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ederal policy toward the alleviation of poverty is currently under-
Fgﬂing a massive overhaul as a result of the recently passed welfare
reform legislation. To a large degree, this legislation will replace our
current welfare programs with block grants to states. The effects of such
a change are difficult to forecast. We know that poverty rates vary
considerably across regions, as do the demographic characteristics of the
poor, but why the extent of poverty varies as much as it does across
different regions of the country is not fully understood. This is unfortu-
nate, since the design of appropriate antipoverty policies within a federal
system requires an understanding of the reasons for all these variations.
The main goal of this article is to shed some light on why poverty
rates vary as much as they do in different areas of the country. Section I
provides descriptive statistics on poverty rates in regions of the United
States and on how characteristics of the poor and nonpoor vary among
regions. The reasons for the regional differences in poverty rates are
explored in Section II. The primary focus there is on the role of earnings
capacity. The analysis shows that much of the regional variation in
poverty rates can be accounted for by differences across regions in the
distribution of potential family earnings: what families could be expected
to earn if all their adult members worked full-time, relative to the poverty
threshold for the family. Other factors, such as the number of weeks the
family head was unemployed or whether the family head was a single
woman, are very important in predicting whether particular families are
poor or not, but they are less important in explaining why poverty rates
vary over regions. The paper concludes with a discussion of the results,

I. Regional Differences in Poverty Rates and
Characteristics of the Poor

How best to measure poverty is a controversial subject. The official
U.S. poverty statistics are based on a methodology developed at the
Social Security Administration in the 1960s, which sets income thresholds



below which a family is classified as poor.! The
thresholds vary with total family size (up to nine
people), the number of family members who are
children, and whether the householder (family head)
is 65 years or older (for one- or two-person families).
For a given family size, the threshold is higher if there
is one child rather than none, and then generally
increases with the number of children.? For 1994, the
thresholds ranged from $7,109 for a single elderly
person to 530,981 for a nine-member family, one of

Poverty rates vary considerably
across regions, as do the
demographic characteristics of the
poor. The design of antipoverty
policies within a federal system
requires an understanding of the
reasons for all these variations.

whom was a child; the threshold for a one-adult,
two-child family was $11,940. Each year the thresh-
olds are adjusted for inflation by indexing to the
CrI-U.

Table 1 lists poverty rates for the nine Census
geographic divisions for 1994, with New York State
and California separated from the other states in their
divisions.* The unit of analysis here is families, de-
fined by the Census Bureau to be two or more people
“residing together and related by birth, marriage or
adoption” (1995, p. 10-1). The family poverty rate
varies from 8.2 percent in New England to 158
percent in the West South Central region. The East
South Central region, California, and New York also
had family poverly rates above the national average
of 11.6 percent. Regions with high (low) poverty rates

! The first official threshalds were based on work by Orshansky
(1963, 1965); they were revised by interagency committees in 1969
and 1981. Ruggles (1990) provides a history of the development of
the thresholds.

* Exceptions are three-person familics, where the threshold
increases as the number of children increases from one to two, and
four-person familivs, where the threshold decreases as the number
of children increases from one to two but increases as the number of
children increases from two to three,

* Data for this and subsequent tables are from the March 1995
Current Population Survey microdata file, which includes income
information for calendar year 1994.
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have been found by Bradbury (1996) generally to have
a high (low) degree of family income inequality as well.

In addition to varying across the Census divi-
sions, poverty rates also vary considerably across
states within the divisions. Family poverty rates by
state are displayed in Figure 1. California and New
York have family poverty rates considerably higher
than the other states in their divisions, and for this
reason are treated here as separate geographic units.
Other states were not treated separately because of
sample size considerations.

