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FOREWORD

The Center on Budget and Policy Prionties has produced a report which I believe
will help change the very terms of the debate in this country over poverty and economic
vulnerabihty Between its covers, the careful reader will find a complete and disturbing
portrait of the all too real human conditions, not only of America’s poor, but also of al!
Americans who remain vulnerable to a single dev2lopment that could force them into pover-
tv — developme. ts such a the loss of a iob, or illness or death in the family.

The data presented 1n this report are also a graphic indictment of governmental policies
at both federal and state levels — policies that have taken from many who are poor or
vulnerable. while giving to the wealthy and many large corporations. This approach could
have serious consequences for the future of our country.

Fortunately, we now have the Center’s detailed analysis of past policies and current
conditions  This represents a first step toward correcting these problems; but it will re-
quire renewed commuitment from all Americans — poor, rich, and middle incoine alike
— to restore the American dream. Many of us already working te these ends regard this
report, along with other work from the Center on Budget and Policy Prionities, as a crucial
resource to aid 1n this task

Arthur S. Flemming

[Secretary of Health Education and Wehare under President Eisenhower; Commussionsr
of Aging and Chair of the U S. Civil Rights Commission under Presidents Nixon, Ford
and Carter]
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INTRODUCTION

Notioo many years ago. poverty and the living conditions of low and moderate income Americans were central
15sues on the American political scene Now, less attention 1s given to these matters. Other 1ssues — the deficit, the
defense build-up. our foreign trade pr. :s. arms control — are more 1n the spothght

While low income 1ssues have receded from national attention, some progress made in carhier years in reducing
poverty and n fempering extremes of economic inequality has been reversed. Today, poverty is higher than 1n any
other non-recession year 1n nearly two decades.

Equally important. the gap between the incomes of affluent Americans and those of low and moderate incomes
1> growing and has now reached it widest pomnt since the end of World War 11 Important changes 1a the fabric of
American society seem to be taking place

This report 15 being written in the hope of bringing renewed attention to these tssues — and renewed nterest in
cttorts to address them
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I. GROWING INEQUALITY IN AMERICAN SOCIETY

Today 1n America there 1s a growing trend toward greatsr inequality of income between rich and poor. There are
now wider gaps between the affluent and those of more limited means than our country has witnessed 1n close to 40

years

Amencans of moderate incomes as well as these clasziiied as poor have lost ground, while wealthy Americans

have surged ahead.

Census data on growing inequality

New data 1ssued by the Census Bureau 1n late August 1985 show that the gap between upper income . nd lower
income American families has been grewing and 1s now wider than at ary tme since the end of World War II

The gap between upper and lower income families is now wider than at any time since the Census Bureau began
collect:ng these data 1n 1947,

The Census data show that in 1984,* the poorest 40 percent of all fa.mlies (those with incomes below $21,700)
recerved only 15.7 percent of the national income, the smai'st share since 1947.

Families in the middle lost, as well. The 20 percent of famulies with incomes 1n the middle of the income scale
received 17 percent of the nationai income last year, their lowest share since 1947.

At the same time, the wealthiest 40 percent of U S famlies received 67.3 percent of the nat . . al mncome, their
largest share since 1947.

Thus trend has escalated sharply since 1989. The Census data show that the typical (or median income) family
in the bottom 40 percent of the population had $470 less 1n income in 1984 than in 930 (after adjusting for
inflation). But the median family in the top 40 percent had $1,800 more in income thar in 1980 — and the 1aedian
famly 1n the richest 10 percent of the population had $5,000 more in income than 1n 1980.

If the shares of national income had been the same in 1984 as in 1980, the poorest fifth of all families would
have received $8 billion more 1n income. The wealthiest fifth would have received $25 billion less.

The trend toward increasing inequality has been even more marked among families with children.

* A recent analysis of Census and other data by the Joint Economic Committee (JEC) of the Congress found that

from 1979 to 1984, average family income for the poorest fifth of all families with children plunged 23.8 per-
cent, after adjusting for inffation. In addition, the JEC found that the average income of the next-to-poorest fifth
of families with children dropped 14 percent, while the average income of the middle fifth of these families
fell 10 5 percent. Only one group of families with children came out ahead — those in the wealthiest fifth.

* The JEC also examined income trends from 1973 to 1984 and found that over this 11 year period, the incomes

of low and moderate income families with children suffered even larger declines. Average family income for
the poorest fifth of all families with children fell 34 percent over this period, after adjasting for inflation. This
means that average incomes for the poorest fifth of all families with children in our society are now one-third
lower (or over $3,000 a year lower) than in. 1973. The next-to-poorest fifth of families with children suffered
an average family income loss of 20.2 percent over this same period.

