimates are close. This occurs because only a small
percentage of households own illiquid assets (e.g., real estate, business assets)
apart from their primary residence. We focus, therefore, on the NW and
NW-HE poverty measures in subsequent sections of this brief.

The stability of the headcount index gives the false impression that the
recession of the early 1990s had no adverse effect on asset-poor house-
holds. The large increase in the poverty gap ratio between 1989 and 1994,
as shown in Table 2B, suggests, however, that the recession was harsh on
almost a quarter of the population, since the average asset-poor household
seems to have lost assets. Moreover, contrary to popular belief, asset poverty

rates did not go down during the economic expansion of the late 1990s.
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NW and NW-HE poverty rates stayed the same, while the LIQ poverty rate
increased from 37.8 percent in 1994 to 41.7 percent in 1999. In contrast to
the asset poverty rates, the NW and NW-HE poverty gap ratios fell,
although the NW-HE gap ratio stayed above 100 percent in 1999. In terms
of volatility, the LIQ poverty gap ratio was quite stable during the 1984-99
period (ranging from 31 to 33 percent), while the NW and NW-HE ratios

were quite volatile (ranging from 62 to 113 percent).

Table 2B Overall Household Poverty
Gap Ratios (P1 indices)

1984 1989 1994 1999

NwW 61.5 75.7 89.4 82.3
NW-HE 85.0 93.7 112.8 108.7
LIQ 33.3 30.7 30.8 32.3

Source: Authors’ calculations from PSID surveys.

Our estimates of asset ownership rates and asset holdings of poor house-
holds imply that there was a noticeable increase in indebtedness from the 1980s
to the 1990s. Mortgage and nonmortgage debt jumped substantially and
exceeded asset holdings. According to the NW-HE wealth measure, the poor had
negative wealth in 1999—nonmortgage debt of $6,999, combined with busi-
ness ($177), real estate ($82), and checking and saving accounts ($1,099).

The Structure of Asset Poverty, by Group

Tables 3 and 4 present asset poverty rates and the poverty gap ratios for
various demographic groups. Households are classified according to the
race, age, and education level of the head of household, as well as by hous-
ing tenure and family type.

We find striking differences in the asset poverty rate by racial group,
regardless of the wealth measure. Nonwhites are more than twice as likely
as whites to be asset poor, and their poverty gap ratio is much higher. By
the NW measure, whites experienced a small decline in the asset poverty

rate (21 to 19 percent), while the nonwhite rate declined from 52 percent in

The Levy Economics Institute of Bard College 13



Table 3 Asset Poverty Rates, by Group

Percent Percentage Point Change
1984 1989 1994 1999 1984-89 1989-94 1994-99 1984-99

A. Total

NwW 264 27.1 261 259 0.7 -1.0 -0.2 -0.5

NW-HE 41.7 413 405 40.1 -0.3 -0.8 -0.4 -1.5
B. Race/Ethnicity

White

NwW 214 221 219 19.0 0.8 -0.2 -2.9 -2.4

NW-HE 355 353 354 318 -0.2 0.1 -3.6 -3.7

Nonwhite

NwW 52.3 48.8 47.7 50.0 -3.5 -1.1 2.3 -2.4

NW-HE 73.7 677 66.8 69.3 -6.0 -0.9 2.5 -4.4
C. Age Groups

Ages <25

NW 722 772 709 79.6 4.9 -6.3 8.7 7.3

NW-HE 79.0 849 86.7 87.7 5.9 1.8 0.9 8.7

Ages 25-34

NW 43.1 425 387 440 -0.6 -3.9 5.3 0.9

NW-HE 59.4 59.7 543 65.1 0.2 -5.4 10.7 5.6

Ages 35-49

NW 169 166 17.1 226 -0.3 0.4 5.6 5.7

NW-HE 36.7 37.7 352 402 1.1 -2.5 5.0 3.5

Ages 50-61

NW 11.7 8.7 102 9.5 -3.1 1.5 -0.7 -2.3

NW-HE 274 238 238 249 -3.6 0.0 1.1 -2.5

Ages 62—-69

NW 114 93 91 111 -2.1 -0.2 2.0 -0.3

NW-HE 219 223 225 232 0.4 0.2 0.7 1.3

Ages 70+

NW 119 125 166 112 0.6 4.1 -5.4 -0.7

NW-HE 254 25.0 31.8 22.7 -0.4 6.9 -9.1 -2.7
D. Education

<High School

NwW 33.6 30.0 308 343 -3.6 0.8 3.5 0.7

NW-HE 54.7 50.5 55.0 58.1 -4.2 4.5 3.1 3.4

High School

NwW 27.1 224 239 182 -4.7 1.5 -5.6 -8.8

NW-HE 428 391 425 354 -3.7 3.4 -7.2 -7.4

Some College

NwW 24.6 16.6 18.6 18.8 -7.9 1.9 0.3 -5.8

NW-HE 37.7 32.0 31.0 313 -5.7 -1.0 0.3 -6.4

College Graduate

NwW 15.2 8.9 9.2 8.8 -6.3 0.4 -0.5 -6.4

NW-HE 225 192 175 16.6 -3.3 -1.8 -0.8 -5.8
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Table 3 Asset Poverty Rates, by Group (continued)

