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Abstract 

Thi s  paper examines the e f f e c t  of economic growth on poverty and on 

inequa l i t y .  I t  d iscusses  trends in  the l eve l  and d i s t r i b u t i o n  of U.S. 

family income, analyzes the concep tua 1 l inks  be tween economic a c t i v i t y ,  

i n e q u a l i t y ,  and poverty,  and then presents  empirica 1 r e s u l t s  i l l u s t r a t i n g  

why the e f f e c t s  of economic growth i n  the 1970s and 1980s d i f f e r  from 

those in  the more immediate post-World War I1 era.  Since the ea r ly  

1970s, most of the poverty-reducing e f f e c t s  of growth in  mean income have 

been o f f s e t  by increases  i n  inequal i ty .  I n  the absence of an unexpected 

inc rease  i n  the r a t e  of economic growth o r  unforeseen changes i n  ine- 

q u a l i t y  or  i n  the growth of government t r ans fe r s ,  i t  seems unl ike ly  t h a t  

economic growth w i l l  subs t a n t i a l l y  reduce poverty or i nequa l i t y  i n  the 

n e a r  fu ture .  

An Appendix descr ibes  U.S. measures of poverty. 



Economic Growth, Poverty and Inequality i n  an Advanced Economy 

I. INTRODUCTION 

The economic r e c o r d  of t h e  p a s t  15  y e a r s  i n  the  Uni ted  S t a t e s ,  and i n  

many i n d u s t r i a l i z e d  c o u n t r i e s ,  d i f f e r s  markedly from t h a t  of the  imme- 

d i a  t e  postwar pe r iod .  Unemployment r a t e s  have been h i g h e r ,  r e a l  income 

growth has been s lower ,  and i n e q u a l i t i e s  w i t h i n  and between v a r i o u s  

demographic groups and r e g i o n s  have inc reased .  

Ten y e a r s  ago, academic confe rences  and papers  examining t h e  h i s t o r i -  

c a l  r e c o r d  i n  t h e  Uni ted S t a t e s  d i s c u s s e d  "The Fading E f f e c t  of 

Government on I n e q u a l i t y "  ( ~ e ~ n o l d s  and Smolensky , 1978) and more ideo lo-  

g i c a l l y  i n c l i n e d  s c h o l a r s  asked,  "How Much More E q u a l i t y  Can We ~ f f o r d ? "  

( ~ r o w n i n g ,  1976) .  The conven t iona l  wisdom was t h a t  pover ty  had been 

d e c l i n i n g  r a p i d l y  and i n e q u a l i t y  had been r e l a t i v e l y  s t a b l e .  Today, 

a f t e r  a  decade of s t a g n a t i o n ,  two back-to-back r e c e s s i o n s ,  and a  budge- 

t a r y  re t renchment ,  a t t e n t i o n  is d i r e c t e d  t o  such  i s s u e s  a s  "The S h r i n k i n g  

Middle Class" (Bradbury,  1986) ,  "A Surge i n  I n e q u a l i t y "  (Thurow, 1987) ,  

I1 Cycles  of D e p r i v a t i o n  and the  Underc lass  Debate" (Wilson, 1985) and "The 

Impact  of Budget Cuts and Economic Condi t ions  i n  Pover ty"  (Danziger  and 

G o t t s c h a l k ,  1985).  D e s p i t e  a  r o b u s t  recovery,  pover ty  remains h igh  and 

i n e q u a l i t y  i s  s t i l l  i n c r e a s i n g .  

I t  is i r o n i c  t h a t  t h e  f o l l o w i n g  s t a t e m e n t ,  w r i t t e n  i n  1920 by Hugh 

Dal ton ,  can  s e r v e  a s  a n  i n t r o d u c t i o n  t o  this paper:  

The q u e s t i o n  whether  the  i n e q u a l i t y  of income is i n c r e a s i n g  o r  

d e c r e a s i n g  i n  modem communities is one o f  the  most i m p o r t a n t  

q u e s t i o n s  i n  economics. Many w r i t e r s  have a t t empted  to  answer i t ,  



b u t  t h e i r  answers do n o t  g e n e r a l l y  c a r r y  much convic t ion .  To d e t e r -  

mine whether,  under modern c o n d i t i o n s ,  i n e q u a l i t y  tends  t o  i n c r e a s e  

o r  decrease ,  i n v o l v e s  the  enumeration of a l a r g e  number of d i s t i n c t  

and  conf l i c t i n g  t endenc ies  and the weighing and ba lanc ing  of them one 

a g a i n s t  t h e  o t h e r  (quoted i n  Brady, 1951, p. 4 ) .  

More than s i x t y  y e a r s  a f t e r  Dal ton,  we s t i l l  a t t a c h  normat ive  s i g n i -  

f i c a n c e  t o  t h e  t r e n d  i n  i n e q u a l i t y ,  o f t e n  cannot  a g r e e  a s  t o  what t h e  

t r e n d  a c t u a l l y  h a s  been, and r a r e l y  unders tand i t s  under ly ing  causes .  

What is common t o  a l l  of t h e s e  s t u d i e s  is the  f a i l u r e  of a n a l y s t s  t o  do 

much more than d e s c r i b e  t r e n d s  and then t o  advocate  a p o l i c y  response  

t h a t  f i t s  the  d a t a  and t h e i r  p e r s o n a l  views. Tha t  i s ,  the  degree  of ine-  

q u a l i t y  and i t s  t rend  a r e  a t o p i c  of i n t e n s e  p o l i c y  i n t e r e s t ,  b u t  of 

l i t t l e  economic unders tanding.  

I want t o  i l l u s t r a t e  t h i s  p o i n t  wi th  r e s p e c t  t o  the  ques t ion ,  promi- 

n e n t  i n  the  l i t e r a t u r e  a t  l e a s t  s i n c e  Kuznets (1955) ,  "What is t h e  e f f e c t  

of economic growth on i n e q u a l i t y ? "  and,  because of t h e  s p e c i a l  focus  on 

pover ty  i n  t h e  Uni ted  S t a t e s ,  "What is the  e f f e c t  of economic growth on 

pover  ty?"  

T h i s  paper is  organ ized  a s  fol lows.  The n e x t  s e c t i o n  d i s c u s s e s  

t r e n d s  i n  t h e  l e v e l  and d i s t r i b u t i o n  of family  income i n  the  Uni ted 

S t a t e s .  I t  is  fol lowed by a s e c t i o n  which a n a l y z e s  the  concep tua l  l i n k s  

between economic a c t i v i t y ,  i n e q u a l i t y  , and pover ty  and p o i n t s  o u t  some 

f a c t o r s  t h a t  l i m i t  the  i n e q u a l i  ty-reducing e f f e c t s  of economic growth. 

The paper  then p r e s e n t s  some e m p i r i c a l  r e s u l t s  which i l l u s t r a t e  why t h e  

e f f e c t s  of economic growth today d i f f e r  from those  i n  t h e  post-World War 

11 e r a .  



11. TRENDS I N  FAMILY INCOUE INEQUALITY AND POVERTY I N  THE UNITED STATES 

To a p p r e c i a t e  r e c e n t  t r ends  i n  family  income i n e q u a l i t y  and pover ty ,  

i t  i s  u s e f u l  t o  c o n t r a s t  t h i s  exper ience  w i t h  t h a t  of the  1950s  and 

1960s.  A s  the  d a t a  i n  column 1 of Table  1 and F igure  1 r e v e a l ,  median 

fami ly  income a d j u s t e d  f o r  i n f l a t i o n  grew by a b o u t  40 p e r c e n t  between 

1949 and 1959 and by a b o u t  40 p e r c e n t  between 1959 and 1969. Pover ty ,  a s  

o f f i c i a l l y  measured, (column 2 )  dropped by abou t  10 percen tage  p o i n t s  and 

t h e  income s h a r e  of t h e  bottom 40  p e r c e n t  of f a m i l i e s  (column 3 and 

F i g u r e  2 )  i n c r e a s e d  by 0.8 pe rcen tage  p o i n t s  dur ing  e a c h  decade. I n  

f a c t ,  between 1949 and 1969, r e a l  year-  to-year  changes i n  the  median ( n o t  

shown) were p o s i t i v e  16 t imes ,  unchanged twice,  and n e g a t i v e  only  once. 

The p e r i o d  s i n c e  1969, e s p e c i a l l y  s i n c e  1974, i s  i n  marked c o n t r a s t .  

