Introduction to Poverty Studies

Midterm Exam 1

Student ID number ~ KEY: TAN TEST

1. Indicate whether the following statements are true or false by circling (T) or (F).
(Each correct answer is worth [ point.)
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The EITC is a wage supplement for low- and moderate-income
families in the form of a refundable tax credit.

Poverty spells are continuous periods during which income falls
below the poverty line.

Sub-prime lending is synonymous with predatory lending
practices.

Recent changes in U.S. bankruptcy laws generally favored lenders
over borrowers.

If the U.S. replaced the official poverty thresholds with a relative
poverty measure equal to one-half the median income of American

families, the number of families designated as poor would fall.

Only a minority of those who are poor at a given time will have
very long spells of poverty.

Wal-Mart is the largest private employer in the United States and
the largest retailer in the world.

Because their earnings are so low, the working poor pay no taxes.
Most people use aid programs for a very long time.

When asked the following question, “If the government were
willing to spend whatever it thought necessary to eliminate poverty
in the U.S., do you think that this is something that could be
accomplished?”” a majority of our class answered yes.

With sub-prime mortgages, a whole sector of the market was
allowed access to home mortgage loans that were previously
unavailable.

U.S. home foreclosures rose almost 80 percent in 2007.

Most of those who ever become poor will have a short stay in
poverty.

America is the only country with an official poverty line.
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15. (T) (F)  The results of Professor Buckles research group suggest that
deporting an undocumented worker from South Bend would have
very little effect on its economy because a native worker displaced
by the undocumented worker would take the vacated job.

11. Short answer. Provide succinct answers to the questions below in the space provided.
Answers on the badk of the pagewill not beread.

1. Professor Richman concluded that the situation of Haitian farm workers in the U.S. is
worse today that when she was an advocate for farm workers in the 1970s.
What was her reasoning? (3 points)

Today’s migrants are usually undocumented workers without legal standing in the courts.

Many of the first wave of Haitian migrant workers were legal. Those who were not were
accorded amnesty and legal status in 1986.

2. List three characteristics of migrant agricultural workers that contribute to their
vulnerability and low-income status. (6 points)

a. isolation—no independent means of transportation; stranger to American culture

b. illegal status —no legal rights

c. illiterate and/or non English speaking

3. Assessing the impact of Wal-Mart, Emek Basker (“The Causes and Consequences of
Wal-Mart’s Growth,” Journal of Economic Perspectives) concludes, “many of its
economic effects remain unquantified” (p. 195). Its biggest and obvious effect is
unambiguous, however, and is especially important for working poor families. What
is this effect? (2 points)

decrease in consumer prices

4. Give two examples of items that are not discharged during bankruptcy. (4 points)

a. Taxes, student loans, alimony, recent credit card debt.

b. Portion of mortgage that exceeds market value; child support payments
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5. In “The Changing Face of Inequality in Home Mortgage Lending,” Professor Richard
Williams and his coauthors argue that . . .as the old inequality in home mortgage
lending has slowly diminished, a new inequality has emerged . . .” What was the “old
inequality, and what is the new inequality? (4 points)

Old inequality: Low-income families and minorities were denied mortgage loans at any
price

New inequality: Low-income families and minorities targeted for sub-prime rates when
they qualify for prime rates and predatory practices.

6. List two problems with the official U.S. poverty measure that led Mayor Michael
Bloomberg of New York City to consider adopting the poverty measure
recommended by the National Academy of Sciences? (4 points)

a. ignores in-kind benefits (e.g. foodstamps, housing subsidies)

b. ignores EITC -- not able to identify the poor of measure impact of these programs
c. thresholds ignore cost of working (childcare in particular)

d. COL higher in NYC; thresholds should be revised upward.

7. Explain the phrase from The Working Poor: “I’m saving up for Bankruptcy.”
(3 points)

Individuals/families incur costs to file for bankruptcy: a filing fee ($660/1,600 before;
now $2,500 and $3,500), and attorney’s fee (rising because the attorney must testify
to the accuracy of the filing and is liable for errors); and financial counseling fees.
These total several thousand dollars and can necessitate years of saving.

8. Name two dimensions of well-being not included in the U.S. official poverty measure
that are included in the World Bank’s definition of poverty? (4 points)

a. health care

b. access to adequate education

c. access to political institutions

d. protection against catastrophic events such as civil wars

9. Why, despite all its flaws, does the U.S. federal government persist in using the
poverty measure developed by Mollie Orshansky in the 1960s? (3 points)

Any of the following:
' The government needs a way to track the well-being of its lowest income
citizens through time; to identify those in need; and to evaluate the effects of
assistance programs.
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' No administration is will to be responsible for increase in poverty. New
measure will imply redistribution of assistance also which will generate
political opposition.

