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Poverty is a social failing which must be
‘ eradigated definitely.
| 0 It should not be & destiny for humen beings.

Cihal Cetinkaya
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CHAPTER |
INTRODUCTION

Poverty is a social, economic, and emotional cohdmon that hes been in human
existence for 8 lopg time. The main approach to poverty is income distribution. The
distortion of income distribution might be a cause of poverty. Poverty also causes some
economic and social problems today ; not only in the United States, but a1l other nations are
face-to-face with this social and economic evil.

Poverty is nothing new in the United States. President Frenklin D. Rooseveit
declared the pover"ty situstion in 1937.! He cherecterized poverty &s a social disaster
for the United States. Also, the unconditional war on poverty was started by President
Johnson.2 The principal objective was set with Johnson's declaration, and the main aim
for American socieiy was raising the population above the poverty line.

The United Siates heas been growing" rapidly since President Roosevell's era. This
growth has witnessed an increase in per capita income and welfare. But a decline of the
poverty rate does not equal growth rate. Today substential numbers of Americans are
living in poverty. In 1979 27.5 million Americans living in the United States were below
the poverty line. This number is 12 percent of the nation's population. The poor in
America are 8 minority, albeit a sizeable minority, and they are largely unseen and
unheard by the effluent mejority. Using a yearly measurement of those below the poverty
line, it is reported that 5.5 million American families lived in a state of poverty in 1969.

The poverty group included 10.7 percent of &l families.
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In 1979, the poverty line was $7,412 for & family of four persons. Below this
line, the number of poor American families increased to 5.6 million, but this group
included 9.6 percent of all families. In Tenhm, the extent of poverty hes been declining
8lso from 186,000 (18.2 percent) of &ll femilies in 1969 to 163,000 (13.1 percent)
in 1979. In 1986, per capita income was $6,213 and median household income was
$14,142. Though ;the incidence of poverty hes been declining in the United States, the

declining rate is too slow. Poverty might be completely eliminated in this country if the

present rate of reduction is to be continued in the future.

Economic discriminstion may play & dominant role in poverty. Additionally,

. educsation, age, emp1oyment, earnings, and inheritance of poverty play an important rolé

in economic discrimination. Obviously, poor families cannot provide proper nutrition and
education for their children. Nor would they have any inheritance for their children.
Further, their children are raised in families with less education and tend to remain in
poverty &s they grow up. This weakens their earning power later on and so tends to
perpetuate itself. Thus, inequality of income distribution is not merely an evil in itself.
It 1s also & cause of inequality in the next generatfon. For these ressons, poverty looks
like @ vicious cycle. A poor family or individual must meke exire efforts to bresk this
circle.

Differences in income distribution between people are based on capital differences.
Eech individua! has a different ability and cepital (including human and nonhuman
capitel). In the merket system, individusls earn income by thet production end

distribution. If the individua! has more capitel and ability, his or her income can be
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higher than one with less capital.

Two main questions about poverty need to be addressed: (1) Who are the poor? and
(2) Why are these people poor? The main objective of this study is to attempt to answer
these two questions for the United States by using the selected state of Tennessee &s &
sample.
& @' This study consists of six chapters which are organized as follows: Chapler Il
’ summarizes some-theoretical aspects about the definitions, measures, and causes of
poverty; Chapter || displays and discusses the findings of income distribution, dependency
ratio, and poverty gap which were collécted from census fo.r the state of 1ennessee;
Chapter IV will pressnt the econometric model for earning; Chapler V displays and

discusses the findings of empirical results for the state of Tennessee; Chapter VI is devoted

to concluding remarks.
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CHAPTER 11

THEORETICAL FRAMEWORK AND LITERATURE SURYEY

A. DEFINITIONS OF POVERTY
The economic qefinmon of poverty is “inadequate income.” But this does not mean
thet poverty is sfrictly an economic condition. Therefore, poverty is a subject for
sociologists and political scientists, as well as econbmists.“ Poverty has been defined
differently and construed in various historfcal periods and in various cultures. There are
meny relevant def ihitions of poverty depending on verious espects of usage and eims. But
the composition of poverty shows three major policy relevant characteristics: (1) age
and femily status, (2) geogrephy end resfdence, end (3) 1labor force status.® Poverty
can be defined es "the economic inability to maintain stendards of medicsl care,
nourishment, housing, and clothing."6
Poverty is defined &s a leck of income, which in turn is related to poor housing,
inadequste educatioh, insufficient medical care, excessive fertility, unemployment, and
meany other problems.7 According {o George Wilber, the system of poverty is defined as
the relative lack of resources and the inability to utilize resources. At the general level,
poverty is treatred s a function of resources and mobilizetion. Lester C. Thurow states:
Depending on usage and aims, there ere many relevant definitions
of poverty. There is no reason why definitions should be the same
for economic, sociological, or cultural poverty or why the ssme

individuals should be identified under different definitions.

Two definitions of poverty have developed. These are: (a) the culture of poverty,
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and (b) the cycle of poverty concspts.?
a). The Culture of Poverty
This definition wes popularized by Oscar Lewlis. He says:

As an snthropologist | have tried to understand poverty and its
associated traits as a culture, or more accurately, s 8 subculture
with its own structure and rationale, 8s a way of life whic{\ is
passed down from generation to generation along family lines 0

The culture of po;/erty has come into being in & variety of historical contexls. This
definition is not only an adaptation to & set of objective conditions of the larger society.
Once it comes intc; existence it tends to perpetuate itself from generation to generation
becauss of its effeét on the children. In viéw of thm:‘éspecis, poverty is further examined
by housing condltlbns. stage in childhood, initiation into sex, the local or community level,

etc. All of thess factors have an effect on children, and the culture of poverty tends to be

-so1f-perpetuating.

b) The Cycle of Poverty

According to Orhansky, Duncan, Blau, Lepset, Bandix, et al., the cycle of poverty is
defined as a predestination of certain people to a life of economic poverty. The ides
suggests that one inherits poverty through color, economic status, occupation of parents,
education, family structure, and community reputation. All of these variables become
part of the vicious circle in which each factor acts on the other 1o perpstuate the social
structure and the individual family's position.. Under these conditins, poverty appears to
be an inescapable destiny for the poor.