R e a l  median family  income i n  1985 was a t  abou t  the  same l e v e l  a s  i n  1969, 

pover ty  a s  o f f i c i a l l y  measured was h i g h e r ,  and t h e  income s h a r e  of t h e  

bottom 40 p e r c e n t  was lower than a t  any time i n  t h e  postwar e r a .  S i n c e  

1969, t h e r e  have been 8 p o s i t i v e  year - to -year  changes i n  t h e  median, two 

y e a r s  of no change, and 6  y e a r s  of n e g a t i v e  changes. And unemployment 

(column 4 )  throughout  the  1980s has  been h i g h  by h i s t o r i c a l  s t a n d a r d s .  

Macroeconomic c o n d i t i o n s  s i n c e  the  e a r l y  1970s have r e f u t e d  two key 

assumptions  t h a t  guided a n t i p o v e r t y  p o l i c y  and views a b o u t  economic 

growth and i n e q u a l i t y .  Conventional wisdom h e l d  t h a t  pover ty  could be 

a l l e v i a t e d  a g a i n s t  a  background of h e a l t h y  economic growth because t h e  

b u s i n e s s  c y c l e  cou ld  be c o n t r o l l e d .  T h i s  was a  reasonab le  assumption i n  

t h e  mid-1960s, a s  median family  income growth had been p o s i t i v e  f o r  each 

y e a r  from 1958 t o  1969. I t  was a l s o  b e l i e v e d  t h a t  i n  a n  economy w i t h  low 

unemployment r a t e s  and w i t h  a n t i d i s c r i m i n a t i o n  p o l i c i e s  and e d u c a t i o n  and 



T a b l e  1 

Family Income, P o v e r t y ,  I n e q u a l i t y  , Unemployment, and 
Government T r a n s f e r s ,  S e l e c t e d  Years ,  1949-1985 

Income Share  Cash T r a n s f e r s  
Median Fami l y  O f f i c i a l  of Bottom 40% Unemployment P e r  Household 

Year  Income (1985$) Pover ty  Ra tea  of  F a m i l i e s  R a t e  (1985$) 
( 1 )  ( 2 )  ( 3 )  ( 4  ( 5 )  

Source :  U.S. Bureau of t h e  Census,  C u r r e n t  P o p u l a t i o n  R e p o r t s ,  S e r i e s  P-60. 

' pe rcen tage  of a l l  p e r s o n s  l i v i n g  i n  u n i t s  w i t h  income below t h e  o f f i c i a l  pover ty  
t h r e s h o l d s  ( s e e  Appendix). 

b ~ s  tima t e  based on unpub l i shed  t a b u l a t i o n s  from March C u r r e n t  P o p u l a t i o n  Surveys  by 
Gordon F i s h e r ,  U.S. Department o f  H e a l t h  and Human S e r v i c e s .  
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t r a i n i n g  programs i n  p l a c e ,  everyone--r ich ,  poor ,  and middle class--would 

ga in .  A t  a  minimum, i t  was expected t h a t  economic growth would be pro- 

p o r t i o n a l  and t h a t  a l l  incomes would r i s e  a t  a b o u t  the  same r a t e .  A t  

b e s t ,  income growth f o r  the  poor would exceed the  a v e r a g e  r a t e ,  and 

pover ty  and i n e q u a l i t y  would con t inue  t o  f a l l  a s  they had i n  t h e  p r i o r  

decades.  

I n s t e a d ,  d e s p i t e  t h e  i n c r e a s e  i n  government income t r a n s f  e r  payments 

(column 5 ) ,  pover ty  and i n e q u a l i t y  inc reased  a s  growth f a l t e r e d .  But i t  

would be i n c o r r e c t  t o  conclude from Table  1 t h a t  government t r a n s f e r s  

have been i n e f f e c t i v e  i n  reduc ing  pover ty  and inequa li t y  . Most govern- 

ment t r a n s f e r s  i n  the  Uni ted S t a t e s  a r e  t a r g e t e d  on the  e l d e r l y ,  and,  a s  

t h e  d a t a  i n  Table  2 i n d i c a t e ,  the  e l d e r l y  exper ienced both  an  above- 

average  income i n c r e a s e  and a r e d u c t i o n  i n  i n e q u a l i t y  d u r i n g  the  pe r iod  

when a g g r e g a t e  income growth slowed. For t h e  e l d e r l y ,  pe r  c a p i t a  income 

growth was £as  t e s  t f o r  the  lowes t  q u i n t i l e ,  and s lowes t  f o r  the  top quin- 

t i l e .  I n  c o n t r a s t ,  t h e  bottom q u i n t i l e  of households  w i t h  c h i l d r e n  were 

a c t u a l l y  worse o f f  i n  1985 than i n  1967- - the i r  p e r  c a p i t a  income f e l l  by 

16.23 p e r c e n t .  I n e q u a l i t y  among households w i t h  c h i l d r e n  i n c r e a s e d ,  wi th  

t h e  g r e a t e s t  income g a i n s  going t o  the  h i g h e s t  q u i n t i l e .  

What a r e  t h e  under ly ing  economic r e l a t i o n s h i p s  among pover ty  and ine -  

q u a l i t y ,  economic growth and government t r a n s f e r s ?  The s imple  s t o r y  

which emerges from t h i s  b r i e f  review of the  d a t a  is  t h a t  the  e a r l y  p e r i o d  

o f  pover ty  and i n e q u a l i t y  r e d u c t i o n s  was due t o  s t r o n g  economic growth, 

d e c l i n i n g  unemployment r a t e s ,  and l a r g e  i n c r e a s e s  i n  government t r a n s -  

f  e r s .  A l l  t h r e e  f a c t o r s  c o n t r i b u t e d  t o  d e c r e a s i n g  pover ty  and ine- 

q u a l i t y .  The r e c e n t  i n c r e a s e s  i n  pover ty  and i n e q u a l i t y  seem t o  r e s u l t  



Table 2 

Mean Per Capita Income of Qu in t i l e s  of Households 
(1985 ~ o l l a r s )  

1 2 3 4 5 Mean 

Nonelderly Families 
w i t h  Children 

Elder ly  (65+) 
Households 

Other Nonelderly 
Households 

A l l  Households 

Source: Computations by author from March Current Population Survey Computer 
tapes.  

Note: Each household i s  counted once. Qu in t i l e s  a r e  computed separa te ly  f o r  
each demographic group fo r  each year. These three ca t egor i e s  a re  
mutually exclusive. P r i ce  adjustment i s  via  the Consumer P r i ce  Index. 



from off  s e t t i n g  f ac to r s .  The r i s e  i n  unemployment r a t e s  and the slowdown 

i n  growth were p a r t i a l l y  off s e t  by increases  i n  government t r ans fe r s .  

Nonelderly households t h a t  receive l i t t l e  i n  the way of government 

t r a n s f e r s  and a r e  most a f f e c t e d  by market condi t ions fared much worse 

than e l d e r l y  households t h a t  receive r e l a t i v e l y  la rge  amounts of t rans-  

f  e r s  and a r e  mostly insu la ted  from market condi t ions.  

While the f a c t s  a r e  c l e a r ,  popular explanat ions f o r  the disappoint ing 

economic performance abound. Le t  me merely l i s t  some of the f a c t o r s  t ha t  

have been advocated as  the primary causal  f a c t o r  by one o r  more ana lys t .  

My own view i s  t h a t  each has probably been important,  bu t  t h a t  we do no t  

have enough evidence to ca re fu l ly  apport ion the blame. 

@ Demographic changes. The baby-boom genera t i on  surged i n t o  the 
l abo r  market, a s  did wives. The economy created many new jobs, 
b u t  wage r a t e s  were o f t en  low. The r a t i o  of female to male wages 
d i d  n o t  r i s e  desp i t e  the occupational and experience gains  by many 
women. Divorce r a t e s  increased as  did the percentage of ch i ld ren  
born out  of wedlock. 

O i l  price shocks. These p r i ce  changes f i r s t  caused rap id  inf la-  
t i o n  and severe economic d i s loca t ions  i n  oil-impor t i n g  a reas  of 
the  na t ion ;  then, d e f l a t i o n  and d i s l o c a t i o n  i n  b i  l-producing 
a  reas .  

@ Changes i n  industrial struc tare. Manufacturing employment 
dec l ined ;  employment i n  serv ice  i n d u s t r i e s  increased. 
I n t e r n a  t iona 1 competit ion and an aging domes t i c  cap i t a  1 stock both 
con t r ibu ted  to these changes. 

Disincentives due to government programs. Because government 
b e n e f i t s  increased a t  the same time employment oppor tuni t ies  
decreased,  some workers who would have taken low-wage jobs dropped 
o u t  of the labor force  and drew on government b e n e f i t s  instead.  