The National Academy of Sciences recently is-
sued a report (Citro and Michael 1995) recommending
major changes in the way in which the official U.5.
poverty rates are calculated. Of particular relevance to
this study is the National Academy’s recommendation
that the poverty thresholds vary over geographic units
to reflect differences in the cost of housing. The
National Academy report includes a tentative set of
housing cost adjustment factors, which vary across
Census divisions and within each division by the
population size of metropolitan statistical areas. The
adjustment factors range from 1.2 for metro areas with
at least 2.5 million people in the Pacific region to 0.83
for nonmetropolitan areas (and metro areas with less
than 250,000 people) in the East South Central region
(Citro and Michael 1995, Table 5-3). Applying these
adjustment factors to the official 1994 poverty thresh-
olds results in the regional family poverty rates shown
in column (2) of Table 1.* Adjusting for housing cost
differences has a strong impact on the pattern of
family poverty rates across the Census divisions,
although it leaves the national rate unchanged. The
West North Central region, which has low-cost hous-
ing, now has the lowest poverty rate, while California,
which includes the high-cost Los Angeles and San
Francisco Bay metro areas, has the highest poverty
rate.” New England’s poverty rate is also pushed up
substantially because of its high cost of housing,
increasing from 8.2 to 9.8 percent.

The National Academy report also recommended
that the family income measure used in the poverty
calculations be expanded to include the value of

* In cases where a metro area had grown larger than the largest
melro area population size class for which an adjustment factor was
available within its Census division, the adjustment factor for the
largest metro zize clazs available within the Census division was
used.

% Powers and Dupuy (1994) make a regional cost-of-living
adjustment using a price index constructed by the American Fed-
eration of Teachers, and find similar changes in regional poverty
rates. Friar and Leonard (1995) present poverty rates by state that
adjust for differences in the cost of living,

Netw England Economie Review



Tebhke 1

Regional Differences in Family Poverty Rates, 1994

measure lowers the national
family poverty rate by 1.2
percentage points. States vary
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nonmedical, in-kind government program benefits
such as food stamps, housing subsidies, and subsi-
dized school lunches. Column (3} in Table 1 is based
on calculations that compare family incomes includ
ing the imputed value of these benefits to the poverty
thresholds adjusted for regional differences in housing
costs.® The addition of in-kind benefits to the income

Jemugry/Februgry 1997

regiomal rates vary still ap-
pear to be robust. The West
South Central region and
Mew York and California con-

“ Information on the face value of food stamps received,
whether the household lives in publicly subsidized housing, and
whether household members receive subsidized schoel lunches is
collected in the March Current Population Survey. Based on this
information, the Census Burcau imputes the cash equivalent value
of the benefits accruing to each sample family from these programs.
Appendix B of Measering the Effects of Benefits and Tuxes on Incore
ared Poperly: 1992 (US. Bureau of the Census, 1993) describes the
imputation procedures.

New Englond Economic Rewew 5
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Table 2

Regional Differenices in Poverty Rates for Specific Groups, 1994
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sistently are well above the natienal poverty rate,
although their relative rankings depend on precisely
how poverty is measured. New England, the North
Central regions, the Middle Atlantic region (excluding
Mew York), the South Atlantic region, the Mounlain
region, and the Pacific region (excluding California)
are consistently below the national average, although
again their rankings relative to each other depend on
how poverty is measured.

The Mational Academy report makes many other
suggestions for revising how poverty is defined, in-
cluding deducting taxes, out-of-pocket medical ex-
penses, work-related expenses, and child care costs
(for families with no nonworking parent) from in-
come. These changes would increase measured pov-
erty rates, but it is not clear to whal extenl the increase
would vary over regions. The report also recommends
that the way in which the poverty thresholds vary
with family size and the number of children be
revised, and that the thresholds be changed over time
to reflect changes in living standards. Other analysts
have suggested that poverty should be defined in
terms of consumption rather than income, and Sles-
nick (1993) has shown that a consumption-based pov-
erty measure, incorporating adjustments for regional
and family characteristics that differ from those used

Tarnry/February 1997

in the official statistics, produces a very different
distribution of poverty over regions than does the
current official methodology.” This is further reason
for caution in drawing conclusions about the regional
distribution of poverty.

