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MEASURING POVERTY

When the Federal Government began measuring poverty in the early
1960s, the continued existence of poor people in a time of the “Affluent
Society” seemed anomalous. Official concern soon translated into efforts to
measure the size of the poverty population, and the search began for
programmatic ways to alleviate poverty. The first rough estimates of the
incidence of poverty were based on survey data indicating that families
generally spent about one-third of their income on food. A poverty level income
was then calculated by using as a yardstick the amount of money necessary to
purchase the lowest cost “nutritionally adequate” diet calculated by the
Department of Agriculture (roughly equivalent to the current Thrifty Food Plan).
This price tag was multiplied by three to produce a poverty threshold. The
assumption underlying this procedure is that if a family did not have enough
income to buy the lowest cost nutritionally adequate diet, and twice that amount
to buy other goods and services, it was “poor.” Adjustments were made for the
size of the family, the sex of the family head, and for whether the family lived
on a farm. Farm families were assumed to need less cash income because their
needs could be met partially by farm products, particularly food. The
adjustments for sex of the family head and for farm-nonfarm residence were
abolished in 1981. Policy officials made a major change to the basic approach
for calculating the poverty threshold in 1969. Rather than multiplying the cost of
the Thrifty Food Plan by three to establish the poverty threshold, officials



H-2
decided to simply increase the previous year's threshold by the change in the
Consumer Price Index (CPI).

In addition to this major change, the Census Bureau made minor revisions
in its method of estimating the poverty threshold four times—in 1966, 1974,
1979, and 1981. These revisions changed the estimate of the poverty rate. The
first two revisions slightly reduced the estimated number of poor, while the
more recent revisions slightly increased the number. In 1984, the Census Bureau
also revised its method of imputing missing values for interest income, which
slightly lowered the estimated poverty rate.

Data on income and poverty after 1987 may not be comparable to data in
earlier years because of changes in the methods used by the Census Bureau to
process survey results. This new processing system was applied to 1987 data so
that 1988 and 1987 data are comparable. Revised 1987 data are denoted as
1987R. The new processing system increased aggregate income by 0.9 percent
and lowered the poverty rate for 1987 by 0.1 percent.

The tables in this subsection provide poverty data calculated using the
official Census definition of poverty. The Census definition of poverty has
remained fairly standard over time and is useful for measuring progress against
poverty. Under this definition, poverty is determined by comparing pretax cash
income with the poverty threshold.

Table H-1 shows the population, number of persons in poverty, and the
poverty rate in 2002 by age, race, region and family type. In 2002, 12.1 percent
(34.6 million persons) of the total U.S. population lived in poverty. Of all
demographic groups shown, poverty was second highest among female-headed
families with children (33.1 percent). Among children under age 18, 16.7
percent, or 12.1 million children, lived in poverty in 2002.

The weighted average poverty thresholds for families of various sizes for
selected years between 1959 and 2002 are presented in Table H-2.

TRENDS IN THE OVERALL POVERTY RATE!

In 1959, the overall poverty rate for individuals in the United States was
22 percent, representing 39.5 million poor persons (Tables H-3 and H-4).
Between 1959 and 1969, the poverty rate declined dramatically and steadily to
12.1 percent. As a result of a sluggish economy, the rate increased slightly to
12.5 percent by 1971. In 1972 and 1973, however, it began to decrease again.
The lowest rate over the entire 24-year period occurred in 1973, when the
poverty rate was 11.1 percent. At that time roughly 23 million people were poor,
42 percent less than were poor in 1959.

 All poverty trend information is based upon published Census Bureau data contained in Current
Population Reports, Series P-60, Nos. 124, 140, 145, 149, 154, 157, 161, 166, 168, 174, 180, and
185. These figures may differ with other parts of this report which provide a more refined
breakdown of this age category. Data for blacks, the aged, and nonaged population were not
available for the years 1961-65.
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TABLE H-3 - NUMBER OF PERSONS IN POVERTY BY

DEMOGRAPHIC GROUPS, SELECTED YEARS 1959-2002
[Numbers in Thousands]

Individuals
Year Overall Aged Children* mHFleS:(lje- Black Fg??gi?]lgc White
Families®

1959 39,490 5,481 17,552 7,014 9,927 NA 28,484
1960 39,851 NA 17,634 7,247 NA NA 28,309
1965 33,185 NA 14,676 7,524 NA NA 22,496
1970 25,420 4,793 10,440 7,503 7,548 NA 17,848
1975 25,877 3,317 11,104 8,846 7,545 2,991 17,770
1980 29,272 3,871 11,543 10,120 8,579 3,491 19,699
1985 33,064 3,456 13,010 11,600 8,926 5,236 22,860
1990 33,585 3,658 13,431 12,578 9,837 6,006 22,326

1991 35,708 3,781 14,341 13,824 10,242 6,339 23,747
1992* 38,014 3,928 15,294 14,205 10,827 7,592 25,259
1993 39,265 3,755 15,727 14,636 10,877 8,126 26,226
1994 38,059 3,663 15,289 14,380 10,196 8,416 25,379

1995 36,425 3,318 14,665 14,205 9,872 8,574 24,243
1996 36,529 3,428 14,463 13,796 9,694 8,697 24,650
1997 35,574 3,376 14,113 13,494 9,116 8,308 24,396
1998 34,476 3,386 13,467 12,907 9,091 8,070 23,454
1999 32,258 3,167 12,109 11,764 8,441 7,876 22,169
2000° 31,581 3,323 11,587 10,926 7,982 7,747 21,645
2001 32,907 3,414 11,733 11,223 8,136 7,997 22,739
2002° 34,570 3,576 12,133 11,657 8,602 8,555 23,466

! All children including unrelated children.

2 Does not include females living alone.

% Hispanic origin may be of any race; it is an overlapping category.

* For 1992, figures are based on 1990 Census population controls

® Data for 2000 are consistent with 2001 data through implementation of Census 2000-based
population controls and a 28,000 sample expansion to the March Current Population Survey.
® Starting in 2002, “Black” refers to people who reported only black as their racial category,

and “White” refers to people who reported only white as their racial category.

NA-Not available.

Source: U.S. Census Bureau (2003 and various years).

The poverty rate increased by 1975 to 12.3 percent, and after 1978 the
poverty rate rose steadily, reaching 15.2 percent in 1983. Between 1983 and
1993, the poverty rate moved up and down within a narrow range of about 2.5
percentage points, declining somewhat during economic recoveries and rising
somewhat during economic downturns. However, poverty declined every year
between 1993 and 2000, reaching a low of 11.3 percent, the lowest rate since
1974. The rate rebounded slightly in 2001 and 2002, rising to 12.1 percent,
which absent recent years would have been lower than any year since the 1970s.
The poverty rate for children followed a similar path, falling prior to 1969,
fluctuating between about 15 and 17 percent in the 1970s, and then remaining
between about 20 and 23 percent during the 1981 to 1996 period. Since 1996,
the children’s poverty rate fell from 20.5 percent in 1996 to 16.2 percent in
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2000 — a 21 percent decline. The rate rose slightly in 2001 and 2002, but
remained in the 16 percent range last seen in 1979.