Such simple s t o r i e s ,  while p l aus ib l e ,  ignore the inherent  d i f f i c u l t y  

i n  s epa ra t ing  the impact of demographics, changes in  macroeconomic con- 

d  i t ions  , and growth i n  income t r ans fe r s  on poverty and inequa l i t y  reduc- 

t ion .  I now turn to a  more r igorous at tempt  to account f o r  changes in 



the  l e v e l  and d i s t r i b u t i o n  of income. My approach does n o t  d e a l  wi th  a l l  

o f  t he  f a c t o r s  j u s t  mentioned. Rather ,  I focus on the e f f e c t s  of 

macroeconomic a c t i v i t y .  

111. CONCEPTUAL LINKS BETWEEN ECONOMIC ACTIVITY, INEQUALITY AND POVERTY 

The degree t o  which changes i n  economic a c t i v i t y  a f f e c t  t h e  l e v e l  and 

d i s t r i b u t i o n  of income depends c r u c i a l l y  on t he  underlying economic pro- 

c e s s  gene ra t i ng  the  change i n  economic a c t i v i t y .  While dec l i ne s  i n  

c y c l i c a l  unemployment and economic growth both lead t o  increased  economic 

a c t i v i t y ,  they have d i f f e r e n t  impacts on i n e q u a l i t y  and poverty.  Each 

r e f l e c t s  changes i n  conceptua l ly  d i f f e r e n t  underlying processes  which 

gene ra t e  the  income d i s  t r i b u  t ion.  

C y c l i c a l  Unemployment. Changes i n  economic a c t i v i t y  a r i s i n g  f  tom 

reduced cyc l i c a  1 unemployment have two important  f e a t u r e s .  F i r s t ,  the  

mean of t he  income d i s  t r i b u  t i o n  unambiguously i nc r ea se s  when c y c l i c a  1 

unemployment decreases .  Not only is the  s i gn  unambiguous, b u t  the  annual  

r a t e  of i n c r e a s e  i s  very r ap id  compared to annual  i nc r ea se s  i n  the  mean 

a s s o c i a t e d  w i th  economic growth. For example, r e a l  mean family income 

grew by 3.3 p e r c e n t  between 1983 and 1984 and by 2.6 pe rcen t  between 1975 

and 1976, two s e t s  of yea r s  of s t r ong  c y c l i c a l  recovery from recess ions .  

By c o n t r a s t ,  r e a l  median family income grew by only 4.9 pe rcen t  over the  

e n t i r e  decade between 1969 and 1979. Since t he se  a r e  two years  of c l o s e  

t o  f  u l l  employment, t h i s  i n c r e a s e  pr imar i ly  r e f l e c t s  economic growth. 

Reduct ions  i n  c y c l i c a l  unemployment a l s o  reduce the spread of the 

income d i s  t r i b u t i o n ,  leading t o  f u r t h e r  reduc t ion  of inequa l i t y  and 



pover ty .  The c o u n t e r c y c l i c a l  change i n  t he  spread  of the  income d i s t r i -  

b u t i o n  i s  c o n s i s t e n t  w i th  economic theory.  I f  employers s h a r e  i n  the  

c o s t  of t r a i n i n g  o r  sc reen ing ,  then they w i l l  f i n d  i t  t o  t h e i r  advantage 

t o  i n s t i t u t e  a  s en io r i t y -ba sed  layoff  po l icy .  The f i r s t  t o  be l a i d  off 

w i l l  be those  i n  whom the  f i rm has the  l e a s t  investment.  These workers,  

who a r e  e i t h e r  newly h i r e d  o r  working i n  f i rms  which o f f e r  l i t t l e  

t r a i n i n g ,  a r e  l i k e l y  t o  be i n  the  lower t a i l  of t h e  ea rn ings  d i s  t r i b u -  

t i on .  

Thus, whi le  t h e r e  may s ti1 1 be s u b s t a n t i a l  d isagreement  about  the  

r o l e  of economic growth i n  reducing pover ty ,  we know of no one who would 

s e r i o u s l y  ques t i on  t he  primary importance of t i g h t  l abo r  markets i n  

reduc ing  pover ty  r a t e s  f o r  persons  a b l e  and w i l l i n g  t o  work. It i s  unam- 

biguous t h a t  bo th  t h e  l o c a t i o n  and spread  of t he  income d i s t r i b u t i o n  

change i n  a  pover ty-reducing d i r e c t i o n  a s  a  r e s u l t  of dec r ea se s  i n  c y c l i -  

c a  1 unemp loyment. 

Th i s  d i s c u s s i o n  ha s  emphasized i n c r e a s e s  i n  c y c l i c a l  cond i t i ons .  

But,  by d e f i n i t i o n ,  c y c l e s  a r e  independent of t he  s e c u l a r  t r end ,  and thus  

have a  downside dur ing  which pover ty  and i n e q u a l i t y  i nc r ea se .  To t he  

e x t e n t  t h a t  economic p o l i c i e s  can dampen t h e  bus ine s s  cyc l e ,  they can 

moderate c y c l i c a l  swings i n  pover ty  and i nequa l i t y .  But only s e c u l a r  

changes can  lead t o  permanent changes i n  the  l e v e l  and d i s t r i b u t i o n  of 

income. 

Economic Growth. A s  long a s  the f r u i t s  of economic growth a r e  taken 

i n  the  form of h ighe r  income, economic growth w i l l  be accompanied by 

i n c r e a s e s  i n  t h e  mean of the  income d i s t r i b u t i o n .  However, pover ty  w i l l  

n o t  n e c e s s a r i l y  decrease  i f  growth is accompanied by a  s u f f i c i e n t l y  

l a r g e ,  o f f s e t t i n g  i n c r e a s e  i n  i n e q u a l i t y .  Unfor tuna te ly  the  impact of 



growth on i n e q u a l i t y  is  n o t  n e a r l y  a s  c l e a r ,  e i t h e r  t h e o r e t i c a l l y  o r  

e m p i r i c a l l y ,  a s  i t s  impact on t h e  mean of the  d i s t r i b u t i o n .  

Growth and the  d i s t r i b u t i o n  of income a r e  t h e  j o i n t  r e s u l t s  of a  

complicated s e t  of under ly ing  economic processes ,  r e f l e c t e d  i n  changes i n  

s u p p l i e s  of and demands f o r  f a c t o r s  of production.  Arguments t h a t  ine-  

q u a l i t y  is necessa ry  f o r  growth o r  t h a t  growth n e c e s s a r i l y  reduces  ine-  

q u a l i t y  ignore  the  p rocess  gene ra t i ng  growth and i n e q u a l i t y  

s imul taneous ly  . Any c o r r e l a t i o n  between t he se  two v a r i a b l e s  is l i k e l y  to  

be s p u r i o u s - - i t  i s  n o t  growth per  s e ,  b u t  how t h a t  growth is achieved,  

which determines  i n e q u a l i t y .  

Technolog ica l  change and i n c r e a s e s  i n  t h e  supply of l abo r  o r  c a p i t a l  

o f f e r  two r o u t e s  t o  economic growth. They a r e ,  however, n o t  on equa l  

f oo t i ng .  S ince  t h e  amount of l abo r  o r  c a p i t a l  cannot  be inc reased  inde- 

f  i n i  t e l y  , only techno l o g i c a l  change can o f f e r  a  permanent i nc r ea se  i n  the  

r a t e  of growth of output .  The two a l s o  d i f f e r  i n  t he  ways i n  which they 

a f f e c t  t he  d i s t r i b u t i o n  of income. 

Technolog ica l  change may i n c r e a s e  o r  decrease  i n e q u a l i t y .  The i n i -  

t i a l  impact of t e chno log i ca l  change is t o  a l t e r  the  demands f o r  l abo r  and 

c a p i t a l .  Th i s  i n  t u r n  changes p r i c e s ,  which may c a l l  f o r t h  a  supply 

response  a s  workers flow t o  those jobs  f o r  which demand and,  hence, wages 

a r e  g r e a t e r .  

While t e chno log i ca l  change may i n c r e a s e  the  demand f o r  a l l  s k i l l  

c l a s s e s ,  t h i s  is by no means necessary.  The r e s u l t  may be an  i n c r e a s e  i n  

bo th  economic growth and pover ty .  For example, a  Labor-saving tech- 

n o l o g i c a l  change may lower the  demand f o r  low-sk i l l ed  workers. The 

r e s u l t i n g  dec r ea se  i n  wages of those  a t  the  bottom of t he  d i s t r i b u t i o n  



w i l l  have two effects--some workers w i l l  drop o u t  of the  l abo r  f o r c e ,  

w h i l e  o t h e r s  w i l l  be induced t o  ga in  s k i l l s  i n  response t o  the  drop i n  

t h e  r e l a t i v e  wages of u n s k i l l e d  workers. Whether o r  n o t  pover ty  

i n c r e a s e s  depends on t he  r e l a t i v e  magnitude of t he se  two changes. 

