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Poverty Update

The Long-Term Story behind the New Numbers
By Douglas J. Besharov

Each year, the Census Bureau reports on the nation’s poverty rate, based on the number of people with
incomes below the official poverty line, as adjusted annually for inflation. In 2006, the poverty line,
which varies by family size, was $16,079 for a family of three, and $20,614 for a family of four.

FIGURE 1
POVERTY AND UNEMPLOYMENT (1959-2007)

According to this year’s
report on Income, Poverty,

and Health Insurance Cover-
age in the United States
(issued on August 28),
poverty fell from 12.6 per-

Unemployment and poverty tend to be correlated,
which suggests that measured poverty declined in 2006.
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in fact, today’s official

poverty rate is hardly lower
than the 1968 rate, when it
was about 12.8 percent, rein-

Source: Author’s calculations based on U.S. Census Bureau, Current Population Survey (CPS),
various years.

forcing the feeling that little progress has been beyond the official poverty measure, tells a more
made. But a closer look at forty years of poverty mixed story.

data, made possible by a new data series that goes
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As figure 1 shows, since the 1960s, year-to-year
changes in the poverty rate have been roughly
correlated (rising or falling) with unemployment.
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Underlying this blunt indicator are

more direct factors such as changes

in employment and wage rates.
Last year’s poverty decline

S

FIGURE 2

MONEY INCOME VS. DISPOSABLE INCOME
All Persons, Elderly, and Childen (1968, 1980, and 2004)

(Percent in Poverty)

followed the expected pattern.
Between 2005 and 2006, unem-
ployment fell from 5.1 percent to
4.6 percent. More significantly,
the single-mother unemployment
rate fell from 9.2 percent to 8.5
percent. As a result, the reported

poverty rate declined from 12.6

Elderly poverty has been all but eliminated, but child poverty
is little changed from its 1980 level. Including disposable income
lowers poverty for both groups by more than 25 percent.
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John E Kennedy: “A rising tide 1968 1980 2004

lifts all boats.”? This has not been
true for all groups, however, as dis-
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cussed below.

One wishes that the decline
had been as large as some of those
in the 1990s, and that it had benefited as many demo-
graphic groups. It appears that the decline in poverty
was due to more people working more hours—not to
higher wages. It is not necessarily bad that the poor are
doing better because they are working more, but sus-
tained declines in poverty require both more work and
higher wages.

Long-Term Poverty Trends

Long-term trends are ordinarily much more important
than year-to-year comparisons, although small yearly
increases (or decreases) in poverty can quickly add up to
significant changes in real poverty. Over the long term,
besides trends in employment and wages, the poverty
rate is also determined by the following:

e Government cash transfers (mainly Social Security
because non-cash benefits and the Earned Income
Tax Credit are not counted in the official poverty
measure)

e Demographic factors such as changes in divorce and
nonmarital birth rates (that produce more single-
mother families with high poverty rates), and
increases in the number of immigrants (higher
poverty) or the elderly (now lower poverty)

SourcE: Author’s calculations based on U.S. Census Bureau, Current Population Survey (CPS), various years.
*Disposable income does not include work-related expenditures.

The following briefly sketches the impact of both
factors. Neither, however, is fully understood using only
the official poverty measure. To do so, one needs a more
nuanced view of poverty, disaggregated by key demo-
graphic groups.

Money Income vs. Disposable Income

The poverty measure has been widely criticized by ana-

lysts from the left and the right for under- or overstat-
ing poverty. But—like many observers—I despair of
ever achieving wide agreement over a reformed poverty
measure and have grown to believe that, instead, it
would be preferable to develop various additional meas-
ures that broaden and enrich our understanding of con-
temporary poverty.

That is what is so important about recent Census
Bureau efforts to develop four additional definitions of
income: money income, market income, post-social
insurance income, and disposable income. In this
analysis, poverty measured by money income is con-
trasted with poverty measured by disposable income.