Percent Percentage Point Change
1984 1989 1994 1999 | 1984-89 1989-94 1994-99 1984-99
E. Housing Tenure
Homeowner
NW 2.4 3.5 5.6 5.9 1.2 2.1 0.3 3.5
NW-HE 27.8 264 269 26.1 -1.5 0.5 -0.8 -1.8
Renter
NW 62.4 64.0 66.0 66.3 1.6 2.0 0.3 3.9
NW-HE 62.4 64.0 66.0 66.3 1.6 2.0 0.3 39
F. Family Type

<65 yrs, Married,

Children
NW 19.6 202 21.3 199 0.6 1.1 -1.4 0.3
NW-HE 447 42.1 40.0 40.7 -2.6 -2.1 0.6 -4.0
<65 yrs, Married,

No Children
NW 10.7 10.5 13.1 14.7 -0.3 2.6 1.6 4.0
NW-HE 23.1 234 26.8 274 0.2 3.4 0.6 43
<65 yrs, Female

Head, Children
NW 67.4 62.7 60.9 58.5 -4.7 -1.8 -2.3 -8.9
NW-HE 82.8 79.1 77.0 73.7 -3.7 -2.0 -3.3 -9.0
65+ yrs, Married
NW 6.4 46 47 3.1 -1.8 0.1 -1.6 -3.3
NW-HE 186 17.1 17.6 13.2 -1.6 0.5 -4.4 -5.5
65+ yrs,

Female Head
NW 159 17.7 239 183 1.8 6.2 -5.5 2.4
NW-HE 29.3 32.0 40.8 32.9 2.7 8.8 -7.9 3.6
65+ yrs,

Male Head
NW 15.8 16.7 20.6 21.6 1.0 3.9 0.9 5.8
NW-HE 234 225 33.8 28.9 -0.9 11.2 -4.9 5.5

Source: Authors’ calculations from PSID surveys.

1984 to 48 percent in 1994, before increasing to 50 percent in 1999. A
similar pattern describes the NW-HE measure: the poverty gap ratio is more
severe among nonwhites and greatly exceeds 100 percent through the period.

We find that, although there is no apparent common trend before
1994, the 1994-99 period shows an increase in asset poverty rates for most
age groups (except those older than 62). With the exception of the oldest
group, the poverty gap rose continuously during the 1984-99 period,

rising at the steepest rate for the under-25 group and remaining above 100
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Table 4 Poverty Gap Ratio, by Group

Nw NW-HE
1984 1989 1994 1999 1984 1989 1994 1999

Total 61.5 75.7 89.4 82.3 85.0 93.7 112.8 108.7
Race/Ethnicity
White 54.8 72.8 85.8 80.2 76.5 87.4 108.8 104.3
Nonwhite 96.5 88.3 107.6 89.7 129.0 121.2 133.6 1243
Age Groups
Ages <25 136.0 175.0 139.4  375.8 1429 185.1 162.0 387.1
Ages 25-34 106.0 137.8 150.1 175.3 129.8  148.7 181.2  207.5
Ages 35-49 64.2 74.5 89.2 78.9 103.0 102.4 120.2 107.3
Ages 50—-61 18.0 24.3 49.0 51.9 43.7 56.5 81.0 86.2
Ages 62-69 16.6 16.5 20.7 28.9 28.2 31.5 41.6 51.3
Ages 70 + 11.9 25.4 63.3 14.6 23.0 26.1 40.9 26.1
Education
<High School 42.9 62.0 68.4 87.5 68.8 88.4 100.8 114.5
High School 52.8 55.9 75.9 68.2 72.2 749 1019 89.6
Some College 72.7  106.9 104.4 108.0 101.8 121.7 1359 1323
College Graduate 97.5 93.3 111.7 74.3 119.6 102.4 117.6  107.5
Housing Tenure
Homeowner 17.8 25.9 37.0 26.5 56.9 55.5 72.8 65.7
Renter 127.2 153.1 189.0 1974 127.2 153.1 189.0 197.4
Family Type
<65 yrs, Married,

Children 60.0 78.5 74.0 58.8 100.6  103.9 103.9 91.0
<65 yrs, Married,

No Children 40.2 38.2 76.7 63.2 64.0 66.2 114.8 90.0
<65 yrs, Female

Head, Children  98.1 104.6 109.7 145.4 120.2  129.0 133.6 176.5
65+ yrs, Married 8.8 27.4 67.8 6.7 22.0 19.5 29.2 19.9
65+ yrs, Female

Head 14.1 19.2 27.8 27.7 27.5 34.6 48.4 42.7
65+ yrs, Male

Head 22.0 15.4 35.2 52.4 22.1 20.2 52.3 65.0

Source: Authors’ calculations from PSID surveys.

percent for the 34-and-under age groups. The asset poverty indices gener-

ally decrease with age. The poverty gap ratios for household heads who are

34 and under are much greater than 100 percent, since they have, on aver-

age, negative wealth.