TABLE H-4-- POVERTY RATES FOR DEMOGRAPHIC GROUPS,
SELECTED YEARS 1959-2002

Individuals

. in Female- Hispanic .

Year Overall Aged Children* Headed Black Oripgin3 White
Families®

1959 22.4 35.2 27.3 49.4 55.1 NA 18.1
1960 22.2 NA 26.9 48.9 NA NA 17.8
1965 17.3 NA 21.0 46.0 NA NA 13.3
1970 12.6 24.6 15.1 38.1 335 NA 9.9

1975 12.3 15.3 17.1 375 31.3 26.9 9.7
1980 13.0 15.7 18.3 36.7 325 25.7 10.2
1985 14.0 12.6 20.7 37.6 31.3 29.0 114
1990 135 12.2 20.6 37.2 31.9 28.1 10.7
1991 14.2 124 21.8 39.7 32.7 28.7 11.3
19924 14.8 129 22.3 39.0 334 29.6 11.9
1993 15.1 12.2 22.7 38.7 33.1 30.6 12.2
1994 145 11.7 21.8 38.6 30.6 30.7 11.7
1995 13.8 10.5 20.8 36.5 29.3 30.3 11.2
1996 13.7 10.8 20.5 35.8 28.4 29.4 11.2
1997 13.3 10.5 19.9 35.1 26.5 27.1 11.0
1998 12.7 10.5 18.9 33.1 26.1 25.6 10.5

1999 11.9 9.7 17.1 30.5 23.6 22.7 9.8

2000° 11.3 9.9 16.2 285 225 215 9.5

2001 11.7 10.1 16.3 28.6 22.7 214 9.9
2002° 12.1 10.4 16.7 28.8 24.1 21.8 10.2

! All children including unrelated children.

2 Does not include females living alone.

% Hispanic origin may be of any race; it is an overlapping category

“For 1992, figures are based on 1990 Census population controls.

® Data for 2000 are consistent with 2001 data through implementation of Census 2000-based
population controls and a 28,000 sample expansion to the March Current Population Survey.
® Starting in 2002, "Black" refers to people who reported only Black as their racial category,
and "White" refers to people who reported only White as their racial category.

Source: U.S. Census Bureau (various years).

POVERTY RATES FOR INDIVIDUALS IN SELECTED SUBGROUPS
OF THE POPULATION

As Table H-4 illustrates, there are substantial differences between the
overall poverty rate and the poverty rates of individuals in certain demographic
subgroups. Most notably, blacks, individuals in female-headed households, and
Hispanics have poverty rates that greatly exceed the average. The poverty rates
for individuals in female-headed households remained above 35 percent over the
1959-97 period. However, it declined every year after 1991 and in 2000 reached
its lowest level ever at 28.5. The poverty rate for blacks and Hispanics has
remained near 30 percent during the 1980s and mid 1990s. However, both rates
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declined every year after the early 1990s and for blacks it reached its lowest
level ever in 2000 at 22.5 percent, and for Hispanics reached a record low of
21.4 percent in 2001. The poverty rate for the aged, which exceeded the overall
poverty rate in 1959, fell quickly beginning in the 1960s. By 1999 it had reached
the remarkably low level of 9.7, a decline of over 70 percent since 1959. The
poverty rate for whites was below the overall poverty rate throughout the entire
1959-2002 period. It was 10.4 percent in 2002. The poverty rate for children
exceeded the overall poverty rate every year between 1959 and 2002.

POVERTY RATES FOR FAMILIES?

Table H-5 shows the composition of the poverty population for various
demographic groups for selected years between 1959 and 2002. Table H-6
presents poverty data for families and unrelated individuals (individuals living
alone). Female-headed families with children and unrelated individuals are more
likely to be poor than other families with children or families with aged
members. In 2002, 33.6 percent of female-headed families with children were
poor, compared with 7.6 percent of male-present families. Although only 6.7
percent of all families with an aged member were poor, 19.5 percent of all aged
unrelated individuals were poor. About 20.7 percent of nonaged unrelated
individuals were poor.

POVERTY UNDER ALTERNATIVE MEASURES OF INCOME AND
PRICE INFLATION

The Census Bureau publishes data that reflect two adjustments in the
official definition of poverty. The first of these is an alternative inflation
adjustment. The official poverty line is based on a procedure developed in 1965
with yearly adjustments for inflation using the CPI. The CPI, in turn, is based on
the yearly change in prices of goods used by most Americans. Prior to 1983, the
CPI measured housing prices using a procedure that included changes in the
asset value of owned homes. Because the asset value of houses was growing so
much faster than the consumption value, the inflation rate that included asset
values was excessive.

In 1983 the Bureau of Labor Statistics began using a rental equivalence
approach to measure the value of housing. The official CPI-U inflation rate is
based on the asset value of housing prior to 1983 and rental equivalence in 1983

2 Income figures reported in this subsection are from the March Current Population Survey (CPS)
computer data files. There is a tendency in surveys, such as the CPS, for respondents to underreport
their incomes by both source and amount. Reporting of income from earnings is usually more
accurate than reporting of income from other sources. In general, CPS estimates of amounts or
numbers of recipients of various cash and noncash transfer programs tend to be lower than
administrative program totals. As a result, the data are a better reflection of general trends and
patterns than of absolute numbers with income from a particular source, or the amount received.
Unrelated subfamilies are included as families in this analysis. The Census Bureau excludes such
families from its poverty counts.
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and later. To provide a consistent time series, the Bureau constructed an
experimental series, the CP1-U-X1, for 1967-82 based on rental equivalence.

The general effect of using the CPI-U-X1 is to lower inflation in past
years which in turn has the effect of lowering poverty thresholds for those years.
A lower threshold means that fewer people are poor. As can be seen by
comparing the first two columns in Table H-7, adjusting the poverty threshold
using the CPI-U-X1 reduced the official poverty rate by between 1.3 and 1.5
percentage points in most years between 1979 and 2002. In 2002, the CPI-U-X1
reduced the poverty rate by 1.3 percentage points (11 percent or 3.8 million
persons).

The second adjustment in the official poverty rate made by the Census
Bureau is to expand the definition of income to take into account some noncash
income, including government benefits. Under the procedures by which the
official poverty rate is calculated, only cash is counted in determining whether a
family is poor; income from cash welfare programs counts, but benefits from
food programs, medical care, social services, education and training, and
housing are not included in the calculation. Moreover, because government
spending on means-tested noncash benefits has increased more rapidly than
spending on means-tested cash benefits over the years, ignoring noncash
benefits may be an increasingly serious omission if we want a broad picture of
the impact of government programs on poverty.

