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Introduction

The United States has a much more unequal distribution of
income than most developed nations.! Even though it has one
of the highest standards of living on average, as measured
by its gross domestic product per capita, the more unequal
income distribution translates into comparatively high rates
of both relative poverty (50 percent of median disposable
income) and absolute poverty (the official U.S. poverty
thresholds).> Some analysts suggest that high inequality and
poverty in any year are of little public policy concern, if there
are also high rates of mobility.

Income mobility and poverty mobility are closely related to
notions of equality of opportunity, whereas annual measures
of inequality and poverty are related to notions of equality of
outcome. This article discusses both poverty mobility over time
and intergenerational mobility, emphasizing the relationship
between long- and short-run measures of economic outcomes.

Short-term poverty

Official U.S. poverty statistics, like those in most other coun-
tries, are based on annual income. However, to the extent
that income changes within the year affect families that earn
low wages and experience periods of unemployment, short-
term income fluctuations may be associated with substantial
drops in living standards. For persons with low or no sav-
ings, income shortfalls during shorter periods may be highly
distressing. On the other hand, changes in household income
from month to month can be part of normal economic activ-
ity, such as in the case of agricultural work, where activity
levels are seasonally variable.

In this section, I examine trends in short-term poverty, mea-
sured on a monthly basis. Because poverty rates for periods
shorter than one year are unavailable for other countries, I
focus solely on the United States.’

Figure 1 shows the official poverty rates of all persons for
different time periods between 1996 and 1999. The first
column series shows the rate of episodic poverty, defined as
the proportion of the population that was poor in two or more
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months in every year from 1996 to 1999, as well as the pro-
portion that was poor for two or more months between 1996
and 1999.* In 1999, one in five persons lived in a household
with below-poverty-level income for at least two months of
the year; over the four-year period, 34.2 percent experienced
at least two months of poverty-level income. A higher frac-
tion of persons experience at least one month of poverty than
are counted as officially poor.

John Iceland also reports trends in poverty for different time
periods for selected population groups.’ Figure 2 shows the
episodic poverty rate in 1999, by race; age; family type; and
area. In sum, by shortening the period over which poverty
is measured, the poverty rate increases substantially for all
of the groups. While some part of the short-term dynamics
of poverty probably reflects measurement errors rather than
actual changes in income, examining short-term dynamics is
informative all the same. The episodic poverty rate is about
twice the poverty rate based on annual income. However, ra-
cial minorities and female-headed households are at greatest
risk of both annual poverty and short-term poverty.

Long-term poverty

The study of poverty dynamics typically examines poverty
across longer periods than a single year, rather than the shorter
perspective discussed above. One way to approach this is to
choose a period of, say, four years and examine how many per-
sons were poor during the whole period—call this persistent
poverty. One may also examine what fraction of the popula-
tion was poor at any one time during the period—call this
episodic poverty. It is also interesting to look at entries into
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Figure 1. Monthly and annual poverty rates and poverty mobility in
the United States, 1996-1999.

Source: U.S. Census Bureau, Survey of Income and Program Participation
(SIPP), 1996.
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Figure 2. Short- and long-term poverty rates by population groups.

and exits out of poverty, along with the distribution of poverty
spells. In this section, I analyze comparable evidence for the
United States and other countries on patterns of long-term
poverty and poverty dynamics over periods longer than a year.

John Iceland measures long-term poverty in the United
States based on monthly incomes, shown in Figure 2.5 The
risk of persistent poverty varies substantially by race and
ethnicity; both African Americans and Hispanics have more
than a 5 percent risk of chronic poverty, compared to 1 per-
cent for white non-Hispanics. Female-headed households
and unrelated individuals are also at high risk of persistent
poverty. Children are at a higher risk than the average person
of persistent poverty, as are the elderly.