Asset poverty rates decrease with higher education levels, and there is

a striking difference between high school dropouts and high school grad-

uates, as well as between college dropouts and college graduates. All groups

experienced declining rates during the 1984—89 period, with mixed results
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thereafter. With the exception of household heads with less than a high
school diploma, there was a reduction in asset poverty throughout the
1984-99 period. Among college graduates, asset poverty rates were reduced
by almost half, according to the NW measure, and poverty gap ratios declined
according to both measures, but stayed above 100 percent throughout the
period, according to the NW-HE measure. In contrast, the poverty gap
ratio doubled for the least educated group.

The most striking observation in terms of housing tenure is the huge
and persistent gap in asset poverty rates between homeowners and renters,
although there is no distinct difference between the two groups in terms of
changes in asset poverty rates. Homeowners are much wealthier than
renters, even after excluding home equity, since asset poverty rates among
renters are more than twice as high as homeowners (66 percent versus 26
percent). Furthermore, the severity of asset poverty among renters is much
worse than homeowners, as asset-poor renters have negative wealth, on
average. This observation mirrors the difference in poverty gap ratios.
According to the NW and NW-HE measures, the poverty gap ratios among
homeowners were approximately 25 percent and 60 percent, respectively
(with the exception of 1994), while the ratio for renters greatly exceeded
100 percent at all times and was close to 200 percent in 1999.

The most significant result related to asset poverty rates by family type
in Table 3 is that nonelderly female-headed families with children have the
highest rate of asset poverty, although the rates declined over time. Table 4,
however, shows another side of the story—the poverty gap increased. This
result is expected, considering the high unemployment rate among single
mothers and their dependency on government assistance, and the high
living expenses for families with children. In 1984 this group held almost
no wealth, according to the NW measure, and after 1989, its wealth turned
negative. The poverty gap ratio was almost always greater than 100 percent
and it increased to 177 percent by 1999, according to the NW-HE measure.

The second-highest rate of asset poverty is for families with children.
However, this group is about half as likely to be asset poor when both parents
are present than when the father is absent. The lowest asset poverty rate by
family type is associated with elderly married couples.

Changes in asset poverty rates show that the elderly group is not

homogenous. Marriage, apparently, is an important factor that determines
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the level and trend in asset poverty. Between 1984 and 1999, asset poverty
rates decreased among the married elderly and increased among the unmar-

ried elderly. A similar picture emerges with regard to the poverty gap ratios.

The Effects of Changes in Population Composition

on Asset Poverty Rates

The U.S. population experienced some striking compositional changes
during the 1984-99 period, due to such factors as immigration and aging.
We now analyze how the changes in population shares and in asset poverty
rates within groups interacted to keep the asset poverty rates the same.

We decompose the change in the NW poverty measure using a shift-
share analysis for five categories: race/ethnicity, age, education, housing
tenure, and family type. To estimate hypothetical asset poverty rates, we
keep the group poverty rates constant at their 1984 levels and make adjust-
ments for changes in composition. This technique disaggregates the total
change into changes in NW poverty rates of various groups and their
changing share of the total population. Researchers using this technique
usually find that compositional factors have only a modest impact (e.g.,
Danziger and Gottschalk 1995, Freeman 2001).

Our estimates of hypothetical poverty rates compared to the actual
NW poverty rates (Table 5) suggest that changes in race/ethnicity and fam-
ily type had a negligible effect on the overall poverty rate. Changes in age,
education, and housing tenure, however, had some effect. The aging U.S.
population, combined with decreasing poverty rates among older groups,
would have pulled the NW poverty rate down to 20.3 percent in 1999, but
increasing poverty in the younger groups kept the overall poverty rate at
25.9 percent. Similarly, the increase in homeownership would have reduced
the overall poverty rate to 22.0 percent in 1999, but it was counterbalanced
by an increase in poverty rates for renters and homeowners alike after
1984. The effect of higher education is smaller, since it would have lowered
the overall poverty rate to 24.9 percent, which is close to the actual NW

poverty rate.
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Table 5 Effect of Changes in Population Composition on Asset
Poverty Rates: Hypothetical and Actual NW Poverty Rates

Hypothetical NW poverty rates

Categories 1984 1989 1994 1999
Race/Ethnicity of the Head 26.4 27.0 26.2 26.3
Age of the Head 26.4 24.7 23.2 20.3
Education of the Head 26.4 25.8 249 24.9
Housing Tenure 26.4 25.9 23.0 22.0
Family Type 26.4 26.9 25.0 25.5
Actual NW poverty rates 26.4 27.1 26.1 25.9

Source: Authors’ calculations from PSID surveys.