The question of how to value noncash benefits raises a variety of
substantive and technical issues. The Census Bureau has been working on these
issues, consulting with academic experts, sponsoring conferences, and issuing
technical reports for many years. In 1997, the Bureau published a consistent
historical data series, covering the years 1979-91, to trace the impact of a variety
of taxes and noncash benefits on poverty and income. The measurement of
noncash benefits extended beyond government spending for the poor to include
government spending programs such as Medicare that are not means tested as
well as to employer contributions to employee health plans.

To examine the impact on income and poverty of various State and
Federal taxes, government noncash programs, employer-provided benefits, and
so forth, the Bureau has adopted a framework that includes 15 definitions of
income. By comparing income under these multiple definitions, it is possible to
estimate the impact of the various income sources on the average income and
the poverty rates of individuals and families.

Income definition 14 is of interest to those concerned with the impact of
government means-tested, noncash benefits on poverty rates. Unlike the official
poverty rate, which includes only cash government benefits, definition 14
includes the effects of State and Federal taxes, employer-provided benefits, non-
means-tested government benefits, and means-tested noncash benefits including
food stamps, housing, school lunch, and the fungible value of Medicaid.
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TABLE H-7 -- POVERTY UNDER ALTERNATIVE MEASURES OF PRICE
INCOME AND INFLATION, SELECTED YEARS 1980-2002

Poverty Rate Percentage Reduction in Official

- . . Poverty Associated With:
Y -U-
ear Official Using CPI-U-X1 With CPI-U-X1 With

HA
(CPI-U) CPI-U-X1 Noncash Benefits® CPI-U-X1 Noncash Benefits!

1980 13.0 115 8.6 115 33.8
1985 14.0 125 10.1 10.7 27.9
1990 135 12.1 9.5 10.4 29.6
1991 14.2 12.7 9.9 10.6 30.3
1992 14.8 13.4 10.5 9.5 29.1
1993 15.1 13.7 10.7 9.3 29.1
1994 145 13.2 9.8 9.0 29.7
1995 13.8 12.3 9.0 10.9 34.8
1996 13.7 12.2 8.9 10.9 35.0
1997 133 11.8 8.8 11.3 33.8
1998 12.7 11.3 8.2 11.0 35.4
19992 11.9 10.6 7.7 10.9 35.3
2000° 11.3 10.3 7.6 8.8 32.7
2001 11.7 104 7.8 111 333
2002 12.1 10.8 8.2 10.7 32.2
Percent

change, -6.9 -6.1 -4.7 NA NA
1980-2002

! Including income from capital gains, health insurance supplements to wage or salary income, non-
means-tested and means-tested government noncash transfers, the value of Medicare,

the value of regular-price school lunches, the value of Medicaid, the earned income tax credit (EIC),
less Social Security payroll taxes, less Federal income taxes (excluding the EIC),

less State income taxes.

2 Reflecting Census 2000-Based population controls.

® Reflecting Census 2000-Based population controls and a 28,000 household expansion.
NA- Not available.

Source: U.S. Census Bureau (2003 and various years).

The question of whether to include medical benefits when measuring
poverty has great implications on poverty rates. The valuation of medical
benefits is particularly difficult. Most poverty experts believe that medical
coverage should not by itself raise poor individuals above the poverty line or
constitute a major portion of the poverty threshold. The development of the
poverty thresholds did not take into account medical costs. Although poor
persons are clearly better off with medical coverage, such benefits cannot be
used by recipients to meet other needs of daily living. Also, since health
insurance costs are not imputed to the incomes of those above poverty, it seems
inappropriate to count health benefits as income for those below the poverty
line.
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POVERTY BY METRO AREA AND STATE

Tables H-8 and H-9 present poverty rates for non-metro and metro areas
and by race in non-metro and metro areas respectively. Table H-8 shows that
over the period depicted poverty rates in nonmetro areas have consistently been
several percentage points higher than in metro areas, but several percentage
points lower than in central cities only, which consistently have had the highest
poverty rates. For all three areas, poverty rates in 2002 are well below their
most recent 1993 peak rates in all three areas. For nonmetro areas, the 2002
poverty rate was 17 percent below its 1993 value; for metro areas, 21 percent
below; and for central cities only, 22 percent below.

TABLE H-8 -- POVERTY RATES IN NONMETRO

AND METRO AREAS, SELECTED YEARS 1980-2002
[In Percent]

Metro
Year Nonmetro .
Total Central Cities Only

1980 15.4 11.9 17.2
1985 18.3 12.7 19.0
1990 16.3 12.7 19.0
1991 16.1 13.7 20.2
1992! 16.9 14.2 20.9
1993 17.2 14.6 215
1994 16.0 14.2 20.9
1995 15.6 13.4 20.6
1996 15.9 13.2 19.6
1997 15.9 12.6 18.8
1998 14.4 12.3 185
1999 14.2 11.2 16.4
2000° 13.4 10.8 16.1
2001 14.2 11.1 16.5
2002 14.2 11.6 16.7

*For 1992, figures are based on 1990 Census population controls.

2 Data for 2000 are consistent with 2001 data through implementation of Census 2000-based
population controls and a 28,000 sample expansion to the March Current Population Survey.
Source: U.S. Census Bureau (2003 and various years).

Table H-9 shows that despite recent progress, poverty among blacks and
Hispanics remains much higher than poverty among whites in metro areas, non-
metro areas, and inner cities.

Table H-10 presents poverty rates by State for 1988-2002, based on
3-year averages. The data are shown as 3-year averages due to poor statistical
reliability of State poverty rates in a single year, resulting from small sample
sizes.
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TABLE H-9 -- PERCENTAGE OF PERSONS IN POVERTY BY RACE,
BY METRO AND NONMETRO RESIDENCE, 2002

Race Nonmetro Metro
Total Central Cities Only
All Races 14.2 11.6 16.7
White only, non-Hispanic 11.0 7.2 9.1
Black only, non-Hispanic 33.3 22.9 27.0
Hispanic® 26.7 21.4 25.1

! Persons of Hispanic origin may be of any race.
Source: U.S. Census Bureau (2003).

TRENDS IN FAMILY COMPOSITION AND INCOME, 1967-2002

In the past 30 years, the level of and inequality among family incomes
has changed significantly according to all income measures. Between 1967 and
1973, income increased for all quintiles, and income inequality went down. As
measured by the Congressional Budget Office, over this time period the lowest
quintile experienced an increase in mean adjusted family income (AFI; family
income divided by the poverty threshold for the appropriate family size) of 30
percent, while income for the highest quintile grew by 21 percent. Since 1973,
income of the bottom quintile declined through the remainder of the 1970s and
the 1980s, and rose modestly in the 1990s. Income for the highest quintile has
risen through this period.

While the general trends in families' economic well-being are similar
regardless of how measured, varying results for the distribution of family
incomes are obtained depending on which income measure is used. Three
commonly used income measures (all adjusted for inflation) are family cash
income, family cash income per capita, and AFIl. While no measure perfectly
captures the economic well-being of families, AFI most accurately accounts for
differences in family size by incorporating the scale implicit in the official
Federal poverty thresholds.