Similar trends in after-tax income

The gap between upper and lower income families is nearly as wide when after-tax income is examined.

Census data show that all income groups except the richest fifth had less after-tax income in 1983 than in 1980 **
The richest fifth of U.S. households averaged $1,480 more in after-tax income in 1983 than in 1980 (after ad-
Justing for inflation) and households 1n the top 5 percent had $3,320 more 1n after-tax income. On the other

*1984 15 the latest year for which income distribution data are available
**1983 15 the latest year ror which after-tax income data are available from the Census Bureau
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hand, houscholds in the poorest fifth averaged $190 less in after-tax income than 1n 1980 and households 1n
the next-to-the-bottom fifth averaged $480 less Households night in the nuddle were also hit — households in
the muddle fifth averaged $560 less in afier-tax income 1n 1983 than in 1980.

* Further evidence comes from the Urban Institute, one of the nation's most respected research institutions
Examining recent trends in income distribution, a 1984 study by the Insttute (The Reagan Record) estimated
that from 1980 to 1984, there was a transfer of $25 billion 1n disposable income from poor and nnidcle income
fumilies to famlies in the richest fifth of the population.

* “‘Dusparities between the incomes of poorer families and those of more afflueat families grew markedly over
the 1980-1984 period,’" the Urban Institute found. Since 1980, the Institute reported, ‘‘families at the top of
the income distribution have gained substantially; those in the bettom two-fifths uave actually Jost all the ground
they had gained [in terms of receiving their share of the national income] over the two preceding decades.’’

* The Urban Institute also found that black families were especially hard hit, with the typical middle class black
family losing ground as well as the typical poor biack family. The Institute reported that ‘‘black families fared
relatively poorly over the past four years . . . their incomes dechined both absolutely and relative to the income
of whites.”

*1384 15 the latest year for which 1r’.come distribution data are available
**1983 15 the latest vear for which after-tax income data are available from the Census Bureau
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Poverty in America
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II. THE RESURGENCE OF POVERTY AND THE STATUS OF LOW INCOME AMERICANS

Along with 2 growing trend toward inequality, we have also witnessed a resurgence of poverty in America. Poverty
is far more extensive today than it has been in quite some time. The poverty rates for each of the past three years
have been well above th= poverty rates of the 1970s and higher than the poverty rates for any year since the mid-1960s.

In 1984, 14.4 percent of Americans — or one in every seven — had incomes below the official poverty line
(810,609 for a family of four in 1984).*

This is the highest pov-rty rate since 1966, except for the recession years of 1982 and 1983. The poverty rate
1s now the highest for any non-recession year in nearly two decades and higher even than during the majo1 recession
of 1975.

There are now 33.7 million Americans below the poverty line. This is 4.4 mullion more poor persons than there
were 1n 1980 and 9 million more than tiuers were as recendy as 1978.

The poverty drop in 1984 was disappointingly small

In 184, the poverty rate aropped to 14.4 percent from 15.2 perceri in 1983. Unfortunately, this modest decline
In the poverty rate 1s not a sign that the problem is beir.g solved.

The one year drop 1n the poverty rate was largely attributable to reducticns in unemployment. The unemploy-
ment rate dropped from 9 6 percent in 1983 to 7.5 percent in 1984, the largest single year drop in recent decades.
Given this large reduction in unemployment, the reduction in the poverty rate to only 14.4 percent is disappointing.

The poverty rate now appears to be substantially higher than it shouid be relat2 to the unemployment rate.
In 1976 and 1977 — when the unemployment rate was at levels comparable to (e unemployment level for 1984
— the poverty rate was 11.6 percent to 11.8 percent. Now, although unemployment is dov110 1976-1977 levels,
the poverty rate is nearly threc percentaze poirts higher tnan it was in those years. Had the poverty rate followed
the unempioyment rate back to 1976-1977 levcls, six million fewer Americans would be poor today.

Poverty rates rose steadily from 1978 to 1983, a pericd marked first by high =flation, then high unemployment,
large budget cuts in programs for low income persons, and continuing demographic changes. The 1984 poverty
figures indicate that the effects of the economic and policy changes of recent years have not been reversed much
by the economic recovery.