In White Colonialism, Stokely Carmicheel and Charles Y. Hamilton define poverty:
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. Indeed the colonial white power structure hes been 8 most
formidable foe. It hes perpetuated a vicious circle - the poverty
cycle - -/ in which the black communities are denied good jobs, and
therefore stuck with & low income end {herefore unable o obtain
a good education with which to obtain good jobs. M

Additionally, poverty is clessified by: (1) health, (2). capability, (3) motivation,

(4) personality, (5) socio-economic status, (6) netural resources, (7) policy, end

(8) economics.

B. MEASURES OF POVERTY.

There are twib useful and basic economic approaches to the concept of poverty: the
_gbsolute approsach and the relative approsch. 12

8.) The Absolute Approach

In this appr:oach, the absolute necessities indicate the lack of money in amounts
sufficient to maintain @ minimally acceptable stand;rd of living. The bulk of economic
goods and services consist of the minimum caloric inteke essential for human existence.
The absolute deﬁnflion focuses on budgets. Ninimtj:m human needs are stabilizing the
poverty line, which fs calculated off icial\y

The messurement of the absolute approach is utilized by some economists and
governments today, For exemple, Prof. Sahote used this messure for calculating poverty
in Panema'3 The :preparation of the minimum food basket for Panama was developed by
the Ministry of Hea]th through a nutrition survey in 1980.

b.) The Relstive Approsch

In this approach, average income level plays a dominant role in determining the
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poverty line. In essence, it shows thet an individuel is poor when his/her income is
significantly less ir:ian the average income of the population. This definition is based on the
compsrative incomes of the poor to those of the nonpoor. It is not sufficient enough to
explain poverty, hbwever, because median income level can change with the growth of
national income. A;iditionally, half of the population’s incomes &re less than the national
medien by definition. .

For these reésons, standard of Iiving- is defined in gbsolute or relative terms. Thus
we can separate the poor from the rich. Poverty is officielly defined in terms of the
edequacy of current femily income to meet a constent absolute standard of consumption
based on family size.

Measurement problems are among the foremost difficulties in the study of poverty.
George C. Wilber s'ays, “. .. Messures currently in use also fail to reflect adequately the
true extent of either ebsolute or relative deprivation.”! 4

In the United States the definition or messure of the poverty level is based on
absolute poverty. The most prevailing absolute definitions are those of the Council of the
Economic Advisor and the Social SecurityAdministrefion. An official definition of poverty
was adopted in 1964. The poor were those families with an increase below $3,000 in
1964. This dividing line between the poor and the nonpoor was called poverty line, & goal
was established; to get all Americans above the poverty line by the nation's bicentennial in
1976.1° Their definitions defined and priced @ minimum food budget and multiplied thet
smount by & certain factor to estimate the poverty floor. This definition sssists in

showing those who are below or above some specified threshold. The definition of the
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poverty line was s&bséquenuy modified to account for differences in family size and other
considerations, and it is now also adjusted each year {o reflect changes in the cost of living.
Poverty is defined in this study as a problem of indome distribution. This results in 8
substantial number of people left st the bottom of the distribution is with poverty status
in 1979, which compares the ratio of family or unrelated individual income in 1979 to
the poverty cutoff. The family size plays an impor:tant role in messuring the poverty
level. In this system the poverty level is calculated by official meesurement. Seven
poverty lines are speciﬁed. The first iwo lines 1ndicat§ a lower measure of poverty or the
poverty of basic nwds The other five lines indicate:'e higher measure of poverty or the
poverty of wnventfmal needs. | : .

C._THE CAUSES OF POVERTY ; b

The causes of poverty can be 1nier6reted by cfﬂffe'rent aspects. Numerous fectors
contribute to poverty, but some are less important than others. Broadly, the phenomenon
of poverty is viewed &s & result of the relationship 61’ people to related fectors: culture,
education, physice]l environment, demography, employment, etc. HarrelR. Rodgers, Jr.
shows that poverty: results primarily from capitalism, elite rule, recism, sexism, and
geographic isolation. 16 Micheel Harrington adds thelimportant role of age and family size
to the causes of pov.erty. There was, Herringlon argued, a “cycle of poverty"” - a cycle that
could be broken miy by government action. 17

Bradley R. échﬂler views poverty in terms of Human Capital Deficiencies. The
human cepital refers to the number of skills Snd abilities that are significantly

determined by @étic endowments ( “netural ebility") and social environment. However,




8 person can increase his human capital by learning new skills. Additionally, the humen
capital aspect touches on the supply characteristics of the labor force. Thus, the human
capitel aspect is used to explain income stetus. The other set of ceuses of poverty are

economic discrimination, both fn the schools and in the labor market.!® His definition,

which is called the Restricted Opportunity, states:

The poor are poor because they do not have adequate access o good
schools, jobs, and income, because they are discriminated sgainst
on the besis of color, sex, or income class and because they are
not furnished with a fair share of government protection,
subsidy, or services. In the face of these socially-imposed

constraints ng Smount of work ethic or effort assures escape from
poverty. .. ."!

This means if the poor are poor because of flawed cheracters, then the nonpoor must be
nonpoor &s 8 result of nonflawed characters. Thus, the flewed characters argument not
only explains poverty, but justifies the position of the nonpoor. Additionally, the Mawed
charecter view shows the poor in femilies that are aged, female-headed, large, or prone to
sickness and disability. For these reasons, the theoretical framework of poverty exists in
an infant stage. Cufrrently, there is no gencrally aocépted theory of poverty. Theoretical
explanations about 'Ipoverty are besed upon these definitions,

Lester C. Thurow attributes the causes of povefty in the 1970s to labor's marginal
productivﬂy.zo The people are poor because their fncomes are low, while low incomes
are the result of the merginal productivity of labor. :If labor has a higher contribution to
the marginal increase in output, then h/she earns a higher wege. So MpL* plays 8

dominant role in determining the earning ability of the poor. The theoretical aspect of the

*Erom now on, we will use MPL for Marginal Productivily of Labor.
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relationship between MPL and income is that in the short run, given the assumption of
perfect competition and market equilibrium, labor wages equal their marginal
productivity. Thué, the solution to poverty is to raise the marginal productivities of the
poor. The raise in MPL depends on the economic growih of output.