A Comparison of PSID and SCF Asset Poverty Rates

Haveman and Wolft (2001) computed comparable asset poverty rates using
the SCE. The SCF is different from the PSID in two main aspects: (1) it
oversamples the rich and, therefore, potentially wealthy households; and
(2) it provides a more detailed picture of assets and debts. By including
information on the current value of pension plans, the SCF yields a more
inclusive measure of wealth than the PSID.

Since the SCF oversamples high-income households and collects infor-
mation on pension wealth, its asset poverty rates are expected to be lower
than those using the PSID. As shown in Table 6, this is generally true. We
note that in 1989, an overlapping year in the time series of the two data-
bases, the poverty rates by demographic group are generally lower using
the SCF database.

According to the SCF data, the overall NW poverty rate rose by 2.3 per-
centage points between 1983 and 1989, and by 0.8 percentage points between
1989 and 1998—a total increase of 3.1 percentage points over 15 years. In
contrast, using PSID data, the poverty rate increased by 0.7 percentage points
between 1984 and 1989, and subsequently declined 1.2 percentage points for
anet decline of 0.5 percentage points. The NW-HE poverty rate shows virtu-
ally no change during the period, according to the SCF data, whereas the
poverty rate fell by 1.5 percentage points, according to the PSID data.

The results also differ by demographic characteristics. The SCF data

set indicates a significant increase in the NW poverty rate among whites
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(3.4 percentage points between 1983 and 1998), whereas the PSID data
show a decline (2.4 percentage points between 1984 and 1999). In contrast,
the PSID results show virtually no change in the NW poverty rate among
nonwhites (a 1984-89 decline matched by a 1989-99 increase), whereas
the SCF results indicate a 2.1 percentage-point decline among blacks and
Hispanics (a sharp increase in poverty of 6.2 percent from 1983 to 1989,
followed by a steeper decline of 8.3 percent from 1989 to 1998).

While the SCF shows increases in NW poverty rates for all age groups
(among the two youngest groups, in particular), the PSID shows increases
among the three youngest groups, but either no change or a decline among

the three oldest groups. Both surveys suggest a substantial rise in NW

Table 6 Asset Poverty Rates Using the Survey of
Consumer Finances (SCF)

NwW NW-HE

1983 1989 1998 1983 1989 1998
Total 22.4 24.7 25.5 36.7 37.3 36.8
Race/Ethnicity
White 17.1 16.6 20.5 30.0 26.7 30.8
Black/Hispanic 47.4 53.6 45.3 69.9 74.7 60.5
Age Groups
Ages <25 55.6 70.1 70.7 63.0 73.9 75.3
Ages 25-34 36.3 42.7 46.8 51.4 54.1 59.8
Ages 35-49 17.7 22.1 23.5 36.2 35.0 33.8
Ages 50-61 13.8 11.2 15.0 27.8 27.6 27.4
Ages 62+ 9.9 13.1 11.0 21.9 25.6 22.9
Education
<High School 29.8 32.3 40.2 50.0 48.2 58.7
High School 20.9 25.4 26.5 36.1 36.6 39.6
Some College 25.5 19.2 24.5 37.8 32.7 34.8
College Graduate 11.3 9.6 15.3 19.3 15.3 20.8
Housing Tenure
Homeowner 3.6 3.3 6.4 26.5 23.5 23.5
Renter 54.8 60.8 63.0 54.8 60.7 63.0
Family Type
<65 yrs, Married, Children 21.6 21.3 25.3 42.2 36.8 39.3
<65 yrs, Married, No Children | 12.9 13.5 19.0 25.0 25.4 28.9
<65 yrs, Female Head, Children| 48.1 63.0 53.7 67.0 77.2 64.4
65+ yrs, Married 5.5 5.7 4.0 16.3 16.4 12.8
65+ yrs, Female Head 15.3 16.8 17.3 28.0 33.2 30.3
65+ yrs, Male Head 21.1 24.3 13.1 40.2 26.6 30.8

Source: Haveman and Wolff (2001).

20 Public Policy Brief, No. 76




poverty rates over time among homeowners and renters, but the results by
family type vary.

It is difficult to determine whether the two sets of results are incon-
sistent or whether one set is more accurate. As noted earlier, the SCF pro-
vides better estimates of household wealth, since its survey asks more
detailed questions about assets and debts. On the other hand, the SCF sur-
vey is weighted toward high-income households, whereas the PSID tends
to oversample the poor and, therefore, may give more accurate assessments

of wealth for low-income households.

A Comparison of Official and Asset Poverty Rates

Table 7 compares our asset poverty rates with the official poverty rates
based on income. Our unit of analysis is the household, while the official
units are the family and the individual. Since our definition of household
is not equivalent to the official definition of family, we base our compari-
son on the individual.’