Family composition in the United States has undergone pronounced
changes since 1973 (Table H-11). The number of married couples with children
has been almost flat since 1973. By contrast, the number of families headed by a
single mother grew by 93 percent over the entire 1973-2000 period, the number
of non-elderly childless units grew by 105 percent, and the number of elderly
childless units grew by 61 percent.

Changes in family composition also are reflected in the number of
persons and earners per family. The average family has become smaller,
reflecting in part relatively fewer families with children (and fewer children in
those families). The average family also had fewer earners in 2000 than in 1973.
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DEFINITIONS AND METHODS

Analyzing trends in the distribution of family incomes over time requires
making decisions about a number of variables: How should variation in incomes
be measured? What is the appropriate timeframe over which to examine
changes? How should inflation be taken into account? And, finally, what is the
appropriate measure of income to use?

Measuring Variation

Most of the data in this section are presented for income quintiles, each of
which represents one-fifth of the income distribution (either families or persons,
as indicated). Quintiles are calculated by ordering all relevant family units from
those with the lowest income to those with the highest. For the analysis of
changes in incomes among different types of families, quintiles are defined
separately for each family type.

The analysis of changes in the distribution of family incomes over time is
done by examining average incomes, adjusted for inflation, by income quintile
for specific types of families.

Timeframe

Most of the analysis focuses on data for 4 years: 1973, 1979, 1989, and
2000. The first 3 years reflect peaks in the business cycle, and allow
comparisons to be made across time periods in which general economic
conditions were broadly similar. Information also is presented for 2000, the
most recent year for which data are available.

Income data provided by the Census Bureau to outside researchers are
frequently limited in certain ways both to protect confidentiality and to reduce
the impact of reporting and coding errors on statistical calculations. Beginning
with information for 1995, the Census Bureau substantially increased the
maximum earnings it reports for individuals on public-use computer files. As a
result, comparisons of incomes for high-income individuals and families in
years before and after 1995 may reflect actual differences in their economic
circumstances, differences in the way their income is coded, or both.

To account for this reporting change, income data for 2000 are presented
here in two ways. First, individuals' earnings for 2000 are limited to (or
top-coded at) the same inflation-adjusted value they were limited to in 1989
($99,999 in 1989; $138,870 in 2000.) Second, individuals' earnings in 2000 are
presented the same way they are reported on the Census Bureau's public-use
files ($1 million upper limit).

Adjustment for inflation

To examine changes in family income over time, the dollar amounts must
be adjusted for inflation to compare actual buying power. Adjustment for
inflation is done here using the CPI-U-X1, a revised version of the official
Consumer Price Index that provides a consistent treatment of the costs of home
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ownership over the years examined. The CPI-U-X1 is an index of the cost of a
market basket of goods and services representing the average consumption of
the urban population (Table H-7).

INCOME MEASURE

The purpose of examining the distribution of family incomes over time is
to analyze changes in family economic well-being. Two important issues in
choosing an appropriate income measure are how to adjust for differences in
family size and what to include as income.

One measure is real family cash income, which is the sum of wage,
salary, and self-employment earnings, private pension and retirement income,
interest and dividends, and government cash transfers received by each family
member. By this measure, which takes inflation into account but not changes in
family size, noncash transfers, or taxes, the average income of families increased
throughout the 1973-2000 period (Table H-12, top panel). However, the
increases were uneven over time and among families with different levels of
income. Regarding the former, the period from 1973 to 1979 was one of
relatively slow growth in family income while the period from 1979 to 1989 saw
more rapid growth. The period from 1989 to 2000 saw growth roughly
comparable to the prior decade under one measure and more robust growth
under the income measure that allows more income in the top quintile. It is
notable that for the 60 percent of American families in the middle- and upper-
income quintiles, average income growth over the decade of the 1980s is
stronger than growth during the preceding period, when a similar method of
computing income in the upper quintile is used for both periods. Further,
average income growth during the period 1989-2000 exceeded growth during
the 1980s across all income quintiles, with the exception of the highest, when
using this comparable measure.

These figures for mean family growth over the three periods mask very
large differences in the patterns of growth in the five income quintiles. The table
shows clearly that progress in family income over the 1973-89 period was
negative for the bottom two income quintiles. This was reversed by modest
increases in income for these two quintiles from 1989 through 2000. By
contrast, growth was consistently substantial for the upper two income quintiles,
especially after 1979.



H-18

"skanins uone|ndod uaind T00Z PUe ‘066T ‘086T ‘76T YdJeIA aU} Wol) Blep Uo paseq 32130 186png [euoissaiBbuo) :90inos
*Jap|0 pue G9 S[ENPIAIPUI PaJe|aIUN PUE ‘8T Japun UaIp|Iyd Ou 8Je aJayl Pue Jap|o 0 §9 SI asnods ay Jo peal au JaUNS YdIym ul salfiwed ,
"G 9B Japun s[enpIAIpUI Pale[aIun pue ‘gT apun UAIP|IYD U aJe aJay) pue 9 abe Japun aJe asnods pue pesy ay) L10g YIIYM Ul SaljileS

6'C- Z'S 9'¢- €T 12T ve'T 6T 1e101L
00 TT- ge 850 850 650 150 Slaules sjewsS
€S- §'8- vL- 590 69°0 SL°0 180 slauJea sfeN
:Ajiwrey Jad siauues Jo Jaquinu abelsny
4% 9'9- 8'6- ve'C (444 65°¢C /8¢ 1e101
Le- 6'¢ L'9- 8¢°0 620 8¢°0 0€0 13p|o pue g9
e v'e- §'G- 1A 0S'T SG'T ¥9'T ¥9-8T
Te- T9T- z0c- 190 €90 SL'0 ¥6°0 8T Jspun
:Ajiwrey Jad suosiad Jo Jaquinu abeiany
44} 6CT 67 66.'GL¢C 9v8'Gre 8T.L'LTC GeS',0¢ suosJad 40 Jaguinu [ejo L
z6 6'7¢C 8'qT 6TG'9E ovy'ee 8..'92 62T'€ ZSHun ssa|p1yd AJsp|3
) €l¢ 10¢ Y1106 G20'LL ¥15°09 8yT'ov SHUN ssBIp[1Yo A1BplauoN
0T 98T €le 808'cC v0S'TC ZeT'8T ove'vT uaIp[1yo yam siaylow ajbuls
€9 8T~ 0L G0.'v0T T.7'66 8T€'7T0T 9/6'80T UaIP|1Y2 YiMm $81dnod paLueiy
00T 8'e 8¢ 998'8YT 18€'SET 9z¥'0eT 8VC'vET UaIp[Iyd yum saijiure
:(spuesnoyy ut) adAy Ajiwey Ag suoslad Jo uonngrisia
097 L'0¢ T'ST LT6'L11T €99'T0T 62¢'78 99T'EL Sal|lwe) JO Jaquunu |elo L
9'6 T's¢C 9.7 v8€‘ce 82v'0c T€€'9T 788'€T ZSHun ssa|p1yd AJsp|3
e T0E 8'9¢ 602G 19v'9Y 0€.'SE €81'8¢ SHUN ssBIP[1Y0 A18plauoN
6'TT T9¢ 6°9¢ 896'L €CT'L 059'G 9T’y uaIp[IY2 Yyim siayiow 81buls
6'¢C 60 S¢ 960'G¢ 8Lg've 99T've 86.'7¢C UaIp[Iyd YNM $31dnod paLueiN
8'8 T8 7'e €z8'Le 89L'vE 99T'zE 860'TE UaIp[Iyd yyum saljiwey
:(spuesnoys ut) adAy Ajiwey Ag saljiwey Jo uonnguisiq
0002-686T 68-6.6T 6.-€L6T 0002 6867 6.6T €167 dnosb Ajiwe
abueyd uadIad IEEIN