Moreover, httle or no significant further drop in poverty is expectc . 1n 1985. Changes in the poverty rate are
closely related to changes in the unemployment rate and in real weekly ear-ings (weekly earnings adjusted for
inflation)). Waen unemployment drops and rea! weekly earnings rise significantly, poverty almost always declines.
The unemployment rate has stayed in the 7.0 to 7.5 percent range for all of 1985, however. In addition, real
weekly earnings for the populatior. as a whele are only slightly above their ievel of a year ago, and real weekly
earnings for blacks and for women heading families have actually declined. This indicates there is not hkely
tc be much of a drop 1n poverty in 1985.

With the economy seemingly unable to bring unemploymient below 7 percent and with the rapid economic growth
of 1984 behind us, poverty rates may weil be stuck at a new plateau (in the 14 percent range) for a number
of years to come — a plateau that is at substantially higher levels than poverty has bec.: in this country for nearly
twenty years.

Poverty rates for minorities are especially high

Poverty rates are m- h higher for minorities than for other Araericans. Blacks are three tin e~ as likely as whites

*1984 15 the most recent year for which poverty statistics are available




to live 1n poverty. Hispanics are more than twice as likely as non-Hispanic whites to live in pover.y. Nevertheless,
most Americans who are poor are white, non-minority persons.

The poverty rate for blacks was 33.8 percent in 1984, meaning that one of every three blacks lived 1n poverty.
This compares to an 11.5 percent poverty rate for whites. Nearly 9.5 million blacks were poor last year.

The number of poor blacks, like the total number of all poor persons, has increased substantially in the last
six years. In 1984 there were nearly 2 million more blacks 1n poverty than in 1978, befere the increase in poverty
began.

Among Hispanics, more than one of every four (28.4 percent) lived in poverty in 1984. This translated into
4.8 million Hispanics with incomes below the poverty line.

While poverty rates for most groups went down 1n 1984, the poverty rate for Hispanics did not aecline Between
1983 and 1984, the Hispanic poverty rate edged upward from 28.1 percent to 28.4 percent (although this 1n-
crease is too small to be corsidered statistically significant). More important, there appears to be a longer-term
trend 1n which the Hispanic poverty rate is moving closer to the black poverty rate, which has long been the
higunest poverty rate for anv racial or ethnic group.

Among Hispanics, the poverty rate is highest for Puerto Rican-Americans (43.2 percent). The poverty rate for
Mexican-Americans is also high (28.3 perce..t).

Nevertheless, while the poverty rate is lower for non-minorities than for minorities, the great bulk of those who
are poor are white. Of the 33.7 million Americans poor in 1984, 23 million — or more than two-thirds — were
white. *

Soaring poverty rates among children

Poverty is a particular problem among children, es. 3cially young children. Poverty rates among children have
soared 1n recent years. Children are now rar more likely to be poor than adults are.

® Fifteen years ago, the child poverty rate stood at 13.8 percent. Today, the child poverty rate has climbed to

21 3 percent. Over 13.4 million children now are poor.

® No other segment of U.S. society has experienced such a striking increase in poverty. In fact, the poverty rate

for children is now nearly double the poverty rate for adults.

® For the most vulnerable children — those ur*~ he age of six — the poverty rate is even higher. Almost one-

quarter (> .rcent) of all chilcren unde ‘n poverty.

For minonity children, the situation is vven moic grun.

® Black and Hispanir children have poverty rates that are substantially higier than the poverty rates for other children.

Among black clu, Iren, nearly half (46.Z percent) are poor. Among Hispanic children, nearly two of every five
(39 percent) are poor.

e The highest poverty rates, however, a2 those for children who are black or Hispanic and who are also very

young. In 1984, more than half (5.1 percoat) of all black childien under six lived in poverty. This is the highest
rate of poverty the Census Bureau has ever recorded for young black children since Census began collec:ing
these data in 1970.

Poverty rates have also increased rapidly for young Hispanic children. In 1984, 40.5 percent of all Hispanic

*Included 0 the 23 million vhite Americans who are poor are those poor Hispanics who are white Persons of Spanish origin may be of any race
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children under six lived in poverty, up sharply from 29.2 percent just five years zarlier. This means that an
additional 11.3 percent of young Hispanic children fell into poverty fro .« 1979 to 1984, representing one of
the most rapid increases in poverty for any racial, ethnic, or age group in America during th.s period.

Poverty most serious for children in persisteatly poor families

Of those children who are poor, many are poor for a few years and then climb out of poverty when their families’
economic status improves. But some chiltiren are poo: for much longer periods. Poverty is most serious for these children.