We follow the Census Bureau’s convention when grouping individu-
als by race/ethnicity, age, and gender. The individual asset poverty rate is
defined as the ratio of the number of individuals in asset-poor households
to the total population. The race of household members is determined by
the race of the household head.

Our asset-based poverty rates are, on average, two to four times higher
than the official poverty rates for almost all groups. We observe the same
ranking among racial groups (whites have lower rates than nonwhites).
Among age groups, however, the official poverty rate is slightly higher than
the NW measure for the elderly in the first two survey years. We also note
that asset and income poverty rates for females are greater than those for
males, and that the disparity in the official poverty rates appears to be
greater than that for the asset poverty rates.

As expected, the official poverty rate follows the U.S. business cycle—
decreasing during economic booms, as incomes go up, and increasing
during recession. However, the trend for asset poverty rates seems to move
countercyclically—rising in the expansionary periods (1984-89 and 1994-99)
and declining during recession (the beginning of the 1990s). This suggests,

The Levy Economics Institute of Bard College 21



Table 7 Comparison of Official and Asset Poverty Rates by Age,
Race, and Gender

1984 1989 1994 1999

All Individuals Official 14.4 12.8 14.5 11.8
NwW 24.4 25.4 24.8 27.9

Assetbased Gy yp | 438 420 413 425

White Official 10.0 8.3 9.4 7.7
(Non-Hispanic) Asset-based NwW 19.3 20.2 20.2 19.7
NW-HE 37.3 36.5 35.9 32.4

Black Official 33.8 30.7 30.6 23.6
Asset-based NwW 52.2 51.1 51.4 57.6

NW-HE 78.4 75.2 74.0 75.6

Hispanic Official 28.4 26.2 30.7 22.8
Asset-based NwW 37.7 35.4 30.5 52.3

NW-HE 62.4 53.7 44.3 77.2

Ages <18 Official 21.5 19.6 21.8 16.9
Asset-based Nw 314 33.6 30.8 36.1

NW-HE 56.2 54.6 49.5 52.9

Ages 18-64 Official 11.7 10.2 11.9 10.0
Asset-based NwW 23.8 24.8 24.3 28.1

NW-HE 41.8 41.7 40.2 42.2

Ages 65 + Official 12.4 11.4 11.7 9.7
Asset-based NwW 10.2 10.0 12.2 9.7

NW-HE 23.2 22.5 26.2 21.4

Male Official 12.8 11.2 12.8 10.3
Asset-based NwW 23.6 24.6 24.5 27.8

NW-HE 42.9 42.1 41.1 42.3

Female Official 15.9 14.4 16.3 13.2
Asset-based Nw 25.2 26.2 25.2 28.1

NW-HE 44.7 43.7 41.6 42.6

Sources: Official poverty rates: U.S. Bureau of the Census, Current Population Survey,
Historical Poverty Tables by People. Asset poverty rates: Authors’ calculations from PSID
surveys and the experimental poverty thresholds.

perhaps, that saving rates decline during economic booms and the decline
is large enough to offset the appreciation of assets.

According to the NW-HE measure, overall asset poverty fell during
the period from 1984 to 1999, which is consistent with the official meas-
ure. According to the NW measure, however, asset poverty rose during

the period.
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A Comparison of Household and Individual

Asset Poverty Rates

Table 8 outlines NW poverty rates by size of household. It is apparent
that the increase in NW poverty for individuals (see Table 7), despite the
stagnation in poverty rates for all households, reflects changes in the NW

poverty rates for households of different size.

Table 8 NW Poverty Rates by Household Size

Size 1984 1989 1994 1999
1 36.8 36.1 36.3 33.4
2 18.3 20.1 18.9 19.6
3 26.5 27.4 26.7 25.7
4 21.4 21.4 22.8 21.7
5+ 26.1 28.9 27.5 31.5
All 26.4 27.1 26.1 25.9

Source: Authors’ calculations from PSID surveys.

In the period from 1984 to 1999, one-person households had the
highest NW poverty rate, while two-person households had the lowest rate.
In 1999 the one-person household poverty rate declined to 33.4 percent
(from approximately 37 percent), the rate for households with two to four
individuals remained approximately the same, and the rate for households
with five or more individuals increased to 31.5 percent (from approximately
26 percent). Since our sample’s average household size essentially stayed the
same, the increase in NW poverty among large households and the decrease
among one-person households is the reason that the household NW poverty

rate stayed the same, while the individual poverty rate went up.

Characteristics of the Asset-Poor

We trace the independent effect of each factor on NW and NW-HE asset
poverty measures by estimating a probit model for each survey year. All
independent variables in the model are dummy variables that represent

household characteristics. To prevent multicollinearity, we exclude the
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dummy variables for whites, the 50-61 age group,® the lowest education
group, and the unmarried nonelderly group. The dependent variable is a
binary variable that takes the value of one, if the household is asset poor,
and zero, if not.