0002-€26T SHVIA AILITF T3S 'ATIAVL d3d SHINYVI 40 ¥FFNNN ANV NOILISOdNOD ATINVL-TT-H 379VL



7002 ‘066T ‘086T ‘726T ‘896T ‘Aaning uoire|ndod 1ualind Yaley syl woiy elep Jo suole|ngel ad14Q 186png [euoissaibuo) :82inos

*(uo

w T$ 40 anjen papoado] e asn yaiym) sajiy asn-a1jgnd snsua) uo psuodas se are 000z Ul sb

"aWooul Xe1aid si swoau| -aloN
‘9|qe|Iene 10N -VN

"UBJp|1Yo JO Jaguinu ayy Jo pjoysasnoy ayl Jo
peay ay1 4o abe sy} 1oy Juswisnipe ou yum ‘sazis Ajiie) Jo uonNgLISIp 68T dY) U0 paseq ate spjoysaiyL “ploysaiyy Ausnod ays Ag papiaIp swooul Ajiwed .

1ea ,S[enpIAIpul

‘uonelju1 1oy paisnipe (666'66$) enfen papoodo) 68AT aup 0} [enba s1 anjeA papoodol JeyL "0/8'8ETS OF PANWI] 818 000Z Ut sBUIUIEs ,SenpIAIpU] ;

29T 9'6 L'TT 06°L 19'v SE'V L6 SG'€ 6C°€ 99'¢ |el0L
192 0zt 96T 09°L 01T 06'6 ¥8'8 6EL 189 19'G 1s8ybIH
€6 €6 ¥'0T 9'6 126 TCS LLY 4874 ¥6°€ aT'e yuno4
99 99 L9 6'8 6v'¢ 67'¢ LT¢ L0°€ [4: 24 9C'C 3IPPIN
¥'9 79 €7 29 (444 e 60¢C 90¢ 6T ST puodss
89 8'9 - 0 260 260 980 06°0 060 690 1S9MO™]
¢ -(pa1ybram uos.ad) swooul Ajiwey pajsnipe ues|
6°¢CT 69 'L A T0L'TS GS6'8y [6L'Sy ¢el'ty GSET'Cy VN €0l
8'¢c 00T 6'CT 8¢ /8V'2€T 09/'8TT G2¢6'L0T 2SL'v6 09126 VN 159yB1H
7’9 7’9 vy 6'T /G9'6G /G9'6S 890'9S GTL'ES 969'CS VN yuno4
0¢C 0¢ 80 1 9/G'9¢ 9/G'9¢ T98'GE  €9G'GE  086'GE VN 3IPPIN
8¢ 8¢ €1 L0 19G'T¢  19S'T¢ 6.6'0Cc 9S¢'T¢ 80¥'TC VN puodss
60 60 Al TT- 9Tz'8$ 9T2'8$ 9vT1'8% vee'8s LIv'8s VN 1S8MO07]
:(paybram Ajiwey) awodul ysed Ajiwe) Ueajn
2000c°6861 ;00026861 68°6.61 6L-eL61 0002 ;0002 6861 66T  €/6T  L96T  d|nuInb pue ainsesw awoou|

abueyd 1usdlad

[ste110p 000z ull
S3AITINWYAL 1TV H04 0002-296T SHVY3IA d3LD313S ‘TNIL
HAAO0 AONVHOI ANV FTILNINO IINOINI AG INOINI ATIAVA 40 STINSYIN FAILYNHILTY - 2T-H 319VvL



H-20

Examining the income data by quintiles also shows why the two measures
of computing family income for the 1989 through 2000 period yield such
different estimates of income growth; namely, $45,797 to $48,955 or 6.9 percent
under one definition versus $45,797 to $51,701 or 12.9 percent under the other.
Not surprisingly, the decision to allow more income at the top of the distribution
has an impact only on the top income quintile (see the last two columns of the
top panel). More specifically, income growth in the top quintile under the more
restricted income definition is only from $107,925 to $118,760 or 10.0 percent,
whereas growth under the broader income definition used by the Congressional
Budget Office starting in 1995 is from $107,925 to $132,487 or 22.8 percent.
Thus, the difference in the two measures of average family income growth over
the 1989-2000 period is accounted for entirely by the top quintile.

Family cash income has several shortcomings as a measure of change in
economic well-being. Most notably, it fails to take into account change in family
size and composition: a family of one with $30,000 in income is treated as being
as well off as a family of four with $30,000 in income. This assumption is
inappropriate, however, as a family of four requires more income to attain the
same standard of living as a single person.

An alternative approach to measuring family economic well-being is to
take advantage of the family size adjustment implicit in the official Federal
poverty thresholds. This scale assumes, for example, that a family of four needs
about twice as much income as a single person to attain an equivalent standard
of living (Table H-13). The equivalence scale implicit in the poverty thresholds
may not perfectly capture the disparate needs of families of different sizes, but it
yields a better assessment of relative economic well-being than making no
adjustment (mean family cash income) or assuming no economies of scale
(mean family cash income per capita).

The AFI measure shown in the second panel of Table H-12 incorporates
the equivalence scale underlying the poverty thresholds. Each family's pretax
cash income is divided by its poverty threshold, yielding family income as a
multiple of poverty. Thus, for example, the average family in the middle quintile
in 2000 had an income of 3.49 times its poverty threshold.

By taking family size into account, the AFI measure greatly reduces the
income losses in the bottom two quintiles over the 1973-89 period. In fact, it
completely eliminates income losses in the second quintile. It also increases the
income gains experienced by the top three income quintiles. The obvious
conclusion to be drawn from the comparison of the two income definitions is
that taking family size into account substantially improves the picture of family
income changes over the years since 1973. However, as Chart H-1 shows, the
difference in income between the top and bottom quintiles, even under the AFI
measure, grew substantially throughout the 1973-2000 period.

® Poverty thresholds for one- and two-person families in this section do not vary by the age of the
family head. The 1989 weighted averages are adjusted for inflation using the CPI-U-X1.
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CHART H-1--RATIO OF AVERAGE ADJUSTED FAMILY INCOME OF
HIGHEST QUINTILE TO AVERAGE ADJUSTED FAMILY INCOME OF
LOWEST QUINTILE, 1973-2000
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! Individuals’ earning in 2000 are limited to $138,780. That topcoded value is equal to the 1989
topcoded value ($99,999) adjusted for inflation.