Thurow used the Cobb-Douglas production function as a theoretical framework. In
his model, the MPi depends on five 1mpo:"tant féctorsé (1) Humen Capital; with more
education and trair;ing labor is increasingly productive, (2) Physical Capital; increases
in the amount of capital cause the MPL increases per .worker. (3) Disembodied Technical
Progress, (4) Utilization Levels, end (5) Lebor Stock.2!

Recently, the distortion of the income distribution shows the causes of poverty. So
income distribution theories have been borrowed to explain it. Personal income
distribution theorl'&s have been developing during history. The oldest theory about income
distribution is the Human Capital Theory. Adam Smith, Alfred Marshall and other
(ollowers defend this theory.22 The modern Human dapmn Theories have been developing
since the 1960s by the Cambridge School and the Chicago School. They use
micro-economic analysis, namely optimiiation and equnibrium.23 Poverty cannot be a
macro problem for people. They cannot escape from poverty to work snd they cannot
maximize their income.

The Cambridge theory of income distribution is based upon the inheritance theory.
Inheritance plays & dominent role in this approech, since human capital is part of .
Personal income distribution is relatively determined by factor. Inheritance passes along

from within the femily. It includes ability, education, and human skills factor, &s well as

10



thrift, industry, ll:lck and fraud by Fisher's model), genetic makeup, parental nurturing
and training, socia] contects and inherited property ( by Meade's model).

The Chicago theory of income distribution was developed by Becker in 1967.

He develops his basic model in the framework of optimization by

individuals end equilibrium in human capital markets. He

applies the tools of demand and supply to the acazu‘i‘sition of human

capital and stream of inoor_ne among individuals.<”
In Becker's model the elssticities of demand and supply can effect the income distribution
He used two twin ﬁmlytiml techniques of aconomic.theory of income distribution. The
first technique is optimizing behavior. i‘The second technique is the determination of
equilibrium. Atkir;lson, Shultz, Friedman, Blau, Duncan and other followers' definitions of
income dislributioin are based upon the same concept.-

The differan}:es concerning the income distribution aspects between the Cambridge
School and the Chicego School can be summed up by the points of "inherited human capital”
ond "humon copital.”

A criticism of the human-capital theory of income distribution is asseried by
Tinbergen. He argues about the relationship between educational and economic progress.
More education cen affect the national 1nmhe, and the growth of national income causes an
increase in income distribution. He belisves that human dapilal is more responsible for
inequalities today then nonhuman capital.2 The educetional inequalities are accepted s
the dominant factor in personal income distribution. Most economists agree on this point.

So educational différences are shown to be a cause of income differences. Some economists

gssert the strong r:elationshlp between the individual's human capital and parents’

"




(especially the mother's) human capital. Brittain says, "A man is effected not only by his
own educational attainment but also by thet of his parents. v26

The other theory about income distribution is the "Ability Theory," The
development of modern theory of humen cepitel is mepting the ability of income
inequalities, which cause differences in income distribution.

Friedman, Harry Johnson, Shul-tz. Kuznets et al. have developed the Individus!
Choice Theory. They believe the source of differences in income distribution is due to
individual choice.

For these ressons, personal income distribution theories have been used to explain
causes of poverty. S8 general theory of income distribution and poverty is combined
with the modern theories. Under these conditions, income distribution theories sre used
to define the causes of poverty. Economic definitions end causes are used to construct

poverty models. Further, economic models might be changed for the national specialty and

structure.




CHAPTER 111

INCOME DISTRIBUTION IN TENNESSEE

Tennessee was reted 40th in the state renk by per capita income nationally in
1980, though the incidence of poverty hes been declihing in the United StaTes as well &s in
Tennessee.

This section indicates the distribution of income in Tennessee in 1970 and 1980.
The total population in Tennessee was 3,926,018 which was 1.9 percent of the United
States population in 1970. Urban population was 2,318,458 which was 59.1 percent of
the state populatioh and rural population was 1 ,605.,229 which was 40.9 percent of the
state total. In 1980, the populstion was_4,591 ,120 which is 2 percent of the United
States total. Urbﬁn population was 2,?73,573 vghich is 60.4 percent of the state
population and rur;al population wes 1,8 1‘7 ,S47_,whfch is 39.6 percent of the stale tolal.
Under these oondltions the urban populatwn incrmed es rural population decressed.

The per capﬂa personal income increased from $3,097 (in 1970) to $7,662 (in
1980) in Tennessee. At the same period, the everage per capita personal income for the
United States increesed from $3,945 to $9,503. The ratio of per capita personal
incomes between t_he United States and Tennessee are 78.6 percent in 1970 and 80.6
percent in 1980 which increased two percent.

In 1979, the total number of femilies in Tennessee wes 1,252,226. Of this

number, 163,505 families had incomes less than the poverty level for a total of 13

13



percent of the state's families, in oenera}. Clessification of families by poverty status

varies according o family size and place of residence. For example, in 1979, the national
poverty threshold for a femily of four was $7,412, 50,364 poor families had female
heads of household yvhich comprise 37 percent of the state's poor families. Also, 32,889
poor families had 6 head-of-household eoed 65 or err, which comprises 20 percent of
) the state's poor families 25
:ﬁ We collected the (C)*sample data from the census which included the information of

family income. Table I shows the "Dependency Ratio" which is the relationship between
esrners and families. In the table, each decile covers poor and nonpoor families, with

femily income incressing with the decile number.

'ggz Sample: 1% of the population, identifying regions, divisions, and most states btype
of area (urban/rural).

14
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In this table,1 totel family income (1 ) is increaéino from the first decile to the tenth
decile, and also avérage householder's personal income (2) is increasing. Rising family
income end houselholder personal income is going 1o lead to decreasing of average social
security income (3) and average public sssistance income (4). - So, the relationship
between earning and welfare payment is negative. On the other hand, the total number of
persons (5) are r_‘ising from first decile to last decile. Growth of population causes an
increase in the number of earners for each decile ( 6). It means, the relationship between
the rising of the mémber of earners and the growth of populetion is positively related. For
this reason, the de'_pendency retio (7) is decressing & pbbulation aﬁd the average rete of
family size (8) ir;creas&s. Finally, earner rate péf ferﬁily (9), average family income
(10), per capits income (11) end per capite eernef (12) are increasing with declining
of the dependency ratio.

Obviously, the dependency ratio is & useful evidence to understand the family income
level. If the number of earners increases in the family, the dependency ratio will decline
because family inqome can be higher than the other families. So, family income depends
on the number of earners in the family.