We find that, relative to the excluded 50-61 age group, households
whose heads are older than 61 are less likely to belong to the asset-poor
group than households whose heads are younger than 50 (e.g., according
to our calculations, the 25-34 age group in 1984 was 14 percent more likely
and the oldest age group 10 percent less likely to be NW poor than the
50-61 year old group).” Our estimates also confirm that more schooling
reduces the chances of being asset poor. For example, in 1984, household
heads who had graduated from high school were 9 percent less likely than
high school dropouts to be NW-HE poor. Some college experience
reduced the probability by another 2 percent, and a college degree reduced
the probability a further 3 percent.’

Race is another important factor that determines asset poverty. Keeping
other factors constant, households whose heads are white are 8—10 percent
less likely to be NW poor than nonwhites. The effects of education and
race are even greater in terms of the NW-HE poverty measure: being white
lowers the probability by 19-26 percent, while a college degree lowers the
probability by 11-20 percent.

Comparing different family types, we observe that nonelderly couples
with children and female-headed households with children are more likely
to be asset poor relative to the excluded group (unmarried nonelderly).
Childless couples and the married elderly are less likely to be asset poor,
while the results are mixed for the unmarried elderly.

Homeownership is a very important factor, since homeowners are 42
percent and 20 percent less likely than renters to be NW poor and NW-HE

poor, respectively.

Trends in Asset Poverty
To identify trends in the likelihood of becoming asset poor for the various
demographic groups, we test the hypothesis that the beta coefficient remains

the same from one survey year to the next.” We find that, over the 1984-99
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period, households whose heads have a high school diploma or some col-
lege experience showed an upward trend, while those with a college degree
showed a downward trend. The incremental effect of a college degree on
reducing asset poverty increased during the period.

Surprisingly, we find that the contribution to asset poverty of being
white, relative to nonwhite, went up, although the level of asset poverty
among whites remained low. The 35-49 age group’s contribution to asset
poverty experienced an upward trend relative to the excluded 50-61 age
group, and, using the NW-HE definition of wealth, the 62-69 age group
was also up. All other age groups experienced a downward trend.

We observe some unexpected trends for some family types. Being
married with children became less important as a determinant of asset
poverty, while being a childless married couple became more important.
Surprisingly, the contribution to asset poverty from nonelderly female
household heads with children went down. Married elderly households
exhibited a downward trend in NW poverty, but unmarried elderly house-
holds exhibited an upward trend."

Not working (e.g., being unemployed, retired, or a student) contrib-
uted less to asset poverty in 1999 than in 1984. Another asset poverty trend
is that the propensity to be asset poor went up among homeowners,
according to the NW measure.

To summarize, in the period from 1984 to 1999, households with one
or more of the following characteristics became worse off in terms of asset
poverty: employed, 35-49 years old, married without children, white, low
education, single, or unmarried elderly. The contribution of a college degree
to reducing asset poverty increased over time. To our surprise, the impor-
tance of being nonwhite, married with children, or a female household

head with children diminished over time as a determinant of asset poverty.

The Persistence of Poverty

Table 9 shows the probability of being asset poor, which is conditional on
being asset poor in the previous survey year." Our estimates are based on
a longitudinal sample that is restricted to households whose heads remain

in the sample over a five-year period. Our previous estimate showed that
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Table 9 Persistence in Asset and Income Poverty

1984-89 1989-94 1994-99 1984-89
NW NW-HE NW NW-HE NW NW-HE | Income

Total 62.0 68.7 62.6 68.6 59.7 72.1 41.6
Race/Ethnicity
White 54.9 63.4 59.6 64.9 52.0 67.1 32.6
Nonwhite 75.6 81.9 68.6 77.7 77.3 86.0 54.8
Age Groups
Ages <25 61.8 70.8 64.5 78.9 70.6 79.4 349
Ages 25-34 60.9 66.6 57.4 65.6 56.6 73.0 37.0
Ages 35-49 56.9 67.1 62.1 63.9 61.7 73.4 38.9
Ages 50-61 66.0 69.6 62.3 68.2 48.6 64.6 42.7
Ages 62-69 75.4 68.8 87.6 82.7 62.1 62.1 44.5
Ages 70 + 71.1 79.0 82.2 77.5 61.6 71.3 53.6
Education
<High School 73.4 79.4 74.9 82.8 75.0 84.8 54.2
High School 67.0 72.2 64.0 68.4 55.4 69.6 27.7
Some College 50.5 57.0 47.8 57.6 58.3 68.5 16.3
College Graduate 31.7 41.8 51.4 50.7 47.5 62.0 7.9
Housing Tenure
Homeowner 26.3 60.8 30.7 58.5 24.0 63.4 359
Renter 63.7 73.6 65.4 74.9 65.9 78.7 44.3
Family Type
<65 yrs, Married,

Children 53.0 65.1 54.1 63.6 53.6 72.6 29.2
<65 yrs, Married,

No Children 43.1 54.4 46.3 56.8 42.8 61.8 25.2
<65 yrs, Female

Head, Children 84.8 90.7 82.2 86.9 80.5 86.8 60.5
65+ yrs, Married 64.3 73.1 98.5 82.4 47.2 55.7 30.4
65+ yrs, Female Head| 77.5 80.4 84.9 75.5 64.3 76.1 57.6
65+ yrs, Male Head 73.4 91.4 93.2 100.0 70.6 67.9 37.9

Note: Groupings are based on the characteristics of the household head, and survey samples
from the first year are weighted.