S ince  i t  i s  by no  means s imple  f o r  government t o  a l t e r  t h e  r a t e  and 

form of t e chno log i ca l  p rogress ,  p u b l i c  p o l i c y  has  tended t o  f ocus  on t he  

i n t e rmed ia t e  g o a l  of i n c r e a s i n g  the  q u a n t i t y  and q u a l i t y  of l abo r  and 

c a p i t a l .  Inasmuch a s  t axes  reduce t h e  supply of l abo r  and c a p i t a l ,  

government may be a b l e  t o  r a i s e  the  r a t e  of economic growth by under- 

t ak ing  p o l i c i e s  which i n c r e a s e  the  r e t u r n  t o  sav ings ,  educa t ion ,  and 

work. 

These p o l i c i e s  w i l l  i n c r e a s e  average incomes; however, i t  is n o t  

c l e a r  what e f f e c t  i n c r e a s e s  i n  demands f o r  l abor  and c a p i t a l  w i l l  have on 

t h e  shape of t he  d i s t r i b u t i o n .  Again t h e  r e s u l t  depends on t he  form of 

t h e  p o l i c i e s .  For example, i n c e n t i v e s  t o  i nc r ea se  t he  r a t e  of c a p i t a l  

fo rmat ion  may i n c r e a s e  both growth and poverty.  The i nc r ea sed  demand f o r  

c a p i t a l  w i l l  be accompanied by an i n c r e a s e  i n  demand f o r  h i g h - s k i l l e d  

workers  and a dec r ea se  i n  demand f o r  low-sk i l l ed  workers i f  c a p i t a l  is 

complementary w i th  h i g h - s k i l l e d  workers and s u b s t i t u t a b l e  f o r  low- 

s k i 1  l ed  workers. Pover ty  w i l l  i n c r e a s e  un l e s s  t he  labor-upgrading 

response  t o  t he  r e s u l t i n g  i n c r e a s e  i n  t he  wages f o r  h i g h - s k i l l e d  workers 

more than of f  s e t s  the  decreased  wages f o r  those  who remain u n s k i l l e d .  

Williamson and L i n d e r t  (1980) review the  evidence o f f e r e d  by American 

economic h i s  tory.  They show t h a t  t he  c o r r e l a t i o n  be tween economic growth 

and i n e q u a l i t y  is  weak. The n i n e t e e n t h  cen tu ry  was marked by r ap id  

i n c r e a s e s  i n  ou tpu t  and i n  i n e q u a l i t y .  However, i n  t he  f i r s t  ha l f  of the  



t w e n t i e t h  c e n t u r y  a  s i m i l a r l y  r a p i d  growth i n  o u t p u t  was accompanied by a  

t r e n d  toward income e q u a l i z a t i o n .  T h i s  demons t ra tes  t h a t  s imul taneous  

i n c r e a s e s  i n  o u t p u t  and i n e q u a l i t y  a r e  more than a  t h e o r e t i c a l  p o s s i b i -  

l i t y ,  even i n  a n  i n d u s t r i a l i z e d  country .  I n  f a c t ,  some a u t h o r s  have 

s u g g e s t e d  t h a t  t h e  i n c r e a s e d  employment i n  "high- tech"  i n d u s t r i e s  i n  

r e c e n t  y e a r s  h a s  had s i m i l a r  e f f e c t s .  

There  a r e  a t  l e a s t  two o t h e r  f a c t o r s  which c u r r e n t l y  l i m i t  t h e  

i n e q u a l i t y -  r e d u c i n g  e f f e c t s  of economic growth i n  t h e  Uni ted  S t a t e s .  The 

f i r s t ,  t h e  demographic composi t ion of households ,  i s  l i k e l y  t o  have s i m i -  

l a r  e f f e c t s  i n  o t h e r  advanced economies. The second a r i s e s  from t h e  f a c t  

t h e  U.S. p o v e r t y  l i n e  is  f i x e d  i n  r e a l  terms,  so t h a t  t h e  l i n e  f a l l s  a s  

a  p e r c e n t a g e  o f  r e a l  income. 

Demographic Factors. While a n  improvement i n  macrocond i t ions  can  

r a i s e  t h e  e a r n i n g s  of  poor households  w i t h  a n  ab le -bod ied  head,  i t  a l o n e  

c a n n o t  r a i s e  incomes o r  e l i m i n a t e  pover ty  f o r  households  whose heads  have 

weak a t t a c h m e n t s  t o  t h e  l a b o r  f o r c e .  There  a r e  s imply too many low- 

income households  t h a t  canno t  b e n e f i t  d i r e c t l y  from improved l a b o r  market  

c o n d i t i o n s .  

For example, i n  1979,  t h e  l a s t  c y c l i c a l  peak,  a l m o s t  two- t h i r d s  of 

households  d e f i n e d  a s  poor by t h e  o f f i c i a l  d e f i n i t i o n  were headed by a  

p e r s o n  who was e l d e r l y ,  a  s t u d e n t ,  d i s a b l e d ,  o r  a  woman w i t h  a  c h i l d  

u n d e r  6 y e a r s  of age. Given today ' s  s o c i a l  norms, t h e s e  heads of house- 

h o l d  c a n  be  c l a s s i f i e d  a s  n o t  expected t o  work. Indeed,  a l m o s t  a l l  of 

them d i d  n o t  work d u r i n g  t h i s  y e a r  of r e l a t i v e l y  low unemployment. While 

t h e s e  f a m i l i e s  w i l l  n o t  g a i n  d i r e c t l y  from growth, they may b e n e f i t  

i n d i r e c t l y  i f  a  p o r t i o n  of t h e  i n c r e a s e d  t a x  revenues  r e s u l t i n g  from 

growth a r e  d i s t r i b u t e d  through a n t i p o v e r t y  programs. 



The p r o p o r t i o n  of poor  households  n o t  expec ted  t o  b e n e f i t  from econo- 

mic expansion i s  n o t  only l a r g e ,  b u t  growing. I n  1939,  when pover ty  

r a t e s  were much h i g h e r ,  l e s s  than o n e - t h i r d  of  poor household  heads were 

c l a s s i f i e d  a s  n o t  expec ted  t o  work by t h i s  d e f i n i t i o n .  From a  p u r e l y  

demographic s t a n d p o i n t ,  i t  was e a s i e r  t o  reduce pover ty  through growth of 

t h e  economy i n  t h e  1940s  and 1950s than  i t  i s  today.* 

Nonl inea r  R e l a t i o n s h i p  between Growth and Pover ty .  Another f a c t o r  

l i m i t i n g  t h e  impact  of growth on pover ty  i s  t h a t  p o v e r t y ,  a s  o f f i c i a l l y  

measured i n  t h e  Uni ted  S t a t e s ,  is simply t h e  cumula t ive  d i s t r i b u t i o n  of 

income up t o  a  f i x e d  l i n e .  A s  long a s  t h i s  p o v e r t y  l i n e  f a l l s  t o  t h e  

l e f t  of  t h e  mode ( t h e  l o c a t i o n  of t h e  most f r e q u e n t l y  o c c u r r i n g  v a l u e s )  

o f  t h e  income d i s t r i b u t i o n ,  fewer and fewer peop le  w i l l  be t aken  o u t  of 

p o v e r t y  a s  t h e  d i s t r i b u t i o n  s h i f t s  t o  t h e  r i g h t .  T h i s  r e s u l t s  from t h e  

d e c r e a s i n g  d e n s i t y  of  the  d i s t r i b u t i o n  a s  one moves away from the  mode. 

For  example, t h e  pover ty  l i n e  f o r  a  f ami ly  of f o u r  was a l m o s t  80 p e r c e n t  

o f  mean fami ly  income i n  1949, b u t  only  a b o u t  40 p e r c e n t  i n  1985. 

Suppose t h a t  a l l  incomes i n c r e a s e d  by 2 p e r c e n t  a  y e a r  f o r  s e v e r a l  y e a r s .  