Regional Differences in Poverty for Specific Groups

Despite the caveats regarding the use of the
official poverty figures for regions, it is interesting to
examine how poverty rates vary over regions for
specific subgroups of the population. Examining Table
2, one can see that in all 11 geographic areas the
poverty rate (using the current official US. govern-
ment methodology for determining poverty status) for
families where the head (houscholder) does not have a
high school diploma (or equivalent) is much greater
than the overall family poverty rate® However, the

? The equivalence scale adjustment used by Slesnick (1943),
rather than the use of a consumption-based definition of paverty,
appuirs o be the primary factor underlying differences between the
regional distributions of poverty found by the Census Burzau and
by Slesnick.

& Table 2 is based on the official poverty rale methodology,
without adjustments for regional cost-of-living differences or in-
kind benefits,

Mew England Ecomomic Review 7
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Regional Differences in the Composition of the Poor, 1994
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poverty rate for this group is especially high in the
West South Central region, New York, and California,
which have high overall poverty rates, and lower in
New England, the Middle Atlantic region {excluding
New York), and the Pacific region (excluding Califor-
nia), which have low overall poverty rates. While
attaining a high school diploma is an important deter-
minant of poverty status, other factors that vary by
region must also matter.

Column (3) of Table 2 shows poverty rates for
families where the head (householder) worked at least
50 weeks of 1994, and had a normal work week of at
least 35 hours. Not surprisingly, the poverty rate for

B Jamuary/Februarvy 1957

this group is relatively low across all eleven areas, but
it is especially low for New England and especially
high for the West South Central region and California.
Again, general regional factors seem to matter,
Demographic characteristics are often good pre-
dictors of poverty. Column (4) shows poverty rates
for families headed by a single woman with at least
ome child under the age of six. Families in this group
tend to have hizh poverty thresholds relative to their
potential labor earnings; they also often represent
a relatively low labor supply because of child care
needs and the high tax rates implicit in welfare pro-
grams. The poverty rate for this group is extremely

Nrew Englard Econmnic Repiew
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Regional Differences in the Composition of the Nonpoor, 1994

Census Gaographlc Division
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high in all 11 regions. Unlike the previous two cases,
however, the poverty rate for female-headed families
with young children is actually somewhat below
the national average in the high-poverty West South
Central region and slightly above the national aver-
age in low-poverty New England. Families that have
2 black or Hispanic head (householder) have high
poverty rates in all regions, and families with a head
or spouse over 65 years old have relatively low
poverty rates across all regions (not shown).? As with

female-headed families with young children, the re-

JanuaryFebruary 1957

gional poverty rates for these groups do not seem to
vary systematically with the overall regional poverty
rates,

Families headed by a recent immigrant from a
non-English-speaking country (Columns (7) and (5))
have high poverty rates in all regions, and especially
so in MNew York, California, and the West South

? In the case of families headed by a married couple, the spouse
with the higher predicted earnings capacity {the definition of which
is discussed helow) was designated to be the head.

New Englarml Economic Revigw 9



Central region. Immigrants who arrived in the
United States within the past 10 years generally have
had higher poverty rates than those who arrived 10 to
20 years ago, reflecting their lower degree of assimi-
lation and possibly differences in cohort characteristics
as well.

Regional Differences in the Composition of the Poor

Tables 3 and 4 show how the compositions of the
poor and nonpoor populations differ, by region. The
proportion of family heads who lack a high school
diploma varies considerably, with the New England,
North Central, and Pacific (excluding California} re-
gions having relatively low propertions of this group
in both their poor and their nonpoor populations, and
the South Central regions having relatively high pro-
portions among both groups. Families with female
heads are a higher proportion of the poor in the
relatively low-poverty New England and East North
Central areas than in the high-poverty West South
Central region and California. Black families make up
a higher proportion of both the poor and nonpoor in
the southern regions than elsewhere, while a high
proportion of Hispanic families, poor and nonpoor, is
found in the western areas. Immigrant families make
up a large share of both the nonpoor and the poor in
New York and California.