The difference between the total family income and offical poverty level leaves a
"Poverty Gap” fdr society. Total family income can cover welfare payments (Social
Security Poyments:, Public Assistance, In-kind Assistance, etc.) for'poor families.

We collectea (C) sample data from the census about the family for the stste of
Tennessee, end we kept to 1,598 sample families. Table Il shows the family income

distribution and the poverty gap.
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We can calﬁulate the poverty line ahd poverty gap for each decile either with
welfare payments' or without welfare payments.* For this reason, the poverty gap and
poverty line can be defined differently from thg politicians and economists. The
Government would rather see that poverty line falls., therefore'welfare is included in the
definition of poverty line (1. Cut Off). In ;he real. wdrld.:the poverty gap shrinks as much
as the welfars or in-kind payments. ¥

Under some assumptions, the poverty gap depends.on the poverty line (cut off) and

the amount of welfare payment. The average poverty line can be calculated either WWFP

(1. CUT OFF = TINCPRO/TNPSN or NFAMILY) or WOWFP (1l. CUT OFF = 1INCPRO -
TFINC8 + TFINC/TNPSN or NFAMILY) in which the poverty line will be changed. In this

study, we calculated average poverty line, average income and average poverty gap
theoretically, either WWFP or WOWFP for en individual and families from Table Il &s

follows; ,
1. Average Poverty Level Individuals ($) Family($)
8- |. Cut-off WWFP ~2,014, ~6,623.
b - Il. Cut-off WOWFP Sgetts 0 o B ~5,428.
2. Average Income ™~ A R R |
8- WWFP Fou 11,088, ~3,481.
b- WOWFP -2 699, ~2,286.

"
From now on we will use signs;

"WWFP = for with welfare payment
WOWFP = for without welfare payment
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3. Average Poverty Gap"*

8- WWFP ~ 956, ~3,142
b - WOWFP ~ 1,319, ¢, ~4,331.

Under these conditions, average poverty level WWFP (1. cut off) per femily or
individual is equal to average income WWFP plus average poverty gap WWFP, as shown
below;

(1) le=2a+3a

Second, average poverty level WOWFP (Il. cut off) equels I. cut off minus average
income WWFP plus average income WOWFP e shown below;

(2) 1b=1a- 28+ 2b " ‘

If we subsitute equation (1) in to equation (2)§

(3) 1b =38 + 2b.

We can calculate the difference of average poverty levels (1. cut off - 1. cut off) is
equal to the difference of average income from equation ( 1) and (3) as shown below;

(4) la-1b=28-2b

On the other hand, the difference between the average incomes (28 - 2b) is
equal to thé average of welfare payments which (TFINC8 - TFINC)/TNPSN, (or

NFAMILY). So;

**Average Income
a - WWFP = TFINCB/TNPSN (or NFAMILY for family)
b - WOWFP = TFINC/TNPSN (or NFAMILY for family)

X
Average Poverly Gap _ |
a - WWFP = PROVGAP2/TNPSN (or NFAMILY for family)
b - WOWFP = PROVGAP 1/TNPSN (or NFAMILY for family)



(S) 1a- 1b=2a- 2b = Ave. Welfare Payment

Finally, the difference between the poverty gaps equal the average welfare payment,

gs shown below; - :

(6) 3a- 3b = Averege Welfare Payment.

From equation 4, S, and 6; the differences of average incomes, average poverty
levels, average poverty gaps is equal o average welfare payment - abbreviating;

a 5 1b = 2a - 2b = 3a - 3b = Average Welfare Payment.

The average poverty level (R) fs equal to TINCRO/TNPSN = $2,016.53 for esch
person. 1he average income without welfare payments (Y) is equal to TFINC/TNPSN =
$695.29. So, the average poverty gap for each barson (PG) is equal to the average
poverty level minus the average income without welfere payments, as shown below:

LPG =R-Y=PG=2016.53 - 695.29 = 313!9.26.

Under this équation. the total pover& gap for s%arﬁple set is equal to:

PGX TNPSN = $1319.26 x 5254 = $6931240 whit;h is equal to PROVGAP 1 in Table II.

When | compare my sample income ($80,631,960.- in Table |) with the total state
income (about 27.8 billion), 1t is composed of 0.0028 percent of that total. The average
poverty gap in my sample is about $4,337.44 per family, as expressed before. In
Tennessee, 163,505 fam{lies live under the poverty line. So, the poverty gap for the
whole state could be caculated as approximately (163,505 x $4,337.44=)

$703,190,000.-. Thus, the total gap consists of about 0.0254 percent of the lotal state

income.




Until this point we used the average value for explanation of the poverty gep end
poverty line. Of course, the real position might be different becauss some individuals or
families need more or 1ess money to live above the pm}erty line,

Poverty can be explained by income distribution theories as mentioned before. In
the real world; individual incomes differ for many reasons. We can give some reasons for
unequal incomes as follows; (1) Differences in native ebility, (2) Discrimination - that
is, unequal pay for equal work - is obviously a reason, although it is hard to messure, (3)
Risk tsking, (4) Compensating wage differentfals, (S) Schooling and other types of
training, (6) Inherited. wealth. All of these factors, however explain only pert of the
inequality thai we obsérve. A portion of the rest is due simply to good or bad luck, and the
balance is unexplained.

A workér's skill 1s of obyious relevance td his/her productivity, and thus to his/her
wage. To some extent and in some jobs. this skill is simply innate and unchangeable. But
to a much greater extent, the skill necessary to earn high wages can be acquired by
1ndi_viduols through deliberate decisions, such as going to school, teking other types of
training, or felocating geographically. One crucial aspect of these decisions 1s that people
usually require some current sacrifice in order to get future benefits. Education is the
best example. The individual has made a conscious decision to go to college rather than to
enter the labor merket directly after high school. His/her education can be thought of as
an investment in himself or herself, a human investmenl. In the economy, we call
decisions like this investments in human capital, because they give the people many of the

attributes of a capital investment.
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education (schooh;ng). Not only educatioq but also other personal charecteristics (age,
experience, working time, sex, marital "statUS),pléy an important role on income. To
understand the relationship between these factors and income level, we collected data about
the heads of families from the census for the state of Tennessee. Under some assumptions
we run to 70.000 observations, and we got the 1,710 heads-of-households who were
N ; living with their Spouses or children, or together or with only their children. Table I

shows the relationship between income level, age and education of heads-of - households.
TABLE III: - DISTRIBUTION OF INCOME LEVELS BY EDUCATION AND AGE GROUPS FOR

HEADS-OF -HOUSEHOLD

EDUCATION POOR INCOME GROUP”  MIDDLE INCOME GROUP™* HIGHER INCOME GROUP™ ™ *
LEVELS  YOUNGTOLD™OLDER™* YOUNG OLD OLDER ~ YOUNG OLD OLDER TOT.