International evidence

The annual poverty rate in the United States is high com-
pared to the rates in other rich nations, especially the poverty

rate that is based on a relative definition, as is customary in
international comparisons. When poverty is based on an ab-
solute definition by converting the official U.S. poverty line
into an equivalent value in other countries, the comparison
is more complicated. However, countries that have very low
levels of relative poverty and reasonably high average in-
come levels, such as the Nordic countries, tend to have much
lower levels of poverty even when the U.S. poverty line is
used.” But how do poverty dynamics compare across coun-
tries? Answering this question is difficult because it requires
having comparable datasets for many countries.?®

Robert G. Valletta estimates poverty dynamics across six
years for Canada, Germany, the United Kingdom, and the
United States.’ Poverty in the United States is measured in
terms of annual income, and Valletta uses both a relative
definition (50 percent of median disposable income) and
the official U.S. definition. In the other countries, he uses
only the relative definition.!® Table 1 summarizes different
aspects of poverty dynamics for the working-age population
(household head between the ages of 16 and 64) in these four
countries. Table 1 also shows poverty rates based on income
averaged across the six years, in column 4, which Robert
Valletta calls chronic poverty. These rates, which measure
those who have persistently low income, vary substantially
across countries.

Table 1 also provides information about differences in
the antipoverty effectiveness of government transfers by
comparing the change in poverty on moving from a market-
income- to a disposable-income-based definition. For the
most part, the difference in market income and disposable
income poverty rates are of the same order of magnitude. For
instance, in Canada, market income poverty is reduced by 5
to 7 percentage points for all four poverty definitions. For the
relative poverty definition in the United States, poverty is not
reduced very much by government transfers. Using the offi-
cial definition (last two rows of table), the persistent poverty
rate is reduced from 4.1 percent to 2.3 percent (column 3);

Table 1
Poverty Rates Over Six-Year Periods in Canada, Germany, the United Kingdom, and the United States
Average Annual In Poverty
Poverty Rate at Least Once Always in Poverty Chronic Poverty*
Country Income (1) 2) 3) 4)
Percentage of Working-Age Population

Canada Market income 19.5% 32.7% 8.0% 14.5%

Disposable income 12.6 253 35 9.1
Germany Market income 16.2 27.6 3.6 9.1

Disposable income 9.7 18.1 1.4 44
United Kingdom Market income 15.9 26.1 2.5 7.0

Disposable income 9.9 21.2 0.4 2.9
United States Market income 18.3 30.7 5.5 12.2

Disposable income 17.0 30.5 39 10.6
United States (official threshold) Market income 15.0 25.7 4.1 8.8

Disposable income 11.8 222 2.3 6.0

Source: R. G. Valletta, “The Ins and Outs of Poverty in Advanced Economies: Government Policy and Poverty Dynamics in Canada, Germany, Great Britain,
and the United States,” Review of Income and Wealth 52, No. 2 (2006): 261-284, Table 2.

Note: Poverty is measured from 1991 to 1996 in all countries except Canada, where poverty is measured from 1993 to 1998.

“Percentage of the sample for whom average equivalent income over the six sample years falls below the average poverty line over the same period.
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using a relative line, the persistent poverty rate is reduced
from 5.5 percent to 3.9 percent.

Bruce Bradbury, Stephen Jenkins, and John Micklewright
compare the poverty dynamics of children in several coun-
tries, including Germany, the United Kingdom, and the
United States. They find that the persistence of child poverty
is high in those countries where the annual child poverty rate
is high. For instance, 7.7 percent of German children were
poor in the first year of the data and 1.5 percent of children
were poor in all of the five years they were followed. In the
United States, 24.7 percent of children were poor in the first
year and 13.0 percent were poor in all five years.!!

Has the persistence of poverty changed over time?

Lloyd Grieger and Jessica Wyse estimate long-term child
poverty rates based on post-tax, post-transfer income plus
food stamps averaged across several years.!? Their measure,
similar to what Valletta called chronic poverty, increased for
cohorts born in the 1970s from 5.9 percent to 10 percent for
cohorts born in the 1980s, and decreased again, to about 7.3
percent, for those born in the 1990s. The chronic poverty rate
was substantially higher and increased more and decreased
less for black children.

In sum, while only about 2 percent of all Americans were
poor in every month in the four years from 1996 through
1999, the risk of such long-term poverty was higher for
groups that are at higher risk of both short-term and annual
poverty. Differences in the length of poverty spells and exits
out of and entries into poverty across the years show similar
patterns. The same characteristics—racial and ethnic mi-
norities, single-parent families—have above average annual
poverty rates and higher short- and long-term poverty rates.