A l l  t hose  households  w i t h  incomes w i t h i n  2 p e r c e n t  of  t h e  p o v e r t y  l i n e  

would e x i t  pover ty  i n  each s u c c e s s i v e  y e a r ,  b u t  t h e  number l e a v i n g  

p o v e r t y  would d i m i n i s h  e a c h  y e a r .  Thus, even i f  t h e r e  were no changes 

*This d i s c u s s i o n  i s  based on t h e  assump t i o n  tha  t demographic changes a r e  
exogenous. But i f  some p o r t i o n  of t h e  demographic change i s  endogenous, 
t h e n  t h e s e  c o n c l u s i o n s  must be modified.  For example, some p a r t  of t h e  
i n c r e a s e d  tendency of the  e l d e r l y  t o  head t h e i r  own households  i s  due t o  
t h e i r  r a p i d  income i n c r e a s e s .  Thus, r a p i d  growth reduced pover ty  and 
i n e q u a l i t y  d i r e c t l y  by r a i s i n g  incomes, b u t  a l s o  l e d  t o  o f f s e t t i n g  
changes  t h a t  o p e r a t e d  through i n c r e a s e s  i n  the  t o t a l  number of house- 
h o l d s .  S i m i l a r l y ,  slow growth i n  t h e  r e c e n t  p e r i o d  has  c o n t r i b u t e d  t o  
r i s i n g  p o v e r t y  and i n e q u a l i t y ,  b u t  i t s  e f f e c t s  have been m i t i g a t e d  by t h e  
i n c r e a s e d  l a b o r  f o r c e  p a r t i c i p a t i o n  of wives and t h e i r  r e s u l t i n g  f e r -  
t i l i t y  d e c l i n e s ,  which were undoubtedly p a r t i a l l y  caused by t h e  r e d u c t i o n  
i n  economic grcw th .  



i n  the  demographic composi t ion of t h e  poor o r  i n  t h e  shape of t h e  income 

d i s t r i b u t i o n ,  t h e r e  would s t i l l  be d imin i sh ing  r e  t u r n s  t o  economic 

growth. Of c o u r s e ,  measures of r e l a t i v e  pover ty  and i n e q u a l i t y  a r e  n o t  

a f f e c t e d  by t h i s  f a c t o r .  

I n  summary, t h e  d e b a t e  over  t h e  r o l e  of economic growth i n  reduc ing  

pover ty  has  tended t o  lump a l l  forms of i n c r e a s e d  economic a c t i v i t y  

t o g e t h e r .  We a r g u e  t h a t  t h e  source  of i n c r e a s e d  economic a c t i v i t y  is 

c r u c i a l .  Decreased c y c l i c a l  unemployment unambiguously d e c r e a s e s  

pover ty ,  b u t  pure economic growth has a n  ambiguous impact. S i n c e  theory  

l e a v e s  us  wi th  t h i s  ambigui ty ,  I now t u r n  t o  some e m p i r i c a l  t e s t s .  

I V  . EliPIRICAL PATTERNS 

Secular Growth.* Using d a t a  from t h e  Censuses of P o p u l a t i o n  of 1950 

through 1980, I f i r s t  review the  r e l a t i o n s h i p  between pover ty  and t h e  

l o c a t i o n  and shape of the  income d i s t r i b u t i o n .  S i n c e  the  e f f e c t s  of 

c y c l i c a l  swings become l e s s  impor tan t  over t h e s e  ten-year  p e r i o d s ,  I 

i n t e r p r e t  t h e s e  changes i n  pover ty  a s  r e f l e c t i n g  s e c u l a r  changes.  

Because 1969 a n d  1979 were both  c y c l i c a l  peaks,  t h i s  i n t e r p r e t a t i o n  i s  

p a r t i c u l a r l y  a p p r o p r i a t e  f o r  t h e  l a s t  decade covered.  

I ana lyze  d a t a  f o r  households  headed by men aged 25 t o  64. R e l a t i v e  

t o  o t h e r  households ,  they have the  s t r o n g e s t  a t t achment  t o  t h e  l a b o r  

f o r c e  and t h e  s m a l l e s t  r e l i a n c e  on government t r a n s f e r s .  They a r e ,  

t h e r e f  o r e ,  the  group most l i k e l y  t o  b e n e f i t  d i r e c t l y  from economic 

*This s e c t i o n  is drawn from Danziger  and G o t t s c h a l k  (1986) .  



growth. A f o c u s  on prime-aged men a l s o  p rov ides  a  rough c o r r e c t i o n  f o r  

demographic change by exc lud ing  households headed by women, who have 

above-average pover ty  r a t e s  and r e p r e s e n t  a n  i n c r e a s i n g  p r o p o r t i o n  of a l l  

households.  

Because t h e  pover ty  l i n e  v a r i e s  w i t h  fami ly  s i z e ,  pover ty  w i l l  f a l l  

i f  f ami ly  s i z e  d e c l i n e s ,  even i f  household income is c o n s t a n t ,  c e t e r i s  

p a r i b u s .  To c o n t r o l  f o r  t h e  d e c l i n e  i n  fami ly  s i z e  t h a t  has  occur red ,  I 

a n a l y z e  the  r a t i o  of a  household 's  income t o  i t s  pover ty  l i n e  ( t h e  

income- to-needs r a t i o )  . 
The f i r s t  t h r e e  rows of Tab le  3 show the mean and log  v a r i a n c e  of the  

income- to-needs r a t i o  and the  o f f i c i a l  pover ty  r a t e  i n  each  of t h e  Census 

y e a r s .  The log v a r i a n c e  i s  a n  i n e q u a l i t y  measure which is  s e n s i t i v e  t o  

changes  i n  t h e  lower t a i l  of t h e  d i s t r i b u t i o n .  Note, however, t h a t  i t  

measures only  one a s p e c t  of change i n  t h e  shape of t h e  d i s t r i b u t i o n ,  

s i n c e  i t  does n o t  r e f l e c t  changes i n  o t h e r  moments. 

Rows 3 and 1 show t h a t  pover ty  d e c l i n e d  when t h e  mean i n c r e a s e d  and 

t h a t  t h e  d e c l i n e s  i n  pover ty  and t h e  i n c r e a s e s  i n  the  mean became suc- 

c e s s i v e l y  s m a l l e r  w i t h  each  pass ing  decade. A t  t h i s  s u p e r f i c i a l  l e v e l ,  

i t  seems t h a t  a  r i s i n g  t i d e  was indeed l i f t i n g  a l l  boa t s .  Such b i v a r i a t e  

r e l a t i o n s h i p s  do n o t ,  however, hold o t h e r  f a c t o r s  c o n s t a n t .  

The observed change i n  pover ty  over  each decade i s  decomposed i n t o  

one component a s s o c i a t e d  wi th  s h i f t s  i n  t h e  mean (row 4 ) ,  and a n o t h e r  

w i t h  changes i n  t h e  shape (row 5) .  The fo l lowing  thought  exper iment  

i l l u s t r a t e s  t h i s  decomposit ion.  F i r s t ,  suppose t h a t  every household 

exper ienced  t h e  a v e r a g e  i n c r e a s e  i n  income i n  r e l a t i o n  t o  needs.  There 

would be  no change i n  i n e q u a l i t y  and,  a s  the  d i s t r i b u t i o n  s h i f t e d  t o  t h e  



Table  3 

S e c u l a r  Growth and t h e  Trend i n  t h e  O f f i c i a l  (POS t t r a n s f  e r )  Pover ty  
R a t e s  f o r  Households Headed by Men Aged 25-64, 

S e l e c t e d  Years,  1949-1979 

Year 
1949 1959 1969 19 79 

1. Mean incomelneedsa 1.600 2.408 3.330 3.789 

2. Var iance 
l n ( i n ~ o r n e 1 n e e d s ) ~  

3. Pover ty  r a t e  33.1% 16.2% 7.7% 7.1% 

Change i n  pover ty  r a  t e  due t o  : b 

4 .  Change i n  mean - - -13.8% -6.1% 

5.  Change i n  shape ( i n e q u a l i t y  
o f  income) - - -3.1% -2.4% 

6.  Percentage-poin  t d e c l i n e  i n  
pover ty  due t o  a one p e r c e n t  
i n c r e a s e  i n  t h e  mean, 
h o l d i n g  i n e q u a l i t y  cons t a n t c  -0.77 -0.28 -0.12 -0.09 

Source:  Computations by a u t h o r  from computer t apes  of t h e  1950, 1960, 
1970 and 1980 Census of Popula t ion .  

agecause  the  pover ty  l i n e s  a r e  a d j u s t e d  f o r  changes i n  t h e  Consumer P r i c e  
Index  (CPI) ,  incornelneeds r a t i o s  a r e  f i x e d  i n  r e a l  terms. Pover ty  i n  
1949 i s  d e r i v e d  by a d j u s t i n g  the  o f f i c i a l  l i n e s  back from 1959 u s i n g  t h e  
CPI i n  t h e  same way t h a t  they have been brought  forward t o  the  p r e s e n t .  

b ~ h e  p e r c e n t a g e - p o i n t  d i f f e r e n c e  between t h e  pover ty  r a t e s  o v e r  any 
decade e q u a l s  t h e  sum of rows 4 and 5 i n  t h e  column f o r  t h e  l a t t e r  year .  

CDef ined  a s  t h e  pe rcen tage  p o i n t  d i f f e r e n c e  be tween the  a c t u a l  pover ty  
r a t e  i n  each y e a r  and  a r a t e  t h a t  r e s u l t s  from i n c r e a s i n g  each  house- 
h o l d ' s  income- to-needs r a t i o  i n  t h e  base  y e a r  by 1 p e r c e n t .  



r i g h t ,  pover ty  would drop. The d i f f e r e n c e  between t h e  i n i t i a l - y e a r  

pover ty  r a t e  and t h i s  s imula ted  r a t e  g i v e s  the  change i n  pover ty  when 

i n e q u a l i t y  i s  he ld  c o n s t a n t .  