Nonpoor families tend to work many more hours
than poor families in all areas of the country; this is
true whether one examines hours worked by the
family head or hours worked by all adult family
members. However, there is a fair amount of regional
variation in hours worked by the poor. The poor work
relatively few hours in New England and the Mid
Atlantic region, while they have relatively high annual
hours of work in the West North Central, West South
Central, and Mountain regions.

One arca of similarity across regions is in the
number of children per family. The poor tend to have
roughly twice the number of children living with them
that the nonpoor do, in all areas of the country, The
number of children per family varies little across regions.

" Since immigrants are likely to be at greater risk of poverty
privarily because of language problems, immigrants from Ireland,
Canada, Australia, BMew Zealand, and the United K_hugdu!n were not
included in the immigrant group. Sample members born in Puerto
Rico and other US. cutlying territories were classified as immi-
prants, Some regions have relatively few immigrants and the
calculated poverty rates must be treated with caution because of the
small sample sizes.

0 famuaryFebruary 7997

1I. Explaining Regional
Differences in Poverty

The descriptive statistics presented so far suggest
that both economic and demographic factors matter
in explaining regional differences in poverty rates.
Educational attainment varies quile a bil over regions
and is strongly associated with a reduced probability
of being poor. Demographic factors, such as the family
being headed by a single parent or by a minority
group member, are associated with an increased prob-

ability of being poor.

Both economic and demographic
factors matter in explaining
regional differences in poverty

rates. Educational attainment is

strongly associated with a reduced
probability of being poor.

More formal statistical analysis is necessary, how-
ever, to sort out the relative importance of factors
underlying regional dilferences in family poverty.
Table 5 displays the results of a set of probit regres-
sions examining the determinants of family poverty
status. In each regression, the dependent variable
equals one if the family’s income is below the poverty
threshold, and otherwise equals zero. The official
definition is used in determining poverly status for
these regressions; regional cost-of-living differences
and in-kind benefits are not taken into account in this
measure, Data [or the probil analysis come from the
March 1995 Current Population Survey (CPS), which
is also the source for the descriptive tables and the
official U.S5. poverty estimates for 1994, All 39,954
families in the CT'S file are included in the analysis.!!

The probit regression results reported in column
(1} of Table 5 include only a set of 10 geographic area
indicator variables (New England was treated as the
base case and is absorbed into the constant term). The
coelficients have been transformed to equal the change
in the probability of the family being poor owing to
the indicator variable being equal to one rather than

"' The unit of analysis is primary families. Secondary families
were not treated as separate observations.

MNew England Econmmic Rewew



zero." Thus, the coefficient for a geographic area can
be interpreted as showing the difference in the prob-
ability of being poor due to living in that area relative
to living in New England. A negative coefficient
indicates that living in the area i= associated with a
lower probability of being poor than living in New
England, while a positive coefficient indicates the
oppuosite. All 10 estimated coefficients are positive,
indicating that the probability of being poor is lower
in Mew England than in the other areas. This regres-
sion is simply another way of summarizing the in-
terregional differences in poverty rates reported in
Table 1.

To some degree, the interregional differences in
poverty rates may be due (o differences across regions
in the distribution of family type and size. Families
with young children headed by a single woman are
especially likely to be poor, and regions with a dispro-
portionately large number of families in this group
might be expected to have higher than average pov-
erty rates. To control for this, variables indicating
whether the family is headed by a single woman or by
a married couple are added to the specification, along
with another variable measuring the number of chil-
dren under six in families headed by a single woman.
If the interregional differences in poverty rates are
being driven by interregional differences in these
demographic characteristics, then inclusion of these
variables in the probit regression should reduce the
variation in the regional coefficients (and shrink their
magnitude toward zero if demographic effects account
for New England’s low poverty rate).