2 Individuals’ earnings in 2000 are as reported on Census public-use files (which use a topcode value
of $1 million).

Source: Congressional Budget Office.

INCOME SHARES

Another way of tracking income trends is to look at changes in the
percentage share of income received by families in each quintile. Income shares
measure whether families have gained or lost in relative terms. That is, a given
quintile may receive a smaller share of real income even as its average income
has increased.

All three income measures (family cash income, AFI, family income per
capita) show broadly similar trends in the share of income received by each
quintile (Table H-14). In general, between 1973 and 2000, the shares of the
lowest four quintiles fell, and the share of the top quintile rose. The measures
show somewhat different patterns of shares at any point in time, however. For
example, in 2000 the top quintile had 48.5 percent of income under the family
cash income definition, but 45.5 percent under the AFI definition. In that same
year, the bottom quintile had 3.4 percent under the family cash income
definition, but 4.2 percent under the AFI definition. Even so, the income shares
analysis, like the other analyses in this section, generally shows that the top
quintile had an increasing percentage of the income pie over the period 1973-
2000.
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TABLE H-13 -- POVERTY THRESHOLDS AND EQUIVALENCE
VALUES FOR DIFFERENT FAMILY SIZES, 2000

Family size Official Poverty Adjusted Poverty Equivalence
(persons) Threshold Threshold Value!
1 $8,794 $8,064 1.0
2 11,239 10,319 1.3
3 13,738 12,631 1.6
4 17,603 16,196 2.0
5 20,819 19,154 24
6 23,528 21,621 2.7
7 26,754 24,485 3.0
8 29,701 27,252 34
9 or more 36,060 32,557 4.1

! Equivalence value is calculated on the official poverty thresholds. Values would be slightly
different using the adjusted poverty threshold because of different numbers of children in a family
of a given size.

Note- Poverty thresholds shown for one- and two-person families are a weighted average of the
separate official thresholds for elderly and nonelderly individuals and families. Adjusted
thresholds are computed using the CPI-U-X1 to adjust for inflation. The official poverty
threshold is adjusted for inflation using the Consumer Price Index (CPI).

Source: Congressional Budget Office.

TABLE H-14 -- SHARES OF FAMILY INCOME BY INCOME QUINTILE
FOR ALL FAMILIES, SELECTED YEARS 1967-2000

[In Percent]

Income measure

g 1967 1973 1979 1989 2000* 20007
and quintile
Family cash income (family weighted):
Lowest NA 4.0 39 3.6 3.4 3.2
Second NA 10.2 10.0 9.2 8.8 8.3
Middle NA 171 16.6 15.7 14.9 141
Fourth NA 25.0 25.1 245 24.4 23.1
Highest NA 43.7 44.4 47.1 48.5 51.3
Adjusted family income (person weighted):®
Lowest 5.2 55 5.1 4.3 4.2 4.0
Second 11.6 11.8 11.6 10.5 10.2 9.6
Middle 16.9 17.1 17.3 16.5 16.1 15.1
Fourth 23.7 23.9 24.3 24.0 24.0 22.6
Highest 42.6 41.7 41.7 44.6 45.5 48.6

! Individuals’ earnings in 2000 are limited to $138,870. That topcoded value is equal to the 1989
topcoded value ($99,999) adjusted for inflation.

2 Individuals’ earnings in 2000 are as reported on Census public-use files (which use a topcoded
value of $1 million).

% Family income divided by the poverty threshold. Thresholds are based on the 1989 distribution of
family sizes, with no adjustment for the age of the head of the household or the number of children.
Source: Congressional Budget Office tabulations of data from the March Current Population
Survey, 1968, 1974, 1980, 1990, 2001.
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TRENDS IN PRETAX CASH INCOMES BY TYPE OF FAMILY

As we have seen (Table H-11), the composition of the typical family has
changed over time. Compared with 1973 and 1979, there were fewer persons in
each family in 2000, on average, and married couples with children made up a
smaller fraction of all families (Table H-15). Additional insights can therefore
be gained by looking at changes in incomes for specific family types. This
analysis distinguishes six types of family units:

1. Married couples with children, which are families composed of a married
couple living only with their own or related children, at least one of
whom is under age 18;

2.Single mothers with children, which are families composed of unmarried,
divorced, separated, or widowed mothers living only with their own or
related children, at least one of whom is under age 18;

3.Non-elderly childless families, which are families composed of two or
more related people living together, in which the family head and the
spouse of the head are both under age 65 and there are no children under
age 18;

4.Non-elderly unrelated individuals, which are people over age 17 and
under age 65 who are not living with relatives;

5. Elderly childless families, which are families composed of two or more
related people living together, in which either the family head or the
spouse of the head is 65 or older and there are no children under age 18;
and

6. Elderly unrelated individuals, which are people 65 or older who are not
living with relatives.

TABLE H-15--AVERAGE FAMILY SIZE AND NUMBER OF
FAMILIES' BY FAMILY TYPE, WEIGHTED BY FAMILIES,
SELECTED YEARS 1973-2000

Family type Persons Number of families Percent
and year per family (thousands) of families

All families:*

1973 2.87 73,166 100.0

1979 2.59 84,229 100.0

1989 242 101,663 100.0

2000 2.34 117,917 100.0
All families with children:

1973 4.35 31,098 425

1979 4.09 32,166 38.2

1989 3.89 34,768 34.2

2000 3.94 37,823 32.1
Married couples with children:

1973 4.42 24,798 33.9

1979 4.23 24,166 28.7

1989 4.08 24,378 24.0

2000 4.17 25,096 21.3
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TABLE H-15--AVERAGE FAMILY SIZE AND NUMBER OF

FAMILIES, ! BY FAMILY TYPE, WEIGHTED BY FAMILIES,
SELECTED YEARS 1973-2000-continued

Family type Persons Number of families Percent
and year per family (thousands) of families
Single mothers with children:
1973 3.50 4,126 5.6
1979 3.24 5,650 6.7
1989 3.02 7,123 7.0
2000 2.99 7,968 6.8
Nonelderly childless units:
1973 1.76 28,183 385
1979 1.68 35,730 424
1989 1.66 46,467 45.7
2000 1.57 57,710 48.9
Nonelderly childless families:
1973 2.32 16,363 224
1979 2.35 17,931 213
1989 2.44 21,257 20.9
2000 2.40 23,354 19.8
Nonelderly unrelated individuals:
1973 1.00 11,820 16.2
1979 1.00 17,799 211
1989 1.00 25,210 24.8
2000 1.00 34,355 29.1
Elderly childless units:
1973 1.64 13,884 19.0
1979 1.62 16,331 19.4
1989 1.64 20,428 20.1
2000 1.63 22,384 19.0
Elderly childless families:
1973 217 7,590 10.4
1979 2.16 8,676 10.3
1989 2.23 10,600 10.4
2000 2.40 11,733 10.0
Elderly unrelated individuals:
1973 1.00 6,294 8.6
1979 1.00 7,655 9.1
1989 1.00 9,828 9.7
2000 1.00 10,651 9.0

! Corresponds more closely to Census definition of household. Includes families of one person.