Second, t h e  e f f e c t s  of changes i n  i n e q u a l i t y  a r e  o b t a i n e d  by com- 

p a r i n g  t h i s  s i m u l a t e d  d i s t r i b u t i o n  t o  t h e  a c t u a l  d i s t r i b u t i o n  i n  t h e  

l a t e r  year .  By c o n s t r u c t i o n ,  t h e  means o f  the  two d i s t r i b u t i o n s  a r e  t h e  

same. However, i f  t h e  a c t u a l  d i s t r i b u t i o n  i s  l e s s  e q u a l  than t h e  simu- 

l a t e d  d i s t r i b u t i o n ,  changes i n  the  shape w i l l  have i n c r e a s e d  pover ty .  By 

d e f i n i t i o n ,  the  a c t u a l  change i n  pover ty  over  t h e  decade is  t h e  sum of 

t h e s e  two p a r t i a l  e f f e c t s .  

Row 4 o f  Table  3 shows how pover ty  r a t e s  would have changed i f  a l l  

households had exper ienced  t h e  a t e r a g e  growth i n  t h e  income-to-needs 

r a t i o .  A r i s i n g  mean was t h e  primary cause  of the  r e d u c t i o n  i n  pover ty  

o v e r  t h e  t h i r t y  years .  However, t h e  a n t i p o v e r t y  e f f e c t  of growth i n  t h e  

mean decreased  i n  each s u c c e s s i v e  decade (row 4 ) ,  p r i m a r i l y  because of 

t h e  f a l l i n g  r a t e  of s e c u l a r  growth (row 1 ) .  

I n  a d d i t i o n ,  the  a n t i p o v e r t y  e f f e c t  of growth d e c l i n e d  because of the  

n o n l i n e a r  r e l a t i o n s h i p  between growth and pover ty .  Row 6 shows t h e  per-  

c e n t a g e - p o i n t  d e c l i n e  i n  t h e  pover ty  r a t e  a s s o c i a t e d  wi th  a 1 p e r c e n t  

i n c r e a s e  i n  t h e  mean, ho ld ing  i n e q u a l i t y  c o n s t a n t .  A s  pover ty  d e c l i n e d  

from 33.1 t o  7 .1  p e r c e n t  between 1949 and 1979, t h i s  measure of t h e  a n t i -  

pover ty  e f f e c t  d e c l i n e d  from -0.77 t o  -0.09 percen tage  p o i n t s .  Thus, a 

g i v e n  percen tage  i n c r e a s e  i n  t h e  mean removed a much s m a l l e r  number of 

households from pover ty  a s  the  pover ty  r a t e  dec l ined .  * 

* I f  a d i s t r i b u t i o n  i s  unimodal, a c o n s t a n t  a b s o l u t e  i n c r e a s e  i n  the  mean 
w i l l  by d e f i n i t i o n  y i e l d  a d e c l i n i n g  percentage p o i n t  change i n  pover ty .  
Row 6 shows t h a t  a c o n s t a n t  pe rcen tage  i n c r e a s e  i n  the  mean a l s o  has  a 
d e c l i n i n g  impact. I n  f a c t ,  t h e  e l a s t i c i t y - -  t h e  pe rcen tage  d e c l i n e  i n  
pover ty  w i t h  r e s p e c t  t o  a c o n s t a n t  pe rcen tage  i n c r e a s e  i n  t h e  mean--also 
d e c l i n e s  ( d a t a  n o t  shown). 



Row 5 shows t h e  impact of changes i n  i n e q u a l i t y ,  h o l d i n g  the  mean 

c o n s t a n t .  The changes i n  pover ty  due t o  changes i n  i n e q u a l i t y  were much 

s m a l l e r  than  those  due t o  growth i n  t h e  mean (compare rows 4  and 5 ) .  

However, between 1969 and  1979, two y e a r s  of comparable unemployment 

r a t e s ,  the  change i n  t h e  shape of t h e  d i s t r i b u t i o n  was pover ty-  

i n c r e a s i n g ,  and o f f s e t  roughly h a l f  of t h e  pover ty-decreas  i n g  e f f e c t  of 

t h e  r i s i n g  mean. 

Differences by Race and Region. What has  happened i n  r e c e n t  y e a r s ?  

To answer t h i s  q u e s t i o n ,  Tab le  4  p r e s e n t s  a  s i m i l a r  a n a l y s i s  u s i n g  

C u r r e n t  P o p u l a t i o n  Survey d a t a  f o r  t h e  p e r i o d  1969-1984 f o r  households  

headed by whi te  and b lack  males i n  each  of t h e  f o u r  census  reg ions .  I n  

t h i s  t a b l e ,  pover ty  i s  measured p r i o r  t o  t h e  r e c e i p t  of government t r a n s -  

f  e r s .  During t h i s  p e r i o d  t h e r e  were some very l a r g e  mean income 

i n c r e a s e s  i n  some r e g i o n s  i n  some subper iods ,  a s  w e l l  a s  some income 

d e c l i n e s  ( s e e  columns 1 and  4 ) .  For  example, between 1969 and 1973, t h e  

mean income-to-needs r a t i o  f o r  b lacks  grew by a lmos t  20 p e r c e n t  i n  t h e  

North  C e n t r a l  and Southern  r e g i o n s ,  whi le  the  mean grew very s lowly f o r  

b l a c k s  i n  the  West. Between 1979 and 1984, r e a l  income d e c l i n e d  s i g n i f  i- 

c a n t l y  f o r  w h i t e s  and b l a c k s  i n  the  North C e n t r a l  r e g i o n  and f o r  b lacks  

i n  t h e  West. 

The r e s u l t s  of t h e  t h i r t y - y e a r  p e r i o d  a r e  confirmed: when growth of 

t h e  mean is  r a p i d ,  c e t e r i s  p a r i b u s ,  poverty f a l l s  r a p i d l y  (columns 2  and 

5 ) .  But i n  a lmos t  a l l  c a s e s ,  pover ty - inc reas ing  changes i n  t h e  shape of 

t h e  d i s t r i b u t i o n  a f t e r  1969 were g r e a t e r  than the  pover ty-reducing 

changes  i n  the  mean. The only excep t ion  is f o r  b l a c k s  i n  t h e  South. 

Over t h e  1969-1979 p e r i o d ,  income growth was s o  r a p i d  t h e r e  t h a t  i t  



Table 4 

Simulated Percentage-Point Change in  Pretransfer 
Paverty Rate Due to Changes in the Mean a d  Shape 

of the Distributim of Incaneheedsa, Mle  
Household Heads ,  Ages 25-64 

Whites BLacks 
Gmwth Charge in Poverty Due to Changes in:c Grcwth Change in Poverty Due to Changes in:c 

of ~ e a n b  Mean Shape of Meanb Mean Shape 
Region (1) (2) (3j  (4) (5 ) (6) 

Northeast 

1969-19 73 
19 73-19 79 
1979-1984 
Total, 1969-1984 

North Central 

1969-19 73 
1973-1979 
1979-1984 
Total, 1969-1984 

South 

1969-1973 
1973-1979 
1979-1984 
Total, 1969-1984 

Wes t - 
1969-1973 
1973-1979 
1979-1984 
Total, 1969-1984 

aThe percentage-point difference in the actual poverty ra te  aver any period equals the sun of the colurms "change 
i n  mean" and "change i n  shape." 

'&fined as 100 times the later year mean a€ incane/needs less in i t i a l  year mean divided by initial year man. 
Because the base is different for each subperiod, the total change for 1969-1984 does not equal the sun cif the 
changes for the three slbperiods. 

C ~ h e  actual charges i n  powrty between 1969 and 1984 by race and region were as follcms. For whiws, poverty 
increased fran 4.91 to 8.83 percent in the Northeast; fran 5.34 to 10.31 percent i n  the North Central region; 
f ran 9.58 to 11.82 percent in the Scuth, and fran 6.94 to 10.63 i n  the West. For blacks, poverty increased fran 
11.82 to 19.77 percent, fran 12.39 to 22.66 percent, declined fran 31.90 to 23.16 percent, and increased fran 
10.95 to 18.00 percent in these fcur regions. 



o f f s e t  the poverty- increasing changes i n  the shape. Note a l s o  t h a t  a l l  

16 rows f o r  whites  (column 3 )  and 14 of 16 rows f o r  blacks (column 6 )  

have p o s i t i v e  s igns ,  i n d i c a t i n g  poverty- increasing changes i n  the  shape. 