Interregional differences in the distribution of
family size may also help account for the interregional
differences in poverty rates. Since the poverty thresh-
olds increase with family size, a region with a higher-
than-average share of large families might be expected
to have a higher-than-average poverty rate {unless the
large families also tend to have higher incomes). To
investipate this, a variable equal to the natural loga-
rithm of the family’s poverty threshold is included in
the regression in column (2).13

The coefficients on the newly included variables
are of the expected sign, large in magnitude, and

" This probability is evaluated at the mean probability of a
family being poor ((L116). The poverty rate probit regressions were
estimated using the March supplement weights included in the CP3
microdata file.

" The coefficient for this variable (and ather continucus vari-
ables in subsequent regressions) is equal to the partial derivative of
the probability of the family being poor with respect to the inde-
pencent variable,

fanary/Feliruary 1997

statistically significant. However, inclusion of these
variables makes only a small difference in the geo-
graphic area coefficients. The demographic variables
are useful in predicting whether a given family will be
poor, but they are not very helpful in explaining
interregional differences in poverty.

The next explanatory factor investigated is the
degree to which the regional coefficients decrease
when we control for the potential earnings of families,
Geographic differences in the distribution of educa-
tional attainment and other aspects of human capital
would result in some regions having higher poverty

Interregional differences in family
poverty rates in the United States
are to a large extent due to
interregional differences in family
earnings capacity relative to the
poverty thresholds, and human
capital is the prime determinant
of earnings capacity.

rates than others. If differences in human capital
across regions are driving the interregional differences
in poverty rates, then the magnitude of the regional
coefficients should decrease substantially (and differ-
ences between them should narrow) when potential
earnings is included in the specification,

The measure of potential earnings used here is
based on the concept of “earnings capacity” intro-
duced by Garfinkel and Haveman (1977) and recently
used by Haveman and Buron (1993). A family’s an-
nual earnings capacity is equal to the amount that
could be earned by its adult members if all of them
were to work full-time for the entire year. It will differ
from actual family labor income to the extent that
some of the adult family members are working less
than this. As Table 3 has shown, on average the heads
of poor families work considerably less than standard
full-time, full-year hours,

Since wage rates are not observed for sample
members who are not working, wage rates must be
imputed in order to calculate earnings capacity. To do
this, log wage equations with standard Heckman
sample selection corrections were estimated sepa-

New Englond Ecomoeric Rewiene 11
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Table b continsd -
Family Poverty Probit Regressions®

Division  Poverty Threshold and . Eamings Additicnal Earnings Capacity
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(1) ik (2 2 i 3]
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{.006) L OO
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Yalue of Family In-Kind Benelils S0 094
(Thousands of Caollars) {.003) (.003)

Regional Gost-of-Living Adjustment —.042 (085
Indei [028) {.0246)

18494 State Unemploymient Rata Hda a2
(Fraction of the Labor Forca (.304) (301
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Ln Likallhood — 14, 2368 —11.8253 —8 025 —7.833 0

Independent Vanaboles 10 14 15 30 30

Dsenvations 35,864 38,854 39,954 d@.%‘ﬂ- i 38,054

rately for men and for women, and then used to
impute wages for each adult sample member. For each
sample member, earnings capacity was calculated by
assuming that the person worked at their imputed
wage rate for 40 hours per week for 52 weeks. Earn-
ings capacity for the family was calculated by sum-
ming the individual earnings capacities of all family
members who were at least 18 years old. Further
details regarding the earnings capacity imputations
are provided in the Appendix.

Since regional variables were not included in the
wage imputations, the distribution of the earnings
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capacity measure will vary over regions because of
differences across regions in the distribution of work-
ers’ characteristics, bul not because of differences in
how these characteristics are “priced” in the regional
labor markets. For example, regional variation in the
earnings capacity measure will capture differences in
the level of educational attainment across regions, but
not interregional differences in the economic return to
education.