Also, even though the United States has poverty rates that
are higher than those in some other major economies, pov-
erty dynamics are similar. Episodic poverty over a period
of six years occurs at a rate that is roughly twice the annual
poverty rate, and the proportion of poor in every single year
is substantially smaller than the annual rate. The duration of
poverty was also quite similar across countries, with Canada
having the longest durations. Finally, in all four countries,
poverty dynamics were most closely associated with chang-
es in family structure, changes in the number of full-time
workers in the household, and changes in labor earnings.
The importance of public transfers in accounting for poverty
dynamics, by contrast, varied quite a bit.

Intergenerational mobility

Do poor children become poor adults? To answer this
question requires us to confront many substantive and
measurement issues.!* Cross-country comparisons of inter-
generational income mobility are difficult because they are
sensitive to many assumptions about measurement that the
researcher must make.!'* The most common way to examine
how closely related children’s economic status is to that of
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their parents is to estimate the intergenerational elasticity,
that is, the regression coefficient obtained from regressing
the natural logarithm of offspring income on that of the par-
ent. This elasticity is a measure of how many percentage
points a child’s income will increase if a parent’s income
increases by, say, one percent. A larger dependence means
children’s adult economic status is more highly dependent
on that of their parents.

One way to think of the estimated elasticity of children’s
income with respect to their parents’ is to ask how much of a
given income advantage observed in the parental generation
is preserved in the children’s generation. Miles Corak exem-
plifies this for the difference observed in the United States
for families with children under the age of 18." The top fifth
of such families have about 12 times as much income as the
bottom fifth. If the intergenerational persistence of income
was equal to one, that income advantage would be transferred
in whole to the next generation. That is, the children of the
richest fifth would have 12 times as much income as the
children of the poorest fifth. If the intergenerational persis-
tence of income were equal to zero, none of that advantage
would be present among the children of these groups. Corak
reported that U.S. estimates of the elasticity vary in the range
of 0.4-0.6, corresponding to an inherited income advantage
of between 2.70 and 4.44 for the richest fifth compared to the
poorest fifth. Elasticity at these levels means that the children
whose parents were among the richest fifth (i.e., parents
whose income was 12 times that of the poorest fifth) grow
up to earn about 3 to 4 times as much as the children whose
parents were among the poorest fifth. Thus, their income
advantage was roughly half that of their parents.'®

The United States, Italy, and France all have high persis-
tence, at 0.45, 0.44, and 0.42, respectively, which with a
12-fold income advantage in the parental generation would
translate to roughly three times higher incomes among the
children of the richest fifth compared to those of the poorest.
Denmark has the lowest persistence at 0.12, and most other
countries are quite close to 0.25. These numbers translate to
1.35 and 1.86 times higher incomes among the richest fifth
offspring, holding constant the parental income advantage."”

The intergenerational mobility of women

Most studies of intergenerational mobility focus on the rela-
tionship between sons and their fathers. This focus on men
is due in large part to the difficulties in measuring the eco-
nomic status of women over time and across countries. The
labor force participation rates of women have increased quite
substantially in the past few decades and the timing of these
increases varies across countries. Thus, comparing estimates
of intergenerational mobility across countries with different
labor market institutions for women may be problematic.

Laura N. Chadwick and Gary Solon examine the intergen-
erational income persistence of women in the United States
using data on family income or the combined earnings of
couples (for those who are married). Their estimates suggest
that women’s family incomes are also highly correlated with



that of their parents, although slightly less strongly than for
men—the elasticity is 0.43 for women and 0.54 for men.'®

Oddbjorn Raaum and colleagues compare the intergenera-
tional income persistence of women and men in the United
States with that of women in the United Kingdom and the
Nordic countries.'” They compile their cross-country evi-
dence on the intergenerational persistence based both on a
person’s own annual earnings and on the combined earnings
of their partners (if present) and themselves. The differences
across countries in the persistence of a woman’s own earn-
ings with respect to the earnings of her parents are quite
small, although it is higher in the United Kingdom (0.27)
and the United States (0.25) than in the Nordic countries
(between 0.186 and 0.197).