Again, t h i s  i s  i n  s t a r k  c o n t r a s t  t o  the poverty-reducing changes i n  the 

shape t h a t  cha rac t e r i zed  the 1949-1969 period ( see  row 5 of Table 3 ) .  

Black poverty has been somewhat more responsive t o  changes i n  the 

mean than has poverty among a l l  persons because black poverty is a t  a  

h igher  l e v e l  ( i . e . ,  because of the nonl inear  r e l a t i o n s h i p  between growth 

and poverty) and because black incomes have grown somewhat f a s t e r  than 

average. 

Differences by Race and Sex. While the  r e s u l t s  i n  Tables 3 and 4 a r e  

based on a  s imula t ion  methodology, Table 5 uses  a  more complex methodo- 

logy t o  d isen tangle  the  an t ipove r ty  e f f e c t s  of market income and t r a n s f e r  

income. The me thodology , f u l l y  described i n  Gottschalk and Danziger 

(1985),  focuses d i r e c t l y  on the r e l a t i o n s h i p  between changes i n  poverty 

and changes i n  the  j o i n t  d i s t r i b u t i o n  of market income and t r a n s f e r  

income. Poverty is  viewed a s  changing because of s h i f t s  i n  the l e v e l  and 

d i s t r i b u t i o n  of each income source. These s h i f t s  can be descr ibed by 

changes i n  the means, var iances ,  covariances,  and h igher - leve l  moments of 

the  d i s t r i b u t i o n  of market and government t r a n s f e r  income. 

For expos i t i ona l  s i m p l i c i t y ,  changes i n  poverty f o r  nonaged f a m i l i e s  

wi th  ch i ld ren  a r e  a t t r i b u t e d  i n  Table 5 t o  t h ree  f a c t o r s :  changes i n  

mean market income, changes i n  mean t r ans fe r  income, and changes i n  the 

shape of the d i s t r i b u t i o n .  The f i r s t  row shows the a c t u a l  percentage- 

p o i n t  changes between 1968 and 1983 i n  poverty r a t e s  f o r  the four  family 

types.  During t h i s  per iod poverty decl ined f o r  nonwhites, bu t  rose  f o r  

whites .  



T a b l e  5 

Decomposition of O f f i c i a l  Pover ty  Ra te  f o r  Nonaged White and 
Nonwhite Heads of Households w i t h  Chi ld ren ,  1968 t o  1983 

Persons  L i v i n g  i n  Households 
Where Head Is: 

Nonwhite Whi t e  
Male Female Male Female 
( 1  (2 )  ( 3 )  (4 

1. Actua l  p e r c e n t a g e - p o i n t  
change i n  pover tya  -2.8 -2.5 3.8 3.6 

Percentage-poin  t change i n  
pover ty  due t o  change in :  

2. Mean market income -8 .O -6.7 -1.5 -0.5 

3. Mean t r a n s f e r  income -2.1 2.9 -0.5 2.7 

4 .  Shape ( i n e q u a l i t y  of 
income) 7.3 1.3 5.8 1.4 

Source:  Computations by a u t h o r s .  See  G o t t s c h a l k  and Danziger 
(1985) f o r  d i s c u s s i o n  of methodology. 

Note: I n  each column, t h e  sum of rows 2 ,  3 ,  and 4 e q u a l s  t h e  
a c t u a l  p e r c e n t a g e - p o i n t  change. The a c t u a l  p e r c e n t a g e - p o i n t  
change is  t h e  d i f f e r e n c e  between t h e  1983 and 1968 pover ty  r a t e  
f o r  each demographic group. 

agetween 1968 and  1983, the  o f f i c i a l  pover ty  r a t e  d e c l i n e d  from 
23.4 t o  20.6 p e r c e n t  f o r  nonwhite males and from 65.8 t o  63.3 
p e r c e n t  f o r  nonwhite females ;  t h e  r a t e  inc reased  from 6.6 t o  10.4 
p e r c e n t  f o r  w h i t e  males and from 39.6 t o  43.2 p e r c e n t  f o r  w h i t e  
f  m a  l e s  . 



Row 2 shows t h e  impact of changes i n  mean market income on t h e  

pover ty  r a t e  of each subgroup. I n c r e a s e s  i n  mean market income were much 

more impor tan t  f o r  nonwhites--the pover ty  r a t e s  f o r  nonwhite males and 

f e m a l e s  would have decreased  by 8.0 and 6.7 p o i n t s ,  r e s p e c t i v e l y ,  a s  a 

r e s u l t  of changes i n  mean market income. The corresponding f i g u r e s  f o r  

w h i t e s  a r e  only  1 .5  and 0.5 p o i n t s .  

Row 3 shows t h e  impact of income t r a n s f e r s .  For females ,  t h e  a n t i p o -  

v e r t y  e f f e c t  of changes i n  t r a n s f e r s  d u r i n g  t h i s  pe r iod  i s  s i m i l a r  among 

w h i t e s  and nonwhites.  Both would have exper ienced a n  a l m o s t  

3 -percen tage-po in t  i n c r e a s e  i n  pover ty  s o l e l y  a s  a r e s u l t  of t h e i r  

reduced r e a l  c a s h  t r a n s f e r s .  For males,  t r a n s f e r s  r o s e  over  t h i s  pe r iod .  

The pover ty-  reduc ing  impact of i n c r e a s e d  t r a n s f e r s  is c o n s i d e r a b l y  h i g h e r  

f o r  nonwhites (-2.1 p o i n t s )  t h a n  f o r  w h i t e s  (-0.5 p o i n t s ) .  

Row 4 shows t h e  importance of i n c r e a s e d  i n e q u a l i t y  of income w i t h i n  

e a c h  demographic group. Consis  t e n t  w i  t h  the  r e s u l t s  i n  T a b l e s  3 and 4 ,  

t h e s e  d a t a  show t h a t  i n c r e a s e d  i n e q u a l i t y  was impor tan t  f o r  a l l  groups ,  

b u t  e s p e c i a l l y  impor tan t  among b o t h  nonwhite and w h i t e  men. S ince  income 

t r a n s f e r  growth f o r  t h e  none lder ly  has been v i r t u a l l y  h a l t e d  i n  the  

Uni ted  S t a t e s  by t h e  budgetary  re t renchment  of t h e  1980s,  i t  is  u n l i k e l y  

t h a t  t r a n s f  e r s  can o f f s e t  t h e  tendency toward i n e q u a l i t y  t h a t  has  accom- 

pan ied  t h e  s lower  economic growth of r e c e n t  y e a r s .  

IV. SUMMARY 

I have emphasized t h a t  t h e r e  a r e  l i m i t s  t o  the  a n t i p o v e r t y  and 

i n e q u a l i t y - r e d u c i n g  e f f e c t s  of improved economic c o n d i t i o n s  i n  a n  



advanced economy l i k e  t h a t  of t h e  Uni ted  S t a t e s .  F i r s t ,  because  on ly  

a b o u t  a  t h i r d  of poor households have heads who a r e  expec ted  t o  work, 

mos t  poor  households  w i l l  n o t  b e n e f i t  d i r e c t l y  from improved l a b o r  market  

c o n d i t i o n s .  None the less ,  even when t h e  e m p i r i c a l  work focused on ly  on 

t h o s e  most l i k e l y  t o  be a f f e c t e d  by changes i n  macrocond i t ions  ( ~ a b l e s  3 

and 4 ) ,  i t  was shown t h a t  t h e  e f f e c t s  of  a  r i s i n g  mean have been o f f s e t  

by i n c r e a s e s  i n  i n e q u a l i t y  d u r i n g  t h e  1970s and 1980s. These i n e q u a l i t y  

i n c r e a s e s  have been well-documented, b u t  t h e i r  c a u s e s  have n o t  been f u l l y  

unders  tood. 

Economic growth has  been t h e  primary source  of p o v e r t y  r e d u c t i o n  i n  

t h e  p a s t .  However, i n  t h e  absence  of  a n  unexpected i n c r e a s e  i n  t h e  r a t e  

of  economic growth o r  a n  u n f o r e s e e n  change i n  p a t t e r n s  of i n e q u a l i t y  o r  

i n  t h e  growth of government t r a n s f  e r s ,  i t  seems u n l i k e l y  t h a t  growth w i l l  

subs  t a n t i a l l y  r educe  pover ty  o r  i n e q u a l i t y  i n  the  n e a r  f u t u r e .  The 

d i s c u s s i o n  of p o l i c y  changes t h a t  might a f f e c t  t h e  income d i s t r i b u t i o n - -  

t a x  p o l i c y ,  i n d u s t r i a l  p o l i c y ,  e d u c a t i o n  p o l i c y - - i s  beyond t h e  scope of 

t h i s  paper.  