Source: Congressional Budget Office tabulations of data from the March Current Population
Survey, 1974, 1980, 1990, and 2001.

In addition, results also are presented for four aggregates:

1. All families with children, which comprises married couples, single
mothers, and other families with children;

2.Nonelderly childless units, which comprises nonelderly childless
families and non-elderly unrelated individuals;

3. Elderly childless units, which comprises elderly childless families and
elderly unrelated individuals; and

4. All families, which comprises all families and unrelated individuals
(i.e., the noninstitutional U.S. population).
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Unless otherwise noted, the analysis of changes in income for each family
type listed above is based on quintiles computed for that family type. This
procedure permits comparisons within, but not across, family types; the quintile
in which a particular family is found says nothing about its place among all
families, but measures its position in relation to families of the same type. For
example, individuals in the middle quintile of single mothers with children may
be in the lowest quintile of the all-families grouping.

Comparisons over time show how the incomes of families of a given type
compare with similar families at another time, not how incomes have changed
for a particular type of family. Families may move among income quintiles as
their incomes—or the incomes of other families—rise or fall; they also may
change types as their members grow older, have children, marry, or divorce. In
addition, the average number of members and earners within a given type of
family may change over time, as may the characteristics of those persons.

PRETAX ADJUSTED FAMILY INCOME

Trends in incomes for different family types show more variation than
trends for families overall. Between 1973 and 1979, adjusted family income
(AFI) grew 12.2 percent, on average, for all families with children (Table H-16).
This compares with an income gain of only 7.9 percent for all families. For
families with children, average AFI fell 4.5 percent during this period for the
lowest quintile, from 88 percent of poverty to 84 percent of poverty. For the
highest quintile, average AFI rose 7.3 percent, compared with 7.6 percent for all
families. During the 1979-89 period, the bottom two quintiles of families with
children experienced reduced income, by 11.7 percent and 4.1 percent
respectively for the lowest and second quintiles; meanwhile, the highest quintile
had an income increase of 17.0 percent. These losses at the bottom were greater
for families with children than for all families.

Most of the divergence in incomes among families with children reflects
compositional change, as families of single mothers with children became
increasingly common (Table H-11). The lowest quintile of married couples with
children had a 3.0-percent decline in average AFI between 1979 and 1989; the
lowest quintile of single mothers with children fared much worse, with a
22.0-percent decline during the same period. These two family types as a whole,
however, showed income gains over the period: 11.2 percent for married
couples with children and 3.3 percent for single mothers with children. More
recently, during the 1989-2000 period, all quintiles of both family types have
experienced rising incomes. Single mothers in the bottom experienced the
greatest increases in income, far exceeding increases among married families
with children during this period. These developments in the bottom quintiles are
almost certainly due to increased work by poor and low-income mothers in
general and by mothers leaving welfare in particular (see Appendix L).
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Elderly persons experienced income gains across the board between 1973
and 2000. For elderly childless units, which include both single persons and
married couples, average AFI rose 10.5, 13.4, and 1.8 percent respectively for
the lowest quintile across the three periods shown in the last panel of table H-16
and 4.7, 26.0, and 12.7 percent respectively over the same periods for the
highest quintile (using the new method of income coding). Despite their gains,
the elderly generally had much lower incomes than the non-elderly. In 2000, for
example, the average income of elderly childless units was about 3.9 times
poverty; the average income of non-elderly childless units, by comparison, was
about 5.6 times poverty (not shown in table).

AVERAGE FAMILY CASH INCOME BY FAMILY TYPE

For all families, average cash income grew more slowly than average
pretax AFI between 1973 and 2000. This was also generally true for specific
family types. At the same time, those groups of families whose average cash
incomes declined had more pronounced decreases than occurred in pretax AFI.

Average family cash income grew throughout the 1973-2000 period for
families with children (Table H-17, second panel). However, families at the
bottom of the income distribution lost ground during the 1973-89 period, with
income declines of 11.0 percent during the 1973-79 period and 17.7 percent
during the 1979-89 period. The decline stopped between 1989 and 2000 when
the income of families with children in the bottom quintile increased at a faster
pace than all quintiles except for the highest. As was the case with all the
measures we have examined, average family cash income of families in the top
two quintiles improved substantially throughout the entire period after 1973.

As compared with the cash family income losses in the bottom quintile
for all families, the pattern of losses in the bottom quintile was even greater for
single mothers with children before 1989 (Table H-17, fourth panel). From 1979
to 1989, for example, these mothers lost almost a quarter of their income.
However, between 1989 and 2000 this group made up for at least some of the
lost ground as their income increased by 28.0 percent. During this period, which
included strengthened efforts to encourage and support low-income parents,
many of them single mothers, in work, income gains by single mothers with
children in the lowest, second, and middle quintiles far exceeded gains at the top
of the income spectrum for this group. It is also interesting that during both the
1973-79 and the 1989-2000 periods, income gains in the second, third, and
fourth income quintiles of single mothers with children were usually greater
than income gains in the top quintile.

Because the change in family size among elderly persons was almost
negligible over the period, their trend in average family cash incomes is almost
identical to the trend in average pretax AFI. Elderly childless units and elderly
childless families experienced income gains in every quintile during every
period between 1973 and 2000.
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Table H-18 shows family cash income limits (the income cutoffs between
quintiles) by quintile and family type. Between 1973 and 1989, income limits
among families with children declined or grew slowly while those for the elderly
increased, in some cases significantly. This pattern reversed itself in the 1989-
2000 period, as income limits for families with children grew at roughly twice
the pace as among elderly childless units. In general during the 1973-2000
period, income limits among the higher quintiles increased more than among the
lower quintiles. In fact, income limits for the lower quintiles have decreased for
several family types during several periods. A notable exception involves the
limits among single mothers with children. Following declines in the 1979-1989
period, income limits for this group rose sharply in the 1990s, with especially
steep increases at the bottom of the income ladder. For example, the
36.8 percent increase noted for the lowest quintile of single mothers with
children was the greatest for any group during any period from 1973-2000.

ANTIPOVERTY EFFECTIVENESS OF VARIOUS CASH AND
NONCASH TRANSFERS

Tables H-19 through H-21 provide estimates of the number and
percentage of individuals removed from poverty by market income and by social
insurance programs (Social Security, unemployment compensation, and
workers' compensation), means-tested cash programs (Aid to Families with
Dependent Children, Supplemental Security Income, and general assistance),
means-tested noncash programs (food stamps, housing benefits, and school
lunch), and Federal payroll and income taxes and the earned income credit
(EIC). Tables are provided separately for elderly persons, for children, and for
persons in units with an unmarried head and children under age 18, for selected
years between 1979 and 2002.