None Os 1 O xat0 1 0 04 i

' 0 0 2

Elementary 18 17 1 16 % 3113 18 54 4 162
(8 yrs. Edu.) i :
H. Schl. 11 33 0 192 58 1 358 193 7 953
(12 yrs.) |
College 2176 0 85 - 20 1 335 122 5 593
(More Tn. 12)

\ £ €/ Total 150 56 21 294 109 § 709 370 16 1710

Source: Census of Population and Housing, 1980; Public-Use, A Sample Data, The State of

Tennessee, Prepared by the Data User Services Division, Bureau of the Census,
Washington, D.C.: The Bureau, 1983.

*Poor = Income leve! less then poverty line.
**gliddle Income Group = Income Level between 1 and 1.75 poverty level.
Higher Income Group = Income level higher than 1.75 poverty level.

*Young = Older than 16 but younger than 35 ysars old.
**01d = Older than 34 but younger than 65 years old.
**+0lder = Older then 64 years old.
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The relationship between income and educa{ion is positive. There wes an increase in

education, which seemed to csuse en incresse in income. A totsl of 162
heads-of-householq hed eight years of education (elementary school level). In this
number, 22 percer;t (36/ 1623‘-0f head-of-household income was less then poverty level
(they are poor). When the amount of 'St;:hooling increbsed to twelve years, the poor
heeds-of-households declined from 22 perfcent to 15i pément (144/953). This ratio fs
less then five percent (27/593) for more than twelve years of education (college). This
scale was observed in the middle lnoomé group families. The relationship between
education end income is more relevant for higher income group. In this group; 67 percent
(76/162) heads-of-households hed eight years of education, 59 percent (558/953) of
heads-of -householt‘;is had twelve years of education, 76 percent (460/593) had more than
twelve years of education.

* The distribution of age in the sample set is; (a) 67.5 percent (1153) young
head- of-household, (b) 31 percent (535) old heed-of-r;ousehold, (c) 1.5 percent (22)
older head-of-household. The income levels are increasing from young to older age group.
In the young ege group, 13 percent ( lSO/i 153) of ﬁet;ds-of-househ;llds are poor. In the
old age group, 11 percent (56/535) heéds-of—househo]ds ere poor. In the older age
group, only 6.5 percent ( 1/22) heads-of- households are poor. On the other hand, income
levels are incressing from the young to older age group. In the higher income group; 62

percent (709/1153) are young, 69 percent (370/535) are old and 73 percent

“From now on the numbers in parentheses represent number of persons observed in the
tables. ‘
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(16/22) are in the older age group of heads-of-households. These numbers mean there is
more accumulation of the poor under 35S ysars of age. Poverty is more effective for the
young population. After 35 years old, the income level increeses.

In the incomfe distribution, age or e&_hcation aré not taken alone, but the combination
of education and wprk time gives an idea 8bout income level. These ere explained by the
Ability Theory. During the time period, ability of \borking (experiencs) incresses. For

)
A 4 this reason, age and education and working time (employment) goes hand-in-hand during
one's lifetime,
Following Table 1Y, we will show the relationship between marital status, sex of the
heads-of - household end their income levels.
TABLE IV, # DISTRIBUTION OF INCOME BY MARITAL POSITIONS AND HEAD-OF-FAMILY
: SEXES
(R shows the raw percentage in the parentheses)
Poor Income Group Mlddle Income Group Higher Income Group Tot.
A - Marital Status - Num. b3 Num. R Num. ] Num.
Married Householders 108 (8.67) 257 (2063) 881 (70.71) 1246
Unmarried 3 :
Househldrs 99 (21.34) 151 (32.54) 214 (46.12) 465

- B - Sex of Householder :
1. Male Householders 112  (8.78) 266 (2086) 897 (70.35) 1275

-Married 100 (8.38) 246 (2060) 848 (71.02) 1194
~Unmarried I 2122+ (1481). ' 20 (24.69) 49 (60.49) 81
2. Female Householders 95  (21.84) 142 (3264) 198 (45.52) 435
-Married ‘ 2 (541) 6 (16.22) 29 (78.38) 37
~Unmarried C 93 (23370 136 (34.17) 169  42.46) 398

Source: Census of Population and Housing, 1980; Public-Use, a Sample Data, The State of
Tennessee, Prepared by the Data User Services division, Bureau of the Census,
? Washington, D. C.: The Bureau, 1983.
Unmerried Householders; we collected widowed, divorced, separated and single
heads-of-household under this Litle.
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The relationship between head-of-household income and marital status looks
positive. Usually, the percentage of poverty is lower for married heads-of-households
(10871246 = 8.67%) than the unmarriea heads-of-households (99/466 = 21.34%).
Married head-of-household income is . higher than the incomé of unmarried
heads-of-households, as shown in Table IV. . I

Finally, the female heads-of-households are earning less than the male heads-of-
households. In Table IV, a totsl of 207 families are below the poverty line. In this group,
the female heads-o_f-households number 95, which is 21.84 percent (95/635) of the
poor. The male heads-of - households number- 1 12, which is 8.78 percent (112/1275) of
the poor. So, the relation between poverty and the female head-of-household families is

positive.
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CHAPTER 1Y
THE. EARNINGS MODEL

The causes 6r poverty are analyzed by studying the relationship between income
distribution and factors which reduce poverty. The theory of income distribution wes
explained before. Income function can be specified in two alternative forms as follows;

(DY=Y(HK,Y)
where;

H= Human Capital,
K = Materfal Wealth or Nonhuman Capital,

Y = Environmental Yariables,

(2) Y =Y (ENDOjpp, ENDOgp, V)

where; - i

ENDOj,, = Inherited Endowments,
ENDOan = Acquired Endowments,
Y = Environmental Yariables.