® Money income is the definition of money in the
official poverty measure, which is essentially pre-
tax, cash income (including wages, Social Security,
and welfare).
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¢ Disposable income adds to
money income the value of
non-cash government bene-

FIGURE 3
FAMILY STRUCTURE AND INCOME

Households with Children under Age Eighteen (2006)

fits (including food stamps,
public or subsidized housing,
and free or reduced price
school lunches), as well as the

$70,108

Earned Income Tax Credit

(EITC). It deducts federal

payroll taxes, federal and state

$40,018

income taxes, and property

$36,832

taxes for owner-occupied
homes. Also added are
imputed net realized capital
gains and imputed rental

Family structure and family income are highly correlated.
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Elderly Poverty

As figure 2 shows, material poverty among the elderly
has been all but eliminated—with the exception of some
of the oldest and frailest. In 1968, about 25 percent of
the elderly were poor (using either money- or disposable-
income definitions). By 2005, their money-income
poverty rate had fallen to 10.1 percent, and last year it
declined further to 9.4 percent.

Using the more informative disposable-income defi-
nition (which includes the income value of housing),
the 2004 poverty rate of the elderly (more recent data
are not available3) was only 6.4 percent, one-third lower.
And that does not consider the benefits they receive
from Medicare, the new prescription drug plan, and vari-
ous other programs. (Some analysts would subtract their
out-of-pocket medical expenses from disposable income,
which would raise elderly poverty to 9.4 percent.)

Child Poverty

Child poverty, however, continues to be a serious prob-
lem (as figure 2 also shows). Using money-income
poverty (the official poverty rate), the number of chil-
dren in poverty has changed little from its 1980 level—
twenty-five years ago. (Last year’s rate of 17.4 percent
was not statistically different from the 17.6 percent rate
the year before.)

Using the disposable-income definition of poverty,
however, tells a more positive story because it captures
the impact of increased aid to the poor since the 1960s.

SourcE: Author’s calculations based on U.S. Census Bureau, Current Population Survey (CPS), various years.

In 1968, with little in the way of food stamps, housing
assistance, the EITC, and so forth, there was no differ-
ence between money- and disposable-income poverty.
But by 1980 and continuing through 2004, counting
these benefits cuts the child poverty rate by roughly a
quarter to 13 percent.

Child poverty is both the most politically salient form
of poverty and the most difficult to address. It is largely
the product of trends in family composition and immi-
gration that cannot be cured by simple income transfers,
which can have unintended consequences.

Single-Mother Poverty

Family structure and family income are highly corre-
lated. If adjusted for family type, the income differences
among racial and ethnic groups shrink substantially.
Overall, white family incomes are almost twice that of
African-American family incomes, but, for all three
groups, the incomes of married-couple families with chil-
dren and of female-headed families with children are
much closer (see figure 3). The differences that remain
are partly explained by education level, the age of par-
ents, and the family’s time in this country.

In fact, family composition, especially single mother-
hood, continues to be a major characteristic of poverty.
As figure 4 shows, in 2006, single-mother families were
almost six times more likely to be poor than their married-
couple counterparts—36.5 percent versus 6.4 percent.
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Brookings scholars Isabel Sawhill FIGURE 4
and Adam Thomas have esti- FAMILY STRUCTURE AND POVERTY
mated that if single-mother rates (1968-2006)

had remained at their 1970 levels,
poverty in 1998 would have been Single mothers are six times more likely to be poor than married mothers.

24 percent lower.
Percent below poverty
Contrary to common assump-
tion, there has been a forty-year 50 | Single-mother families* | 50
decline in single-mother poverty—
down by 20 percent—driven by 40 - - 40
both increases in government
benefits and higher earnings (see 30 30
figure 5).
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means-tested programs. For both 0 0

white and black single mothers 1970 1980 1990 2000 2006

(there are no data for H1span1c Sourck: Author’s calculations based on U.S. Census Bureau, Current Population Survey (CPS), various years.
single mothers in 1968), money- ~ *Primary families only.

income poverty was essentially

unchanged (at very roughly about FIGURE 5

30 and 60 percent, respectively). EARNINGS AND BENEFITS REDUCE SINGLE MOTHER’S POVERTY
But for both groups, in 1980, Single-Mother Families by Race/Ethnicity (1968, 1980, and 2004)
disposable-income poverty was (Percent in Poverty)

about a quarter lower—again,
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because of the decline in the *Includes Hispanics. **Disposable income does not include work-related expenditures.

money-income poverty rate. Some

of this rise in earnings was undoubtedly a product of wel- ~ Poverty among Minorities

fare reform, but clearly broader economic and social

forces were at work—and probably played a larger role. African-American men have, on average, made substan-
Nevertheless, a single-mother poverty rate of over tial earnings gains since the 1960s, but they remain a

36 percent is much too high and compromises the life group doing poorly—much worse than white or Hispanic

chances of millions of children. Much more progress men (see figure 6). The official poverty rate does not

is needed against this deep-seated and complex form capture the depth of their economic problems. African-

of poverty. American men are about two-and-a-half times more likely



to have zero income than either
white or Hispanic men (18 percent
for blacks compared to 7 percent
for whites and Hispanics).