* A report by the Congressional Resear- . &2rvice (CRS) found that two-thirds of the children who are poor at
any time during a 15-year period r=..s2in in poverty for no more than four years. The characteristics of these
children, 1 terms of race and the iype of family in which they live, are similar to those of the general U.S.
population.

e However, CRS also found that one out 01 every seven children who are poor at some time over the 15-year
period remains in poverty for at least 10 of the 15 years. The . ‘“‘persistently’” poor childrer spend two-thirds
or more of their childhood in poverty. Ninety percent of persistently poor children are black, most do not have
a father in the home and live in rural areas and in the South.

* The CRS report also found large differences between black and white children in the dynamics of poverty. Near-
ly half (45 percent) of black children are born poor, and the ~verage black child can expect to spend more than
5 years of his or her childhood in poverty. By comparison, only 15 percent of white children are born poor,
and the average white chilG can expect to spend less than 10 months in poverty during his or her childhood.

o While CRS found poverty among white children more likely to be short-t rm and caused by changes in the com-
position of the family (such as divorce or separation) or changes in family earnings (such as due to a layoff),
the report concluded that poverty among olack children was of longer average duration and not as often rela d
to changes in family composition or earnings.

Significant numbers of elderly persons remain poor

The nation has made great progress in reducing elderly poverty — from 35.2 percent in 1959 and 24.5 percent
in 1970 to 12.4 percent in 1984. This progress has been due in large part to increases in Social Security benefits and
coverage and to regular cost-of-living adjustments in Social Security, as well as to the Supplemental Security Income
(SSI) program for the aged and (isablzd poor, which was instituited in 1974 and is also indexed to keep up with infla-
tion. Nevertheless, a significant number of elderly persons still live in poverty and many more live not far above the

poverty level.

* The poverty line in 1984 was $4,979 for zn eiderly person living alone «nd $6,282 for an elderly couple. There
were 3.3 million elderly Americans living below these poverty lines in (984,

® Many more elderly persons live just avove the poverty line. While the proportion of the elderly who are poor
(12.4 percent) is slightly lower than the overall U.S. poverty rate (14.4 percent), the proportion of elderly who
live below 125 percent of the poverty line slightly exceeds the percentage ¥ the general population in this income
bracket — and the proportion of elderly below twice the poverty line significantly exceeds the percentage for
the population as a whole.

e Nearly half (46.2 percent) of elderly persons live below twice the poverty line. This means they have income
below $9,958 for an elderly person living alone and below $12,564 for an elderly couple.

* Nearly three quarters (71.2 percent) of the elder'y poor ..e women. Not only are there more elderly women

than elderly men (because women tend to live longer), but the poverty rate among elderly women is nearly twice
the poverty rate among elderly men.

10 16
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Two-thirds (67 9 percent) of poor elderly women are widows and cne out of every five elderly widows hives
in poverty

Over half of the elderly poor rely solely on payments from the Social Secunity and Supplemental Security In-
come programs These elderly persons have little hope of ever raising their incomes above the poverty level

Elderly members of n.. 4 groups are more likely than other elderly persons to be poor. The poverty rate
among the black elderly 1s 31 7 percent — three times as high as the poverty rate among elderly who are white
{which 15 10.7 percent).

For Hispanic elderly persons, the poverty rate (21 5 percent) 1s twice as high as among the white elderly

Among elderly persons who are members of mnority groups and are also women living alone poverty rates
are especially high. Over half (56 8 percent) of all elderly black women who live alone are poor

Poverty rates are also higher among elderly persons of more advanced age. Poverty can be particularly serious
among this group — not only are their incomes low and earnings opportunities scarce, but they also are more
likely to have exhausted the assets they may have accumulated during their younger years. In general, the older
an elderly person 1s, the more likely he or she is to be poor.

Female-headed families and poverty

Poverty is  pecially pervasive among feraale-headed famulies. Persons living in families headed by a single woman

are more than three times as likely to be poor as families headed by a married couple or a single man.

* Over one-th..d (34 percent) of all persons living 1.1 female-headed families are poor, comparad to 9.3 percent
of persons 1n other families.

Persons 1n families headed by a minority woman are even more likely to be poor Over half (52 9 percent) of
persons 1n families headed by a sirgle black woman are poor. An even larger percentage (54.3 percent) of per-
sons 1n families headed by a Hispanic woman are poor.