The ability of a family to work its way out of
poverty is captured by its earnings capacity relative to
its poverty threshold. As the ratio of a family’s earn-
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ings capacity relative to the poverty line increases, one
would expect the probability of the family being poor
to decrease. To investigate the quantitative impor-
tance of this effect, the regression in column (3) of
Table 5 adds the natural log of predicted family
earnings capacity to the specification. Since the log
of a ratio is equal to the difference between the logs of
the numerator and denominator, including the natural
logs of family earnings capacity and the poverty
threshold in the specification is equivalent to instead
including both the log of the ratio of family earnings
capacity relative to the poverty threshold and the log
of the poverty threshold itself.

All of the geographic coefficients shrink in size
when the earnings capacity variable is included in the
specification, most of them substantially. The two
largest geographic coefficients in the previous column,
those for California and the West South Central re-
gion, both decrease by nearly 50 percent. Of the other
geographic coefficients, only the one for New York
remains statistically significant (at conventional levels).

The probil results can be interpreted as indicating
that interregional differences in family poverty rates in
the United States are to a large extent due to interre-
gional differences in family earnings capacity relative
to the poverty thresholds.® A prime reason why other
regions have higher poverty rates than does New
England is that a larger proportion of their popula-
tions have low earnings capacity. Once one controls
for the ability of families to work their way out of
poverty, the regional effects are much smaller than
before. This is surprising, since actual hours of work
by members of poor families tend to be well below the
full-time, full-year level. A likely explanation is that
those families whose work hours fall significantly
below the full-time, full-year level have low hours of
work because of their low earnings capacity. With
potential earnings low, participation in welfare pro-
grams, which often place implicit taxes on earnings of
beneficiaries of close to 100 percent, becomes more
attractive and hours of work are reduced.

The relative earnings capacity effect is largely a
combination of the effects of human capital and of
family characteristics. Family size and composition
determine the poverty threshold that is applicable,
and also determine the number of potential earners;
human capital is the prime determinant of the earn-
ings capacity of the potential earners. Since the pov-
erty threshold variable had relatively little effect on
the geographic coefficients when it was entered in the
equation without the earnings capacity variable, inter
regional variation in the distribution of human capital
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appears to be the dominant force in generating the
regional disparities in poverty rates. However, this
earnings capacity measure is probably also capturing
discrimination and other labor market constrainks
faced by minority group workers.

The analysis here is broadly consistent with re-
search by Powers and Dupuy (1994) which also exam-
ined regional differences in poverty rates. After adjust-
ing regional poverty rates for interregional differences
in the cost of living, the generosity of transfer pay-
ments, and demographic characteristics, Powers and
Dupuy still find large differences in poverty rates
across regions, which they attribute to interregional
differences in economic conditions, The research in
this study suggests that the regional differences in
economic conditions identified by Powers and Dupuy
are largely the result of differences in human capital
ACross regions.

Blank and Card (1993) also examine regional
differences in poverty rates, although their focus is on
the use of regional changes in poverty to quantify the
effects of economic growth and wage dispersion on
poverty. They find that decreases in wage dispersion
within a region and increases in a region's median
wage level are both strongly associated with a de-
creased level of poverty. This is also broadly consis
tent with the analysis in this study, although the focus
is quite different.

The next probit regression, reported in column (4)
of Table 5, adds several additional variables that cne
might expect to be useful in predicting whether a
family is classified as poor. The inclusion of the new
variables resulls in the ceefficient for the California
indicator variable becoming small and insignificant.
The West South Central and New York coefficients
shrink substantially, while the West North Central
coefficient increases in size. The new variables them-
selves have coefficients that in many cases are large
and highly significant. Many capture constraints that
individuals may face in labor markets because of

" Since one would cxpect the decrease in the probability of
being poor associated with a given increase in the ratio to lessen as
the ratio increases, the natural log transformation is appropriate.
The standard errors reported in Table 5 have not been adjusted o
take into account that family earmings capacity is based on the wage
equations estimated in the previcus stage,