Hispanic poverty cannot be
considered without also weighing
the impact of immigration. In the
last thirty years, the United States
has experienced a tremendous
amount of immigration, largely
Hispanic. In 1975, Hispanics
made up 5.3 percent of the popu-
lation (about 11.1 million peo-
ple); they now make up 15.1
percent (about 44.8 million peo-
ple). If the percentages of Hispan-
ics in this country had remained
the same, the U.S. population
would be 29 million lower, 267
million instead of 296 million.

This influx has resulted in a
higher U.S. poverty rate, mainly
because so many immigrants are
low-skilled workers or women
with young children. If the pro-
portion of Hispanics in the popu-
lation in 2006 had been the same
as it was in 1975 (and they had
the same poverty rate as now),
then the overall U.S. poverty
rate in 2006 would have been 7
percent lower (11.4 percent
rather than 12.6 percent). That
would be 2.4 million fewer peo-
ple in poverty.

On the other hand, the
poverty rate of Hispanics has
dropped by a third from its high
twelve years ago, falling from 30.7
percent in 1994 to 20.6 percent
in 2006. Last year’s figure repre-
sented another 5.5 percent
decline (see figure 7). Moreover,
the poverty rate for foreign-born

persons (many of whom are Hispanic), declined even
more, falling from 16.5 percent to 15.2 percent, about an

8 percent decline.

Considering the large and continuing influx of His-
panic immigrants, one would expect that their poverty

FIGURE 6

SINGLE MEN AND POVERTY
by Race/Ethnicity (1968, 1980, and 2004
(Percent in Poverty)

Despite real progress, African-American men continue to do poorly,
much worse than white or Hispanic men.
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SourcE: Author’s calculations based on U.S. Census Bureau, Current Population Survey (CPS), various years.
*Includes Hispanics. **Disposable income does not include work-related expenditures.

FIGURE 7

POVERTY RATES BY RACE/ETHNICITY
(1959-2006)

Considering the large and continuing influx of immigrants,
Hispanics continue to do relatively well.
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Sourck: Author’s calculations based on U.S. Census Bureau, Current Population Survey (CPS), various years.
*Figures for blacks between 1960 and 1965 are interpolated. **Including white Hispanics between

1959 and 1972.

rate might have increased, or at least remained flat, as
millions of new immigrants entered the country. That

the poverty rate of Hispanics is falling is a testament to

in this country.

their work effort and the opportunities they have found



One reason Hispanics are mak-
ing economic progress is their
success in obtaining what might
be considered skilled blue-collar
jobs—apparently at the expense of
African Americans. In the twelve
year period from 1994 to 2006, for
example, as the total number of
workers in precision production,
craft, and repair occupations grew,
the percentage of these jobs held
by whites fell, the percentage held
by blacks remained constant, and
the percentage held by Hispanics
more than doubled (see figure 8).
Thus, as whites have left these
relatively well-paid jobs, Hispanics,
rather than blacks, have moved
into them.

Income Inequality

Income inequality (or, more neu-
trally, income dispersion) contin-
ues to grow, at least by the way
the Census Bureau counts it.
Those at the top seem to be
doing vastly better than the rest
of America.

A common method of measur-
ing income inequality is the Gini
coefficient, which is an index that
varies from zero (perfect equality)
to one (perfect inequality). The
higher the Gini coefficient, the
greater the degree of income
inequality. The Gini coefficient
for family income, for example,
was 0.376 in 1947, and then
moved up and down for several
periods until falling to 0.348 in
1968. Since then, it has risen
steadily to 0.440 in 2005, indicat-

ing a higher degree of income dispersion. As of this writ-
ing, the Census Bureau has not released updated 2006
income quintile data for families, but the data it has
released for households suggest that the trend continues.
But the Gini coefficient is an abstract concept, espe-
cially for laypersons. Figure 9 shows family income by

_6-

FIGURE 8
WORKERS IN PRECISION PRODUCTION, CRAFT, AND REPAIR OCCUPATIONS
(Percent Distribution by Race/Ethnicity)

In these skilled blue-collar jobs,
Hispanics are gaining at the expense of African Americans.
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Sourck: Author’s calculations based on U.S. Census Bureau, Current Population Survey (CPS), various years.
*Persons of other races are not included.