Source: Authors’ calculations from PSID surveys. Income poverty data from 1985 and 1990
surveys.

approximately 26 percent of households are NW poor in any given year, while
Table 9 shows that about 60 percent of those households remain poor five
years later. The persistence of poverty is higher (about 70 percent), according
to the NW-HE measure, because of the importance of home equity. The data
also show that it was more difficult to move out of NW poverty during the
1989-94 period and out of NW-HE poverty during the 1994-99 period.
Whites have lower conditional poverty rates than nonwhites. The per-

sistence of asset poverty among nonwhites increased between 1984 and
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1999. The picture for the various age groups is different from our earlier
analysis (that poverty decreases with age): the conditional poverty rates are
lowest for households whose heads are between 35 and 61 years, and there
is a smaller degree of wealth mobility for the youngest and oldest groups.

Education seems to be an important determinant of the probability of
staying in poverty, since college graduates have the lowest conditional prob-
abilities. Homeowners are half as likely as renters to stay in NW poverty,
but these groups are not very different in terms of the NW-HE measure.
Families headed by the elderly or by females with children have the high-
est chance of staying in asset poverty (an approximately 85 percent prob-
ability for households headed by a female with children).

We find that our income poverty estimates of the probability of
remaining poor are much smaller than the conditional asset poverty rates
(an income-poor household in 1984 had a 41.6 percent probability of being
poor in 1989). Our other findings are that younger households have more
income mobility than older ones, and, as expected, that nonwhites, single
mothers, and the elderly are more likely to stay in income poverty. The
lowest conditional probability is estimated for college graduates.

We investigated the correlation between movements in and out of
asset poverty with major lifetime events, since changes in family composi-
tion, the job market, or health may impact a family’s wealth.”” We are
unaware of any previous research about the impact of lifetime events on
asset poverty transitions.

Our analysis is based on probit model estimations that explain the
movements in and out of NW poverty. For the three longitudinal samples
(198489, 1989-94, and 1994-99), we ran two separate probit regressions on
the probability that a household would change its NW poverty status: one
for the NW poor and one for the nonpoor. For each sample, the first regres-
sion explained the movement out of NW poverty, while the second regres-
sion explained the movement into poverty. We controlled for race, age, and
education of the household head, and for being a female head with children.

Controlling for all other factors, we find that marriage has been a way
out of NW poverty and that its effect has increased over time. Terminating
amarriage, on the other hand, increases the chances of becoming asset poor.
In the 1994-99 sample, surprisingly, getting married increased the chances
of falling into poverty, although the effect is not statistically significant.
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Job market experiences of the household head appear to affect a house-
hold’s wealth, but some of our results were unexpected. Finding a job had
a strong positive effect for the poor in the 1984-89 sample, but a weak
negative effect thereafter. Moreover, for the nonpoor, finding a job makes
it more likely that the household head will fall below the NW poverty
threshold. We can only speculate that these nonpoor household heads
were previously unemployed and surviving on nonlabor income or assets.
Perhaps the household head had liquidated most of his or her assets and
was desperate to take any job.

Retiring or becoming disabled have mixed effects on the probability of
moving in or out of NW poverty, while homeowners who become renters
have a higher chance of transition into asset poverty. Although purchasing
a home appears to help a household escape asset poverty, its effect dimin-
ishes over time.

Inheritances significantly affect the probability of transition, since they
usually involve considerable amounts of money. They increase the likeli-
hood of escaping poverty for the poor and decrease the likelihood of falling
into poverty for the nonpoor (with the exception of the 1994-99 sample).

The coefficient estimates for starting a business are positive and
statistically significant—business owners are more likely to escape asset
poverty. The direction and degree of correlation between a change in the
number of children in a household and the transition probabilities are
uncertain, however.

To summarize, lifetime events, such as changes in job status, marital
status, homeownership, and business ownership status, are correlated with

the transition probabilities of moving in or out of asset poverty.

Conclusion

Household wealth is an important factor in understanding the distribution
of well-being. Wealth provides economic protection during hard times
and enables people to invest in their future. During the last two decades,
wealth inequality has increased. While mean net worth increased substan-
tially, the share of the population that is vulnerable to economic shocks,
due to a lack of sufficient assets, remained the same. It is clear that eco-

nomic and financial developments in the United States benefited only a
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small part of the population in the 1984-99 period. Asset poverty rates did
not go down, even in the long expansionary period in the late 1990s. Given
the high persistence of asset poverty, there is good reason to suspect that a
high number of asset-poor households stayed in asset poverty throughout
the 15-year period.