* The log earnings capacity coefficient is of somewhat smaller
magnitude than the log poverty threshold coefficient, and of the
apposite sign. This suggests that it is the log of the ratio of carmings
capacity over the poverty threshold (relative earnings capacity) that
is the dominant factor, with the log poverty threshold having a
amall positive effect om the probability of being poor indepoendent of
its rede in the ratio.
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discrimination, poor language skills, or deficient de-
mand. California, New York, and the West South
Central areas have relatively high concentrations of
minority group members and recent immigrants who
may face such constraints. California and New York
were also slow o recover from the recession in the
early 1990s and had relatively high unemployment
rates in 1994,

The poverly regression controlling for earnings
capacity discussed above (see column (3)) is based on
wage imputations that do not control for regiomal
clfects. When regional effects are included in the log

When earnings capacity
incorporating regional effects is
controlled for in the poverty
regression, only New York State
is associated with a family poverty
rate statistically significantly
higher than that of New England.

wage regressions used as input into the earnings
capacity calculations, a somewhat different picture
emerges.!" The coefficient estimates in column (5) of
Table 5 show that when earnings capacily incorporat-
ing regional effects is controlled for in the poverty
regression, only New York State is associated with
a family poverty rate statistically significantly higher
than that of New England. All the other geographic
coefficients are less than (.02 and statistically insignif-
icant.

The regional effects in the wage regressions may
be capturing regional differences in the retum to
education and other components of human capital.
Topel (1994) shows that wages of low-skilled workers
deteriorated particularly rapidly during the 1970s and
1980s in regions where the supply of unskilled work-
ers grew relative to other areas of the country, sug-
gesting that regional variation in labor supply results
in regional differences in the “price” of skill.'”

It is puzzling that, unlike the other geographic
areas, a good part of New York State’s high poverty
rate is not “explained” by the regression where family
earnings capacity incorporates regional effects. The log
wage regressions used to predict earnings capacity
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allow predicted wages to differ due to regional effects,
but do not capture regional differences in the spread
of wages around the predictions. It may be that the
degree of vanability of wages around their expected
values is greater in New York than elsewhere, with
more people having low “draws” from the wage
distribution (given the characteristics held conslant
in the wage regressions) as a result. Investigating
whether this is true would be an interesting topic for
future research.

HI. Summary and Conclusion

This study has examined the extent of interre-
gional variation in poverty and developed a partial
explanation for it. The family poverty rate and char-
acteristics of the poor vary widely over regions of the
United States. However, much of the variation in
the poverty rate can be explained by variation in the
potential earnings of families relative to the poverty
thresholds determined by family size and composi-
tion. Other factors, such as unemployment and
whether the family recently immigrated to the United
States, also are important in determining the poverty
status of individual families, but play a somewhat
smaller role than earnings capacity in explaining re-
gional differences in poverty rates.

The thrust of recent federal antipoverty policy

% In these regressions, the 10 geographic dummy variables
{plus an additional dummy variable for Alaska), interacted with an
indicabor variable for living in a metropolitan statistical area and
indicater variables for three levels of educational attainment, were
included in both the labor foree participation probit equation and
the tn}g wage equation.

" In addition to regional differences in the retum to human
capital investment, the regional effects are probably also capluring, a
combination of regional differences in the distributions of employ-
ment by eccupation and industry, and compensating differentials
for regional differences in the cost of living and regional attractive-
ness. The compensating differentials should be aceounted for {and
1o some extent are accounted for, by including the regional cost-of-
living index in the regression), but the cocupation and industry that
would be filled by someone who is currently not working may bear
only a very weak relationship to the “typical” occupation and
industry in the Census division the worker lives in. To the extent
that the regional effects in the wage equation are capturing regional
variation in the ceoupation and industry mix, it may be better not to
condition the wage imputations on regional factors. Another poten
tial problem is that the “true” way in which regional factors
{econditional on relative earnings capacity) affect the probability of a
family being poor may be more complex than the simple additive
effects included in the probit specification. Including the regional
variables in the log wapge equation may result in the relative
carnings capacity varables picking up the effect of nonlinearities in
the effects of the regional variables in the poverly equation
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has been lo give more leeway to states in designing
programs, to set limits on the maximum amount of
time that individuals can collect benefits, and to re-
quire a greater degree of labor market activity by
welfare program beneficiaries. While the primary goal
of welfare reform is not to reduce interregional differ-
ences in poverty, it is interesting to consider how
government policy can affect differences in the poverty
rate across regions. The analysis in this article suggests
that it is largely a combination of interregional differ-
ences in family size and compesition and human
capital that produces differences in the poverty rate