According to these two equations, income function can be written as follows:
(3) Y=Y (H,H K, K, V)
where;

H = Acquired Human Capital,
H! = Inherited Human Capital,
K = Acquired Nonhuman Capital,
K! = Inherited Nonhumen Capital,
V = Environmental Yariables.

Both inherited and acquired human capital include genetic elements, formal and

informal education (usually given by mothers and surroundings), messured ability,
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unmeasured abilities (such es dynamism, self-discipline, determination, and endurance).
The variable (K) is direct material wealth, whether inherited property or accumulated by
saving out of persi)nal earnings. The symbol (V) is & large veriable representing the
overall ecology of work, such as the level of technoiow, job characteristics, segmented
versus integrated jabor markets, discrimination versusjcombetitiven&ss in employment
and is the acquis%tion of human eep.ite.l?, socigl t;ontfacts and other environmental
variables. 29 : . ‘

Humen capitel (H) 1s indexed by formal education and experfence. Experience is
measured by the nu.mber of years of work iﬁ .the modefn sectors after schooling. Inherited
human capital (k! ):is based on the parents’ education ( and also other parental variables).

Nonhuman cc:pital can be explained as ownership of different properties, such ss;
housing, land, etc. Environmental variables could be use of governmental public services,
such &s; health facilﬂi&s, schooling, minimum wage, etc., -or individusl human
characteristics, such ss: white/black, married/single, etc.

After these theoretical explanations, ihe earning function for the head--of-household

can be specified as shown below: 3

LogY = Ao+A|EbU+A2EXP+A3EXP2;A4DI;mmy MR+AgDummy FM + AgEMP
| In this semi-flogar.ﬂhmic equation, Log Y is the symbol of dependent variable. So,
the logarithm of total head-of-household incomes (Y) in dollars are regressed against a
set of explanatory verfables (head-of-household personal charecteristics) in the sbove

equation; so that, the estimated coefficients might be interpreted as percentage changes.

The quadratic terms are included to satisfy nonlinearity in the income function
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which fits the ri world observation. HoWever, this is nonlinear in terms of varisbles,

but linear in terms of parameters. The symbols stand for the following;

Ag = Constant term

EDU = Education as measured by completed years of schooling
EXP = Experience, as measured by age - education - 4
ﬁ(: , EXP2 = Experienoé squared for the head-of-household
EMP = Weeks worked in 1979
Dummy var!ablm used in regression analysis are shown below:
. Marite] Dummy Yariople

MR = l if head-of-household is married
=0, otherwise

WD=1, if head-of household IS widower
=0, otherwise

DY = 1, if head-of-household is divorced
= 0, otherwise

SP = 1, {if head-of-household is separated
= = (), if otherwise

Si = 1, f head-of-household is single
=0, If otherwise ¢

2. Sex Dummy Yariable:

MA=1 .';if head-of-household is male
= (), if otherwise

FM = 1, if head-of-household is female
= 0, if otherwise

Under these conditions:
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(1) Head-of-household incomes which the dependent verieble covered; (a) wage
and/or salary income, (b) nonfarm self-employment income, (¢) farm self-employment
income. We took the rural and urban area together.

(2) Education and experience are l_he measure of human capital. The measure of
these variables, lqs than siXteen-years-gld heads-of-households were deleted.

(3) Marital status is the measure c;f environrhent In this study, it is hypothesized
that married heads-of-households earn more then unmarried heads-of-households.
Marital status alsp teken dummy variables, and the relationship between marriege and
family income comparison others, (widower, divorced, separated, single).

(4) The sex is the messure of environment. The sex of the head-of-household is
teken dummy vari;:blw.

(S) Employment (weeks of work) is the measure of environment. Prevalence of
full-time work fs a measure of governmentel policies which give permits for work

officially. Thus, heads-of-household less than 16-years-old had reduced work time.
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CHAPTER Y
EMPIRICAL FINDINGS AND INTERPRETATION

By cross section analysis technique for reore&'_eion' based on the 1979 census data,
our data set covered information about the ! ,7!6 heads-of-households which were
collected from the census for the state of Tennessee. For this date set, 70,000
observations were :‘enminated thet did not fit the economic model or huge of data set. All of
the data collected a.re explained as follows: |

1. Non-femily households and one-member families were reduced. Thus, less then
iwo-member famiiies were taken off the sample set.

2. Family size included only householders and children. Thus, brothers, sisters
and other relatives were deleted. These emumptton;e, created 8 pure family type for the
model. I '

3. Families paying less than $80.00 per monih for housing were reduced from the
date set. In this way, we could run more observations in the census.

4. A head-of-household's income (dependent veriable) covered wage or sslery
and/or nonfarm self-employment income and/or farm self-employment income. Thus,
social security inc:ome and public assistance income were deleted.

The equation was fitted in linear and semi-logarithmic forms for all the selected
veriables. The semi-logerithmic form of the equation fit better than the linear form of

the equation. So, | decided to use semi-logarithmic form rather than the linear form of
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the equation. At tﬁe same time, use of semi-logerithmic form allows one to make easy
estimations for head-of-household income, becauss the coefficients of independent
verfables directly indicate on the dependent variable.

Under these assumptions, some reletionships were calculated between
head—of-hwsehold‘incom&s and his/her education, experience level, merital status, sex
and work time. The estimates are pressnted below: :

LogY = 6.565 + 0.0527 EDU + 0.0425 EXP - 0.0008 EXP2

(50.05) (9.94) . (11.33) (-10.17)' |

‘_.’ 0.0606 MR - 0.3594 FE + 0.030 EMP

(1.06) (-6.18) (16.84)
R2= 0.2989 numerator d.1. = 1701
F - value = 120.91 denominator d.f. = 1707

The critical F critical 1s'g.os =1 .00. In this regression, F - value is equal to
120.91 which is bigger than 'critical F - crltiéa]. It meens, the probability of
effectiveness of at least one of the independent variables on the dependent variable is
higher then .95 percent. So, the F stetistic is significant at .05 percent since calculsted F
- value fs higher then the critical value. - |

All of the regression coefficients in the model have signs thet could be expecled
theoretically. The coefficient of each explanatory veriable tells how much that veriable
influences head-of-household income in the model while holding other fectors constant.