Intergenerational mobility by race in the United States

We documented above that annual and longitudinal poverty
rates in the United States are higher for racial and ethnic
minorities. There also are differences in intergenerational
income persistence across racial groups.? The rates of per-
sistence—measured as the correlation between the income
of parents and their children—in family income for both men
and women among the whites separately, 0.39, and blacks
separately, 0.32, are lower than for both groups pooled to-
gether, 0.53. This is due to the fact that differences in the
average incomes of the two groups contribute to the high
overall level of intergenerational income persistence. Note,
however, that these results suggest that across the whole dis-
tribution, there is more, not less, intergenerational mobility
among blacks than whites.

This is not the case for persistence of low income. Tom Hertz
reports the likelihood that a child whose family is in the
lowest 25 percent of the income distribution would end up
as an adult in that same level of the distribution.?! About 47
percent of children whose parents are in the lowest fourth of
the income distribution are among the poorest 25 percent of
their generation when they are young adults. Among African
American children, 63 percent will be among the poorest
quarter of the population when they are adults, compared to
32 percent of white children.

What accounts for intergenerational persistence inincome?

It would be important to know why income position is to
some extent inherited, since some reasons might be more
amenable to policy interventions to decrease persistence than
others. Some policy interventions, if they were effective,
might also be more likely to gain political support than oth-
ers. In particular, interventions that occur early in life, such
as intensive preschool education for disadvantaged children,
tend to be more politically popular than interventions that
occur later in life. It would be good to know if the early inter-
ventions were effective in decreasing persistence.

Economic explanations for why incomes are correlated
across generations tend to emphasize that educational attain-
ment, skills, and ability, all of which affect income levels,

are transmitted from parents to children.?? Sociological ac-
counts of persistence tend to emphasize the intergenerational
similarity of occupation and class.?* Some scholars empha-
size the genetic transmission of traits.* Although the exact
mechanisms that explain income persistence are unknown, it
seems that policies aimed at reducing inequalities in the qual-
ity of schooling and meritocratic selection into higher educa-
tion might promote mobility and reduce intergenerational
persistence. If income persistence and income inequality are
positively related, then policies aimed at reducing inequality
might also decrease intergenerational persistence.?

In sum, incomes are highly intergenerationally persistent in
many countries and this persistence is greater in countries
with greater inequality and poverty. The income persistence
of women is slightly less than that for men, but once we
examine family income, the levels of persistence are similar.
The intergenerational income persistence of African Ameri-
cans and whites are lower when examined separately than
when combined, which suggests that black-white income
difference accounts for part of the high level of persistence
in the United States. Income persistence in the United States
seems not to have changed by much in recent decades, while
persistence appears to have increased in the United King-
dom, but decreased in the Nordic countries.

Conclusions

Some policy analysts call attention to poverty dynamics to
point out that the rate of persistent poverty is much smaller
than the annual poverty rate, suggesting that poverty is less
prevalent than is commonly believed. However, poverty dy-
namics also calls attention to the fact that more individuals
are affected by poverty during a period of a few years than
are poor in a single year, so the risk of poverty is quite wide-
spread. Moreover, even if many people exit poverty each
year, they do not exit very far from the poverty line and are at
substantial risk of re-entry. This suggests that the economi-
cally vulnerable population is quite large.

We also documented that similar background factors are as-
sociated with long- and short-term poverty. Thus, a policy
that reduces annual poverty risks might also reduce persis-
tent poverty. Moreover, policies that are aimed at increasing
the likelihood of poverty exit for families with children by
providing strong work incentives risk reducing the living
standards of children unless the policies result in substan-
tially increased income.

Intergenerational income persistence in the United States is
quite high compared to other countries, and that persistence
has not changed much over the years. While economic and
sociological theories suggest several reasons one might
expect intergenerational income differences to persist, cross-
national research has yet to suggest which policy responses
are likely to be effective in reducing income persistence.
However, it is reasonable to suggest that reduced inequalities
in schooling, especially for very young children, and more
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meritocratic selection into higher education are quite likely
to increase equality of opportunity and reduce intergenera-
tional persistence.l
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