APPENDIX: 

THE MEASUREMENT OF POVERTY I N  THE UNITED STATES 

The f e d e r a l  government 's  o f f i c i a l  measure of pover ty  p rov ides  a  s e t  

o f  income c u t o f f s  a d j u s t e d  f o r  household s i z e ,  t h e  a g e  of the  head of t h e  

household,  and t h e  number of c h i l d r e n  under a g e  18. ( u n t i l  1981, s e x  of 

t h e  head and farm-nonfarm r e s i d e n c e  were o t h e r  d i s t i n c t i o n s . )  The 

c u t o f f s  p rov ide  a n  a b s o l u t e  measure of pover ty  t h a t  s p e c i f i e s  i n  d o l l a r  

terms minimally d e c e n t  l e v e l s  of consumption. For  1985, t h e  l i n e s  ranged 

from $5156 f o r  a  s i n g l e  aged person  t o  $22,083 f o r  a  household of n ine  o r  

more persons .  The t h r e s h o l d  f o r  a  fami ly  of f o u r  was $10,809. 

The o f f i c i a l  income concep t - -cur ren t  money income rece ived  dur ing  t h e  

c a l e n d a r  y e a r - - i s  de f ined  a s  t h e  sum of money wages and s a l a r i e s ,  n e t  

income from self-employment, S o c i a l  S e c u r i t y  income and cash t r a n s f e r s  

from o t h e r  government programs, p r o p e r t y  income ( e  .g. ,  i n t e r e s t ,  d i v i -  

dends ,  n e t  r e n t a l  income), and o t h e r  forms of cash income (e .g . ,  p r i v a t e  

pens ions ,  al imony).  C u r r e n t  money income does n o t  i n c l u d e  c a p i t a l  g a i n s ,  

imputed r e n t s ,  government o r  p r i v a t e  b e n e f i t s  i n  k ind  (e.g. ,  food stamps,  

Medicare b e n e f i t s ,  employer-provided h e a l t h  insurance)  nor  does i t  

s u b t r a c t  t a x e s ,  a l t h o u g h  a l l  of t h e s e  a f f e c t  a househo ld ' s  l e v e l  of con- 

sump t i o n .  

The o f f i c i a l  pover ty  cu to£ f  s ( s e e  Appendix T a b l e  A) a r e  updated 

y e a r l y  by a n  amount corresponding t o  the  change i n  t h e  Consumer P r i c e  

Index  (CPI) s o  t h a t  they r e p r e s e n t  t h e  same purchas ing  power each year .  

According t o  t h i s  a b s o l u t e  s t a n d a r d ,  pover ty  w i l l  be e l i m i n a t e d  when t h e  

incomes of a l l  households exceed t h e  pover ty  l i n e s ,  r e g a r d l e s s  of what i s  

happening t o  average  household income. 



Appendix Table A 

Official P m r t y  Line Canpared to Median Family Incane, Selected Years, 1949-1985 

R a t b  a€ 
Poverty Line Poverty Line Consuner 
for a Ndarm Median Family to Median Price Index CPI-X 

Year Family a€ Fous 1n-b Family Incane (1967 = 100) (1967 = 100) 
(1) (2) (3) (4) (5) 

Scurce: U.S. Bureau of the Census, Current Population Reports, Series P-60, various issues. 

'current Dollars; the fam/non-farm distincticn kas eliminated in 1981. The off ic ia l  series 
only goes back a s  f a r  as 1959. The 1949 powrty line is derived by extlrrpolating back fran 
1959 with the Consuner Price Index i n  the sew kay ttat it has been brought forward fran 1959 
t o  the present. 

bCur-t Dollars; unrelated individuals a re  not included in this  median. 



Income pover ty  i s  a  complex concep t ,  and d i f f e r e n t  types  of pover ty  

t h r e s h o l d s  and income concep t s  a r e  a p p r o p r i a t e  f o r  d i f f e r e n t  purposes .  

An a b s o l u t e  p e r s p e c t i v e ,  such  a s  t h e  o f f i c i a l  U.S. measure,  f o c u s e s  on 

t h o s e  w i t h  incomes t h a t  f a l l  s h o r t  of  a  minimum ( f i x e d )  l e v e l  of economic 

r e s o u r c e s .  On t h e  o t h e r  hand, r e l a t i v e  i n d i c a t o r s  emphasize n o t  on ly  t h e  

househo ld ' s  awn l e v e l  of r e s o u r c e s ,  b u t  how i t s  p o s i t i o n  compares t o  t h a t  

of  o t h e r s .  A r e l a t i v e  d e f i n i t i o n  draws a t t e n t i o n  t o  t h e  degree  of ine -  

q u a l i t y  a t  t h e  lower end of t h e  income d i s t r i b u t i o n .  Those whose incomes 

f a l l  w e l l  below t h e  p r e v a i l i n g  average  i n  t h e i r  s o c i e t y  a r e  regarded a s  

poor ,  no m a t t e r  what t h e i r  a b s o l u t e  incomes may be. A r e l a t i v e  pover ty  

t h r e s h o l d ,  t h e r e f o r e ,  changes a t  a b o u t  t h e  same r a t e  a s  ave rage  income. 

One common p r o p o s a l  d e f i n e s  t h e  poor  a s  those  w i t h  l e s s  than h a l f  of t h e  

median income. 

Column 3 of  Appendix T a b l e  A s u g g e s t s  how t h e  o f f i c i a l  pover ty  l i n e  

would va ry  i f  i t  were  t o  be a d j u s t e d  f o r  changes i n  median fami ly  income 

r a t h e r  than p r i c e s .  I n  1965, t h e  o f f i c i a l  l i n e  f o r  a  four -pe r son  f a m i l y  

was 46 p e r c e n t  of t h e  median. I n  1986,  46 p e r c e n t  of  t h e  median would 

have been meant a  pover ty  l i n e  of $13,551 f o r  a  f a m i l y  of f o u r  r a t h e r  

t h a n  $11,203. 

On t h e  o t h e r  hand, problems w i t h  t h e  Consumer P r i c e  I n d e x  (CPI) 

d u r i n g  t h e  1970s s u g g e s t  t h a t  t h e  o f f i c i a l  l i n e s  would now be lower i f  

they had been "more a p p r o p r i a t e l y "  a d j u s t e d  f o r  p r i c e  changes.  U n t i l  

1981,  t h e  CPI r e f l e c t e d  t h e  c o s t s  of purchas ing  a  home i n  such  a  way t h a t  

changes  i n  p r i c e s  f aced  by t h e  poor,  who t y p i c a l l y  do n o t  purchase  homes, 

were o v e r s t a t e d .  The CPI-X s e r i e s  shown i n  column 5 o f  Appendix T a b l e  A 

shows t h e  p r i c e  changes  t h a t  would have been used t o  u p d a t e  t h e  pover ty  



l i n e  i f  t h e  post-1981 CPI had been i n  e f f e c t  s i n c e  1965. M u l t i p l y i n g  t h e  

o f f i c i a l  l i n e  by t h e  r a t i o  of t h e  column ( 5 )  index  t o  t h e  column (4 )  

index  y i e l d s  a  1986 l i n e  of $10,176. 

Appendix T a b l e  B shows t h e  t r end  i n  pover ty  f o r  a l l  pe r sons  f o r  

s e l e c t e d  y e a r s  from 1967 t o  1985. Because t h e  CPI-X r o s e  l e s s  than t h e  

CPI, t h e  CPI-X pover ty  l i n e s  and pover ty  r a t e s  a r e  below the o f f i c i a l  

r a t e s  f o r  a l l  y e a r s  a f t e r  1967. S i m i l a r l y ,  because t h e  r e l a t i v e  pover ty  

measure i s  a  c o n s t a n t  pe rcen tage  of median fami ly  income whereas the  

o f f i c i a l  l i n e  f a l l s  a s  a  pe rcen tage  of t h e  median, t h e  o f f i c i a l  r a t e s  a r e  

below the r e l a t i v e  r a t e s .  S i n c e  t h e  o f f i c i a l  l i n e  i s  roughly midway be t -  

ween t h e s e  two a l t e r n a t i v e  l i n e s ,  I conclude t h a t  i t  p r o v i d e s  a  reason- 

a b l e  benchmark. 



Appendix Table B 

Trends i n  Poverty Among A l l  Persons, Selected Years, 1967-1985 

O f f i c i a l  Measure 
O f f i c i a l  with CPI-X Re la  t i ve  

Year Measure Adjustment Measure 
( 1 )  (2 )  (3 )a 

a ~ e f i n e d  as  44 percent of the ra t io  of (family income/poverty 
l i n e )  i n  each year. See Plotnick and Skidmore (1975) for  d e t a i l s .  
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