I Adopting new measure would disrupt time trend measurement.

10. Why are scholars and policy makers interested in measuring income mobility in a
society? (3 points)

High rates of mobility can offset increasing inequality. Low rates contribute to
permanency of inequality and hence class division between haves and have nots.

11. The documentary Harvest of Shame and Professor Richman’s slide show presented
images of substandard housing for migrant workers. Shipler presents the agricultural
employers’ perspective on the problem of substandard housing on pp. 103-105
through the eyes of Jimmy Burch, the co-owner of a 2,000 acre farm between Mt.
Olive and Fasion, North Carolina, that yields cucumbers, peppers, squash, eggplants,
various greens, and sweet potatoes that are harvested by 115-220 migrant workers
over the year.

a. What was Burch’s experience with providing communal migrant housing? (2 points)

Burch’s workers destroyed furnishings and trashed the grounds (often in drunken stupors)
raising his costs and leading to fines by the DOL. His worker’s were responsible for the
poor conditions of this housing.

b. Burch decided on an alternative to labor camps as a way of developing a stable
workforce. What was this alternative? (2 points)

He cosigned mortgages on mobile homes.

12. Name three human resource policies revealed by Susan Chambers in the
memorandum, Reviewing and Revising Wal-Mart’s Benefits Strategy, or by Shipler’s
description of working at Wal-Mart that all else equal might prolong the poverty of
working poor employees. (6 points)

a. irregular hours that prevented workers from getting second jobs

b. restricting hours to part time; requiring employees to work off the clock.

c. requiring a year’s vesting to qualify for health insurance with high premiums;
discriminating against women
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13. Policy makers believe that government assistance (cash transfers, food stamps,
housing vouchers for example) should be in proportion to need (this is called vertical
equity). Consequently, the amount of assistance falls when earnings increase (benefit
reduction rule). They also believe the best welfare programs provide an incentive for
parents to increase their hours of work and hence earnings. Thus assistance is
reduced by less than a dollar or each additional dollar of earnings so that overall
income increases. Consider the story of Christie (pp. 39-46) in The Working Poor, a
single mom who works and receive welfare. What does her story tell us about the
actual impact of these the benefit reduction rules? Was she motivated to work more
when she received a raise? Explain? (3points)

Christie’s income grew by less than ten cents for every extra dollar she earned. Rather
than seeing this as getting ahead, she felt punished for working was discouraged and
thought that the extra effort was not worth the reward. When she received a raise of ten
cents per hour, she was only $6 a month ahead, “which was not nothing, but felt like it.”

14. The labor market experience of one particular low-wage earner in The Working Poor
poignantly illustrates why working-poor individuals should be concerned about their
dental health. Who is this person and what was her experience? (3 points)

Caroline Payne. She had no teeth and squandered money on dentures that fit so poorly
she could not wear them. Her appearance, (sunken mouth) discouraged employers from
hiring her for positions in which she came into contact with customers. This kept her
from being promoted and assigned her to the lowest paying jobs, mostly in factories.

15. Conceptually (apart from measurement problems), what advantage does an absolute
poverty line have over a relative poverty line? (2 points)

It identifies persons with resources insufficient to procure the basic necessities. Relative
measures may identify persons with more than enough resources for the basic necessities
as poor.

Now turn the question around. What advantage does a relative poverty line have over an
absolute poverty line? (2 points)

b. It rises with general prosperity and thus indicates whether that prosperity is being
share with the lowest income families in society. An absolute poverty line does not
rise with general increases in living standards. It can be argued that relative poverty
measures incorporate the psychological costs of not participating in the mainstream of
American society.
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16. What are two factors, according to Dr. Harvey Weingarten, that contribute to the
underutilization of dental services and might explain why the worker in question 15
had poor dental health? (4 points)

a. high cost of dental care (underfunded)

b. insufficient access to dentists, particularly in rural areas
c. unaccepted

d. unconvinced

e. unmotivated

f. powerless

17. Experts are sharply divided about the reasons for the surge in the number of
bankruptcies filed between 1980 and 2004. Some studies suggest that adverse events
such as job loss and medical bills push people to file. Others support the idea people
file for bankruptcy strategically when it is beneficial for them to discharge debt. Still
others (e.g. Michelle White) believe that the main reason for the rise in bankruptcies
is the growth of credit card debt.