31




T

r""“

2y

TR

m allows one to make easy

the equation. At the same time, use of ssmi-logarithmic for

estimations for head-of -housshol
vor{ables directly indicate on the dopendent varfable..

d income, because the coefficients of independent

Under these assumptions, some relationships were calculated between

head-of-household incomes and his/her education, experience level, marital status, seX

and work time. The estimates are presented below:
LlogY = 6.565 + 0.0527 EDU + 0.0425 EXP - 0.0008 EXP2

(50.05) (9.94) - (11.33) (-10.17)

+ 0.0606 MR - 0.3594 FE + 0.030 EMP

(1.06) (-6.18)  (16.84)
R2=0.2989 numerator df. = 1701
F - value = 120.91 denominator d.f. = 1707

The critical F critical is'li.os = 1.00. In this regression, F - value is equal to
120.91 which is bigger thon critical F - critical. It means, the probability of
effectiveness of at least one of the 1ndepgndent variables on the dependent variable is

higher than .95 percent. So,the F statisﬂ’c is significant at .05 percent since calculated F

- value is higher than the critical value.
Al of the regression coefficients in the model have signs thet could be expected

theoretically. The coefficient of each explanatory variable tells how much that variable
influences head-of—rmsetmld income in the model while holding other factors constant.
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EDUCATION (Schooling)

The regre&ion coefficient of family heads with schooling is +0.052. The positive
sign of the coefficient indicates the direct relationship between this explanatory variable
and fncome in the model. “Returns” to schooling are 5.2 percent. It means the head-of-

household income %ncrmed .2 percent 8s schooling"time increased one year.

The result shows a positive snd sté’tistically éibn'ifioant relationship hetween the
head-of-household's income and his/her education Tevel. The t-value is hisher than the
critical velue, (9.94). So, this variabie explalné the increase of income to the 95
percent significant level

The human cepital theory has successfully demonstrated that the average earnings of
people with differént number of years of schooling could be explained by the hypothesis of
fres investment cﬁoice in the perfect market. The basic assumption of the theory is that
the discounted present value of the lifelime income of an individuel may in some
circumstances be increésed by investments on his/her education or training. 50

Orthodox analysis would predict that all groups in the labor market should realize
that monetary returns increase propqrtionally to their merginal investments in
education. Orthodox analysis assumes that workers appreciate returns to formal education
when they become more productive with'increesing education.S! The economist Gintis
arqued that the economic productivity of schooling s dqe primarily to the inculcation of
personality characteristics.32 He essumes thet incressing the educational achievements
of the poor will sutomatically increass their incomes.

At these levels of analysis on the structural role of education, howsver, much more
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work needs to be done to provide differential evidence on the mechanisms of education
affecting different 'clmas. Education helps to reinforce class differences by distributing
different kihds of éttitud&s and behavioral cheracteﬁstics in the people. The Indi;/idual is
affected not only by his/her own educational attainment, but also by his/her parents’
(especislly mothef"s).ﬁ
EXPERIENCE
The regression coefficient of | head-of- hpusehold experience is +0.0425, the

positive ooefﬁcleni sign lndlcalés the _direyct relationship of this explanatory variable to
income in the model. This explanatory variablé is used in order to messure the
effectiveness of increasing ability with increasing ages and education time. Experience is
equel to age minus education time and four years. [t means, if the education level is
constant (for example for 10 years), each additions] year of age causes an increase of
experience. Increasing of the experience has a positive effect on income. If experience
increases one morgyeer, head-of-housshold's income increases 4.2 perceni in the sample
set. But, it is noi going on continuously. Later, the positive effect of experience on the
income begins to go down , end it starts to have a negative effect. We can see this condition
with experience square signs. The regression coefficient of heed-of-household experience
squared is -0.0008, the negative coeffiécient sign indicates en inverse relationship to
eornings in the model. On the other hondi, the results show the positive and statistically
significant relatiqnship between the head-of-household's income and his/her experience.

- Experience’s positive effect and experience squared's negative effect on earning,

absorb each other during time. Until the peak point, increases in experience years 1sad to
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increasing income. At the peak point, increasing experience years does not effect the
income level ( if the other things - education, schooling,etc, - remain constant).. We can
calculate the maximum averages exper fence years for our sample set at follows;
(1) The maximum experience years which does not effect income, when the
experience positive effect is equal to experignce squared negative effect. So,
© 0.0425 EXP = 0.0008 EXP2

b A(S
i %:‘8%%%=EXP N EéXP=54Years‘ 3
(2) Inwmé per head-of-household incresses :during this time. But the incressing
of income fs very high in the first half of the maximum experience year. In
the second half, the growth of income slows down. After 5% years of
experi;ence. each addﬂional year of experience causes lhe income level to
decline. For exemple:
ExperfenceYears  0.0425 EXP - 0.0008 EXP?  |ncomeChane R et
| ©® 1 Yer 0.0425 - g.oooa ' = Inorecs 4.15
20 Years 0.850 - 0.320 = Increase 53.00
27 Years 1.126-05618 = Mex,Incresse 56.42
30  Yeers 1.275 - 0.720 = Slwdwn 5550
54 7 Years 2.25 - 2.25 = Noeffect 0.00
59  Yesrs 2.33-2.42 = Decline -9.00

(3) We can also calculate the age level for each head-of-household in which their
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income reaches the maximum level depending on their education level. For
example, if the education is none, age would be 29 If the education is at the
elemen:tary level, age would be 33. If the education is at the high-school
level, age would be 35.

Human Capital Theorists assume that work experience has to be paid for by lower
esrnings in early yeers The accumulation of knoMedge is'a process similer to the
accumulation of co;iita! ina firm. Our regfmsion results fit the humen capital theories.
Since we have no direct estimate of the earfl_lngs forgope by &n individual in the first year
of his/her working life, we simply assume that his/her maximum earnings capacity in
that year was equalito (1) what his/her earnings capacity would have been if he/she had
no education plus (2) the return on his/her accumulated investment in education. Human
capital theorists have offered this explanation for these phenomena. The base assumptions
of the theory are: (1) work expereince raises productivity, st least in early yesrs, but
by different amour;ts in different occupations; (2) people have free choice between
occupstions in which work experience is more or less pr‘oductive.:54 Mincer and others
have found that, when ysars of work experience are included as an explanatory variable,
the proportion of individual earnings which is explained statistically is substantially
increased. )

Orthodox economists (Becker, Thuro'W, Mincer, Rosen, Reder, et al) place great
weight on the role of general experience and specific training in incressing workers'
marginal productivities.3> Redical analyses qualify thefr aspects sbout experience and
training with some differentiated observations about the labor market. Finally, the fact
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that earnings growth with yesrs of experience is not necessarily evidence in favor of the
human capital theory as against alternative explanations.