FIGURE 9
MEAN FAMILY INCOME BY QUINTILE
Money Income in 2005 Dollars (1968, 1980, and 2005)

Income inequality (or income dispersion) continues to grow,

with those at the top doing vastly better than the rest of America. P
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SourcE: Author’s calculations based on U.S. Census Bureau, Current Population Survey (CPS), various years.

quintile in 1968, 1980, and 2005. While incomes in the
bottom two quintiles remained essentially flat for almost
forty years, those in the top three rose by two-thirds,
and those in the highest quintile almost doubled. Public
(and political) attention has naturally focused on this
difference—and the apparently phenomenal success of
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those in the highest quintile, where incomes have
almost doubled since 1986 and are now apparently
almost ten times those in the bottom quintile.*

These are real differences, but probably not as great as
they appear. First, changes in the “top coding” of income
have exaggerated the top quintile’s income rise. In 1985
and again in 1993, the Census Bureau raised the highest
earnings counted in the CPS from $99,999 to $299,999
and then from $299,999 to $9,999,999, although the
highest amounts are effectively limited to $1 million
when the Census Bureau processes the data; the change
in 1993 raised the levels for several other income cate-
gories as well. The result was a one-year increase in
reported income of the top quintile of about 10 percent.
We wvery roughly estimate that the result is a more than
$20,000 rise in the top quintile’s average income.

Second, the quintiles are not rigid demarcations of
economic or social situation. Many people move up or
down, from one quintile to another—as people lose
and gain jobs, have children, or retire (or slow down
in preparation for retirement). For example, according
to the Survey of Income and Program Participation
(SIPP), roughly one-third of the households that were
in the top income quintile in 1996 were not there
three years later.> Likewise, roughly 38 percent of those
in the bottom quintile were not there three years later.6
Nevertheless, many live on these low incomes for a
very long time.

Such large disparities in incomes are of increasing
social significance and political import, but it is diffi-
cult to see them narrowing very much without dra-
matic changes in society and the economy because the
underlying trend is the product of major economic and
social factors: increasing returns to education and skills
(including greater dispersion of incomes within and
among job categories), changing family composition
(especially so many single mothers and unmarried peo-
ple living alone), and differences in the number of
hours worked.

Conclusion

Disaggregating poverty data by demographic group and
using disposable income to measure poverty tells a much
more promising story about long-term poverty trends.
Liberals will see these figures as affirming their calls for
massive government transfers. Conservatives will see
them as affirming the value of education and work. But
the larger message is that—looking behind the simple
metric of the official poverty measure—substantial
(albeit uneven) progress has been made against poverty.
That is good news for us all.

Notes

1. Percentages and figures used throughout this essay are
approximate.

2. Although little noted, President Kennedy was actually
speaking about how a rise in the income of one state would raise
the incomes of other states. He was using the argument to justify
a public works project in Arkansas, but his aphorism is now
widely applied to the poverty of individuals. See John T. Woolley
and Gerhard Peters, “John F. Kennedy: Remarks in Heber
Springs, Arkansas, at the Dedication of Greers Ferry Dam,” The
American Presidency Project, available at www.presidency.ucsb.
edu/ws/index.php?pid=9455 (accessed September 26, 2007).

3. This analysis compares three years: 1968 (the first year for
which we have data), 2004 (the last year for which we have
data), and 1980 (a year after most social welfare expansions took
place but before the increases in poverty because of the recession).

4. Using a disposable-income definition, so important for
understanding poverty, does not raise incomes at the bottom
enough to change this picture.

5. U.S. Census Bureau, “Dynamics of Economic Well-Being:
Movements in the U.S. Income Distribution, 1996-1999,” Cur-
rent Population Reports, Series P70-95, July 2004, 3, available at
www.sipp.census.gov/sipp/p70s/p7095.pdf (accessed September
5,2007).

6. Ibid.
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