The tables present alternative measures of poverty to the official measure.
They include counts of the number of people below the poverty line before any
government benefits are taken into account, after each type of benefit is added to
income, and after the government cash and noncash benefits and Federal taxes
and the EIC are added to (or subtracted from) income.

The tables also measure the effect of these government programs on the
“poverty gap” - the gap between a poor family's income and the poverty line.
The poverty gap represents the degree of poverty by showing the amount of
money that would be needed to lift every poor person exactly to the poverty line.
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Table H-19 shows the anti-poverty effectiveness of market income and
government programs for the elderly. Based both on cash income before
transfers and on post-transfer income, the poverty rates among the elderly in
2002 were among the lowest on record. As compared with 1979, when over
54 percent of the elderly were poor before transfers, by 2002 only about
50 percent of the elderly were poor before transfers. The comparable figures for
the percentage of the elderly in poverty after transfers were 13.5 in 1979 and
9.0 in 2002. The impact of Social Security transfers is by the far the greatest
reason so many of the poor are removed from poverty by government transfers.
In 1979 the poverty rate was dropped from 54.2 to 17.4 by Social Security
payments; in 2002 the comparable figures were 49.9 to 11.5 percent. In 1979, a
total of 8.9 million elderly persons were removed from poverty by Social
Security; in 2002, the number had jumped to 13.1 million. The figures for the
poverty gap for the elderly are not quite as impressive as the overall figures.
Both the total number of dollars required to close the poverty gap and the size of
the poverty gap per person in poverty have been almost stagnant in recent years.
Even so, in 2002 the poverty gap is only $7.0 billion or $2,284 per person in
poverty. As we will see, no other government program has as huge an impact on
poverty among any group as does Social Security among the elderly.

The impact of market income and the safety net on children's poverty are
shown in Table H-20. The poverty rate among children before transfers was
19.7 percent in 2002, among the lowest levels since 1979 and more than 6
percentage points lower than in 1993. Similarly, the child poverty rate after
transfers in 2002 was 12.6, its lowest level since 1979 and 7.4 percentage points
or 37 percent below its level in 1993. These figures show substantial progress
against children's poverty, both before and after government transfers. That the
pre-transfer level is so low suggests that the substantial increase in work by
former welfare mothers after the 1996 welfare reform legislation (see Appendix
L) has played an important role in poverty reduction among children.

The important role of work by single mothers in reducing child poverty is
also shown by the data on percentage of children removed from poverty due to
Federal taxes. The row of figures for taxes in all the panels of Table H-20 show
that Federal tax policy is having a major and growing effect in reducing child
poverty. In 1983, Federal taxes actually increased the poverty level among
children by 5.1 percent. However, as the Federal Government reduced taxes and
increased the EIC for low-income families with children by enacting reform
legislation in 1986, 1990, 1993, and 2001, the impact of taxes actually became
positive. By 2002, EIC payments to families reduced the child poverty rate from
14.8 percent to 12.6 percent. It seems reasonable to conclude that the
effectiveness of the EIC in fighting poverty can be attributed to two factors—the
increasing generosity of EIC policy itself and the increase in work by low-
income families with children, especially families headed by mothers.
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Data on the poverty gap for children are somewhat mixed. Data on the
pre-transfer poverty gap are uniformly positive. Despite the fact that the number
of children grew by over 10 million or nearly 17 percent between 1983 and
2002, the poverty gap before transfers nonetheless fell from almost $49 billion
to about $37 billion, in constant 2002 dollars, a real decline of 23 percent.
Similarly, the pre-transfer poverty gap per poor child in 2002 continued to fall to
$2,615, its lowest level during this period. However, the post-tax, post-transfer
poverty gap per poor child rose during this period. This period saw significant
declines in receipt of cash and other welfare benefits, and means-tested cash
(and, especially in recent years, non-cash) benefits have become generally less
effective in removing children from poverty; as shown in the middle two rows
of the last panel of Table H-20, taken together these policies reduced by only
29.5 percent in 2002 as compared with 46.3 percent in 1979, 45.3 percent in
1989, 43.0 percent in 1996, and 34.3 percent in 1999. The effect of the EIC in
reducing the poverty gap, however, remained potent; in fact, at 6.2 percent it
was greater than in any previous year shown other than 1999. Despite the
effectiveness of the EIC, the overall impact of government programs reduced the
poverty gap less than in any previous year. The major reason for the reduced
effectiveness of government programs in reducing the poverty gap seems to be a
decline in the impact of means-tested cash benefits. In 1979 these benefits
reduced the poverty gap by 28.8 percent. By contrast, in 2002 they reduced the
poverty gap by only 10.9 percent. Undoubtedly, the decline in the welfare rolls
and in cash benefits from the Temporary Assistance for Needy Families
Program play an important role here.

Poverty data for persons in units headed by single parents is generally
consistent with the data for children. The first point to emphasize with these data
(see the top row of Table H-21), which simply reinforces the conclusion from
the data on single mothers in Table H-15, is that there has been a very large
increase in the number of persons in families with unmarried heads. The number
jumped from 23.5 million in 1979 to 38.4 million in 2002, an increase of more
than 60 percent. By contrast, the number of persons in married couple families
increased from 101.3 million to only 104.7 million in 2000 (see Table H-11), an
increase of about 3 percent. Thus, the family type with the highest poverty rate
has been increasing more than 10 times as fast as the family type with the lowest
poverty rate. These demographic developments make progress against poverty
somewhat difficult.

Even so, the pre-transfer poverty rate among persons in families with an
unmarried head nearly matched its lowest level ever in 2002 at 37.6 percent.
Compared with the 53.8 percent pre-transfer rate in 1983, that's a drop of over
30 percent. Progress against pre-transfer poverty among these families was
continuous and rapid during the 1990s economic expansion, with a drop of 21
percent from 49.5 percent in 1990 to 39.3 percent in 1999. Despite the 2001
recession, this figure continued to fall, to 37.6 percent in 2002. Again, as we
saw in the case of children, progress against pre-transfer poverty has been
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substantial in recent years, in all likelihood due to the increase in work by single
mothers.

On the other hand, again as was the case with children, progress against
poverty as measured by the poverty gap has been uneven. Although the pre-
transfer poverty gap at $42.8 billion for these families nearly matches its low
since 1979, and although the gap has fallen 22 percent just since 1995, means-
tested cash programs have been increasingly less effective in reducing the
poverty gap. By contrast, as with children, Federal tax policy has been more
effective at reducing the poverty gap. Even so, the combination of the reduced
pre-transfer poverty gap and the increased effectiveness of the EIC in reducing
the poverty gap failed to outweigh the declining effectiveness of means-tested
cash and noncash transfers in reducing the poverty gap. As a result, the
reduction in the post-tax, post-transfer poverty gap for these families was lower
than in the past as measured either by dollars or percentage reduction.
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