The veriables mentioned above explain the relationship between experience and
income at the 95 percent statistically significant level for the state of Tennessee.

Harite) Statys

The regresi&n coefficient of marital status is +0.060. The positive sign of the
coefficient indicuttami the direct relationship of this explanatory varieble to income in the
model. We took the marital status as dumrﬁy variable in the model. For thet reason, &
married heed-of-hbusehold earns an incoihe 6.0 pércent higher than the one-parent
household. We can see this result on Table IV. Usually, the percentage of poverty is lower
for two parents ( mﬁrried head-of -housshold). We can explain this condition with family
responsibilities and, of course, constant work. A married person does not often make the
decision to leave or to change jobs as an unmarried person does. His/her decision is
affected by many factors.

On the other hand, the t-value (1.06) is lower than the t-critical, which is 1.64.
Therefore, this coefficient 1s insignificant and insufficient 1o explain the relationship
between marital status and income.

As we have mentioned befors, single.'unmarriad parents are usually regarded in 8
scornful way by soi:iety, and they often have 8 tendency towards poverty, being less
favored by socfal support and legal inheritance rights.

It is much more difficult for one- parent households to obtain security, because of

the obstacles inherent in the absence of one of the financial supporters. Actuslly, the
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disadvantage is more then half, since two-parent famil%es are capable of successfully
combining wage earning activities and household dut‘ies. while one-parent families ere
forced to pay for household duties et the time the head of such families is earning support
money. This increases the risk of impoverishment for the latter group. It could be said
that, since the hou&eholder lives below the poverty level, there is a high probability
ha/she would marrsll a poor person. This does not lead to combined support to improve the
family income.

A1l this evidence suggests thal impoverishment causes dissolution and it is entirely
possible that the solution of fpmﬂy problems will not solve poverty. '

At Tehla IV, the relationship between income and hwriage condition looks positive.
Usually, the percentage of poverty is ldweﬁ for married ( two-parent) families. Poverty
is widespread between widowers, divoroeeé, thoss séparaled and single-parent families.
Alsd. separated families look poorer than the other unmarried families. Widowers and
divorcees are less poor tharh\ the other one-parent groups. For these reasons, marital
status is a factor in reducing poverty in the state of Tennessee, but the explanation
between marriage and income level is not significant at 90 percent, becsuse the t-cal
(1.06) is less then t-critical ( 1.64).

Head-of-Household's Sex

The regression coeffiecient of sex is ~.359. The negative sign coefficient indicates
the indirect relationship of this explanatory verisble to income in the model. We look the
sex stetus as dummy variable in the model For that resson, a female head-of-household

earns an income 35 percent 1ess than the male head-of-housshold. Also, this coefficient is
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statistically signifiqant at the 95 percent level, because the t-value (6.18) is bigger then
the t-critical (1.96)

If the heod-of ~household is female, the percentage of income s lower than for male
head-of-household. So the relationship between poverty and female head-of-household

- looks positive. The causes of lower income are explained by work status, work time, snd

wage discrlminatioh for female houssholders. Usual]y, women do not work in the heavy
industrial sectors. For this reason they work for lower wages and earn less than male
workers. On the other hand, women's worl; lime is less than men's because they usually
spend more time with their children and on housework, So job discrimination for women
employees would bé another reason for wor;uen eernidg le§ than men. Since Tennessee is
not as progressive as some states, job discftmﬁnation 5ga1nst women in many companies is

a reslity.

Employment

The regression coefficient of family heads is +0.030. The positive sign of the
coefficient indicates the direct relationsmpv belween this explanatory variable and income
in the model. The head-of-household income increased 3.07 percent as working time
incrmedoneweek.‘

The result shows a positive and st_alistwally significant relationship between the
head-of-household's income and his/her ‘weeks of work. This veriable explains the
increase of income at the 95 percent significant level in the state of Tennessee.

All of the income distribution theories have established a positive relationship
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between the income level and employment. Generally, increases of working time cause the
increase of the income level, as mentioned before. Factors affecting the marginal

productivity of 1abor are human capital, physical capital, disembodied technical progress,

utilization levels and labor stock.
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CHAPTER VI

CONCLUSION

In this study', | have tested the variable which will affect income and poverty levels
for heods- of - houssholds in the state of Tennessee. The _study found that the independent
variable, educatloh. exper ience, and employment aref more effective, bul thal marriage is
less effective on thé income level, because the regression coefficient signs are positive and
have a 95 percent level of significance (avoid marriage). On the other hand, the other two
variables, experiénoe squared and female head-of-household has affected income levels
adversely due to Lhe minus signs of the coefficients. These are also at the 95 percent level
of significance.

The easiest Way to eliminate poverty is just simply to trensfer money to the poor.
The more money that can be transferred, the more poverty can be reduced. The traditional
approach to reduce the causes of poverty in the short run are: (1) the Food Stemps
Program, (2) the Medical Aid Program, ( 3) Public Hous‘ing Program, (4) Aid to Families
with Dependent Children Program, and (5) the Negative I.ncome Tax Program. These kinds
of anti-poverty programs relieve only the symptoms of poverty, however. Under these
policies, income distribution problems would not be solved.

A more promising long-run approach to poverty is to sttack its causes. For
example, expenditures on education or training are designed to cure one of the causes of
poverty: inadequate human capital. In the long run; (1) subsidizing investment in human

capital, (2) anti-discrimination policies (1ike The Equal Pay Act ( 1963) and The Civil
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Rights Act (1964)), (3) dealing with employment and disability, and (4) The Work
Incentive Program are more effective on income distribution and earning. All of thess
policies include subsidizing investment in humen capital and elimineting employment
discrimination against minorities and women.
We wish to point out some sugggstions on the matter of fighting poverty:
{A) Allow the labor market to adjust itsslf to capacity in order to improve

utilization and marginal productivity of labor.

(B) Once marginal productivity of labor is improved, investment will rise,
bringing along capital inflow, employment and transfers.

(C) Utilize transfers es & means to invest more thoroughly in education and

human capital ,>as well s non-human capital.
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