Appendix
Earnings Capacity Imputation Procedures

The first step in imputing earnings capacity was to use
standard seleclivity adjusted regression methods to impute
wage rates [or all adult sample members. The selectivity
adjustment is employed to allow for differences in the
average value of unobserved determinants of wages he-
tween those who work and those who do not® Two
equations were specified, a log wage equation and a selec-
fion equation:

In w;=xp + g
Yi=Ey+tw
w=1 ifyi=0
wi=0 ifyi=0

where { is an index over individuals (sample members); w, is
the wage rate; x, is a row vector of observed predictors of
wages; ¥, is a dummy variable equal to one if the sample
member normally worked at least 35 hours per week and
worked at least 50 weeks in 1994, and equal to zero other-
wise; z; is a row vector of ohserved predictors of i, and B
and ¥ are column vectors of parameters. The x vector (log
wage equation) consists of age and age squared, a set of
seven educational attainment dummy variahles, the number
of children less than six years old, the number of related
children under 18 years old, and indicator variables as
follows: for marital status; for whether the person is black,
Hispanic, or both Hispanic and foreign-born; for whether
the person immigrated in the last 10 years or 10 to 20 years
ago; for whether the person reported {aving a wark disabil-
ity; and for whether the person was a veteran of the armed
forces. The full-time/full-year labor force participation
equation includes all of the variables in the log wage
equation plus family income from assets, child support
payments, and whether the family owned their house. The

*® The cconometric method used here is based on Heckman
(1976}, Greene (1993) provides a simple exposition,
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across regions, Human capital accumulation may be
accelerated with greater involvement of the low-in-
come population in the labor force, but this is likely to
be a small effect, in the absence of major new training
and education programs. In addition, low-skilled
workers may face increased labor market competition
in areas that have large welfare populations (and will
experience the greatest increase in the supply of
low-skilled workers). Interregional differences in
poverty rates are likely to persist in the absence of
changes in the interregional distribution of human
capital.

additional variables in the labor force participation equation
are intended to capture non-wage determinants of partici-
pation.

The two error terms, & and », are assumed to be drawn
from a bivariabe nonmal distribution (with the variance of @,
normalized at 1}, Given this distributional asswmption, the
expectation of individual i's wage rate conditional on x, and
I is

1
Efwlx;, y;) = exp(x,-ﬂ F 5 a1 = o8 + pn*JI.,-)

where o is the variance of &, p is the correlation coefficient
between & and

"'le T'] ~
ey @ TrT!

) ;
o bt e Fyi=0

1.-I"‘|= -'"r'“'-a I z.I"I"'.:I

i, ) is the standard normal density function, and 34 ) is the
standard normal distribution function.

Estimation was performed separately for men and
women. In each case, the selection equation was first estimated
using a maximum likelihood estimator. The log wage equation
was next estimated for full-time / full-year workers using ordi-
nary least squares, with the estimated values of A; included as
a regressar, Observations were excluded from the estimation if
the person had self-employment income, or if he or she was
either less than 18 years old or older than &5 Parameter
estimates are available from the author upon request.

The next step was to impute wage rates for each sample
member using the formula for the conditional expectation
shown above. The earnings capacity (expected full-time/
full-year earnings) of each sample member was then com-
puted by multiplying the imputed wage rate by 40 (hours
per week) times 52 (weeks per year). Finally, earnings
capacity for the family was calculated by summing the
individual earnings capacities of all family members who
were al least 18 years old.
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