Ann Brash and Caroline Payne, two of the single mothers in The Working Poor, filed
for bankruptcy. Which of the experts’ theories about the rise in bankruptcies best fits
their experiences? Which are not supported? Explain. (4 points)

Two of the causes identified (divorce and credit cards) seen to fit Ann and Caroline.
Filing for bankruptcy strategically is a stretch, particularly for Caroline. Both Ann and
Caroline felt ashamed about filing for bankruptcy. Unmanageable debt crept up on them
slowly as they charged needed items such as automobiles, groceries, and other necessities
to credit cards. They certainly did not scheme or plan ahead to use bankruptcy as a way
of allowing them to increase their consumption while accumulating valuable exempt
assets. They were both divorced and this contributed particularly to Ann’s financial
situation. She was comfortably middle class before her divorce. It could be argued that
bankruptcy financed her decision to work part time so she had more time with her
children, but she was so distressed about filing that it seems unlikely that this was a
strategy from the beginning. Divorce also has validity as a cause of bankruptcy for
Caroline. Her poverty began after the first divorce and a unwise settlement. In contrast,
her subsequent divorces did not worsen her finances.
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18. Explain how the story of Caroline Payne illustrates Shipler’s assertion that “the
ingredients of poverty are part financial and part psychological, part personal and part
societal, part past and part present” (p. 11). (Hint: It might help to thin about these in
pairs as stated in the quote.) (12 points)

The answers below are typical of answers receiving full credit. Demonstrating an
understanding of and focusing on the question were key. Many answers not a wordy as
mine received full credit.

Part financial: Caroline works at jobs with wages so low that work alone cannot lift her
out of poverty. She definitely does not have sufficient income to invest in herself as a
way of escaping poverty. Her education loans, mortgage, and credit card balances
become a burden constraining her purchasing power without increasing her earning
power.

Part psychological: As a victim of sexual abuse as a child, Caroline struggles with
feelings of worthlessness. She spends on unnecessarily items to console herself. Also,
having been passed over for promotion for so many jobs, she didn’t see in herself what it
took to be promoted. She “gave up on the dream” and being left behind became a self-
fulfilling prophecy. Her caseworker referred to her as an unmotivated, depressed person

p. 53).

Part personal: Caroline seems to have made a long list of bad decisions including her
choice of marriage partners, moving around frequently, and leaving jobs. She took her
“family turbulence” to work. In particular, her depression over her mother’s death
caused her to lose at least one job.

Part societal: society provides inadequate schools (for both her—she had difficulty
reading and writing—and her daughter) and limited access to medical and dental care.
Society also tolerates unfair employment practices—“the store had hired a man, whom
she knew, at a wage higher than hers” (p. 52)—and the declining real value of minimum
wages, and provides a meager safety net sending the message that she is to blame for her
own situation and responsible for improving it. This puts her is a catch-22 between the
low-wage labor market and child social services.

Part past: Many of her poor decisions can be traced to Caroline’s past--a childhood lived
in poverty punctuated by her father leaving the family and frequent moves--she felt like
“nothing but a piece of furniture shoved around in all directions” (p. 55). This history
haunts her and undermines her feelings of self worth. When the past is equated with her
accumulated debt, we see how burdensome debt can be come. A history of neglecting
dental health comes home to roost. She makes a poor decision to invest in a college
degree that has not payoff in the labor market and leaves her in debt.

Part present: In the present, Caroline must combine work and childcare, the later more
complex than normal in light of her daughter’s learning disability. Her daughter’s needs
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for care determine their place of residence and living situation. Caroline also has no time
to invest in herself because she must work long hours simply to cover rent, food, etc.

19. Draw on your reading of the first four chapters of The Working Poor, the assigned
materials, and the lectures to answer the following question. What problems of the
working poor could be solved with more money? What problems would remain?
(9 points)

The best answers:

(1) recognized a link between material hardships that could be improved with
additional funds and the nonmaterial physical, psychological, sociological and
political consequences of living in poverty (substance abuse, depression,
victimization, poor parenting, sexual abusive, etc.) that were more stubborn.

(2) noted the root causes of poverty in our economy—reliance on labor markets to
determine wages, and persistent demand for low-skill workers in service and retail
sectors—combined with the lack of political will to use legislation to improve life
at the bottom of the income distribution.

Your answer did not have to do all of this to receive full credit. A carefully worded
answer that did either was acceptable.

On my honor, I have neither given nor received unauthorized aid on this examination.
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