Poverty reduction policy in the United States has focused exclusively
on income maintenance. While such government programs have benefited
many families, they are not adept at making the poor self-sufficient. The
programs’ short-term focus and, especially, their asset limits, make some
families dependent on government assistance. These programs, therefore,
should be supplemented with new ones that provide incentives for the

poor to accumulate assets.
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Notes

1. By economic hardship we mean hardship caused mainly by income
loss, although for some population groups, such as the elderly,
income loss may not be a concern, since their incomes are mostly
secure. Other causes of economic hardship may be the loss of
health, which most often affects the elderly, or the breakdown of
the family.

2. The PSID consists of a cross-sectional national sample and a national
sample of low-income families.

3. The choice of three months as the time period is reasonable. A key
source of economic hardship is job loss, and the expected duration of
unemployment ranged from 10 to 19 weeks (or 2.2 to 4.2 months)
during the 1967-2002 period (Federal Reserve Bank of San Francisco
2002). To check the sensitivity of our poverty rates to the choice of
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time period, we estimated rates for two and four months, which var-
ied from the reported rates by 1 to 2 percentage points.

4.  Specifically, this scale fixes the ratio of the scale for two adults and
one adult to 1.41. For single parents the scale is (A+0.84+0.5%(C-1))",
where A is the number of adults and C is the number of children. All
other families use the formula (A+0.5*C)*". See Short (2001) or Citro
and Michael (1995) for more information.

5. The U.S. Census Bureau defines a family as a group of two people or
more (one of whom is the householder) who are related by birth,
marriage, or adoption, and reside together. The PSID definition of a
family unit (FU) is a group of people living together who are usually
related by blood, marriage, or adoption. Unrelated persons can be part
of an FU, if they are permanently living together and share incomes
and expenses. Obviously, the two definitions are not equivalent. The
Census Bureau definition excludes one-person units and the PSID
definition includes all persons living together (if they share incomes
and expenses), although they may not be related.

6. This middle-age preretirement group was selected as the reference
group due to its relatively stable asset poverty rate and population
share.

7. These marginal effects are the product of the coefficient estimate and
the adjustment factor (Caner and Wolff 2002).

8. The education dummies take the value of one, if the household head
has at least the specified degree, and zero, if not. For example, the
“high school” dummy is equal to one, if the head has 12 or more years
of formal education, and zero otherwise. For a college graduate, all
three of the education dummies are equal to one. Thus, the estimate
of the coefficient on an education dummy is an estimate of the addi-
tional value of obtaining the degree relative to the lower degree.

9. Marginal effect vectors are functions of sample means, which normally
change over time. In order to keep our results free of the influence of
changing, we choose to identify trends by looking at differences in
beta coefficients and not in the marginal effects. The changes in beta
coefficients indicate the changes in the contribution of each inde-

pendent variable to the index. Due to the nonlinearity of the probit
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model, it is impossible to interpret these changes as changes in the
contribution to the probability of being asset poor.

10. For instance, for a male head who is 71 years or older, beta coeffi-
cients for age and family type in the NW poverty regression sum to
—0.641 in 1984; the sum declines to —0.394 in 1999.

11. For example, the conditional probability of being LIQ-poor in the
second survey year (t2) can be expressed as:

P(LIQpoory, | LIQpoory) = P(LIQpoory, N LIQpoory )/P(LIQpoor,)

12. The analysis of changes in family composition is somewhat limited in
this brief, since the longitudinal samples are restricted to households
where the head remains the same. The only change allowed is the
movement of family members, such as the marriage of the head or
the birth of a child.

Appendix

Data source

The following components of household wealth are available in the PSID

data:

(1) Main Home: The net value equals the house value minus the remain-
ing mortgage principal.

(2) Other Real Estate: The net value of any real estate other than the main
home, such as a second home, land, rental real estate, or money owed
on a land contract.

(3) Farm and Business: The net value of farm or business assets.

(4) Stocks: Value of shares of stock of publicly held corporations; mutual
funds; or investment trusts, including stocks in IRAs (a separate item
in 1999).

(5) Checking and Saving Accounts: Value of checking or saving accounts;
money market funds and investment trusts; savings bonds; and
Treasury Bills, including IRAs (a separate item in 1999).

(6) Other Savings: Any other savings or assets, such as bond funds, cash
values of life insurance policies, a valuable collection for investment
purposes, or rights in a trust or estate.

(7) Other Debts: Any other debt besides mortgage, such as credit card

debt, student loans, medical and legal bills, and loans from relatives.
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Definition of wealth

The three measures of wealth are defined as follows:

“Net Worth” (NW), or marketable wealth, is the sum of the items (1) to
(6), minus (7).

“Net Worth minus Home Equity” (NW-HE) is the sum of items (2) to (6),
minus (7).

“Liquid wealth” (LIQ) is the sum of (4), (5), and (6).
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