The poverty rates are especially stunning for minority children who live in female headed-households. Nearly
two-thirds (66.2 percent) of all black children living in female-headed families are poor. Among Hispanics, 71.0
percent of all children in female-headed families are poor, giving these children the dubious distinction of having
the highest poverty rate of any group 1n the U.S. population.

Currently, 2'most half of all persons in poverty (48.8 peicent) live in families headed by single women — and
over half of 21l poor ~hildren live in female-headed families. Over the last 25 years, the proportion of the poor
living 1n female "¢+ fed families has increased dramatically. In 1959, just 26.3 percent of all poor persons lived
n families headed by a woman.

increases 1n the number of female-headed households are not the cause of the recent sharp increasss 1n poverty, however.

* Increases 1n the number of female-headed households account for little of the large increases in poverty since
the late 1670s. The proportion of poor families headed by a single woman is actually lower now than 1t was
in the latr 1970s in recent Congressional testimony Mary Jo Bane, one of the nation's leading poverty re-
searchers (and now executive deputy cornmissioner of the New York State Department of Social Services), reported
that ‘*family-compositior. changes [1.e., inc:eases in the number of female-headed households] contributed 2lmost
nothing to the sharp increase in poverty that occurred between 1979 and 1983.”" In addition, Census data show
that the bulk of the persons added to poverty since 1979 are per' ons who do not live in female-headed families

The major increases in poverty in recent years reflect, in part, the fact that poverty has again become more

pervasive among other segments of the populatior. Poverty has grown « ven faster among other population groups
1n recent years than among female-headed households
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it should also be noted that although female-headed famulies are more likely than other family types to live in
povarty, neither divorce nor births to unmarried mothers are the priraary causes of poverty. Other important
new research by Bane shows that many poor female-headed families, especiaily poor families headed by a black
single mother, were poor before divorce, separation, or the birth of a chilc to an unmarried mother (two-thirds
of poor black female households heads were poor before ti:e family breakup or the birth of an out-of-wedlock
child) Bane’s work shows that many persons in female-headed households who live in poverty would be poor
even 1if they hived 1n intact families.

Bane has ulso found that if the proportion of black families headed by a woman had been as low 1n 1979 as
1t was 1n 1960, the blaci. poverty rate would have been reduced only from 31 percent to 24 percent that year
— and wouid stull have been more than double the white poverty rate.

Firally, work by Bane and David Ellwood of KHarvard University, which was completed last year and is widely
regarded as the most important research yet conducted on welfare and family structure, found that the avail-
ability of welfare does not lead to increased numbers of out-of-wedlock births and nas only a mild impact un
divorce and separation rates (although welfare may encourage single mothers to live alone with their children
rather than with relatives). Bane and Ellwond found that states with higher welfare benefit leveis do not have
higher rates of illegitimacy than states with low benefit levels.

Sharp increases in the working poor population

If growth in the number of female-headed families has played a smaller role than is generally understood in spurring
increases in poverty siice the late 1979s, another factor — naraely large increases 1n the ranks of the working poor
— has had a larger role than 1s widely realized. The numbers of persons who work but are still unable to escape poverty
has grown dramatically in recent years.

The number of prime working-age individuals (those persons aged 22 to 64) who work but ar= still poor has
soared, increasing by more than 60 percent sincz 1978.

Of all poor persons who head families, nearly ha'f (49.2 percent) now work at some point during the year.

Morcover, the numter of persons who work full-time year-round and are still poor now stands at over 2 million.
This number has increased by two-thirds since 1978.

In 1983, there were 2.5 million children living in families where a worker was employed full-time yea.-round
but the family remained poor, according to the Congressional Research Service.

In fact, most of the poo: “imily heads whom the public thinks should work actually do work during the year.
Research by Sheldon Danziger and I cter Gottschalk of the Institute for Research on Poverty at the University
of Wisconsin indicates that most family head’, who do nor work during the year are elderly, disabled, students,
or single mothers of small children. (Danziger and Gottschalk found that 53 percent of all heads of households
in poverty are over 65, disabled, full-time students, or single mothers with children under 6.)

This raises an important question. Why are there so many more persons than in the past who are working but

ar~ still poor? One major factor has been that a sharp drop in the purchasing power of the minimum wage has pushed

many working families into poverty.
L]

The minimum wage has not been adjusted i nearly five years — since January 1981 — while inflation has raised
consumer prices nearly 25 percent during this period. Tn other words, the minimum wage now provides a standard
of living nearly 25 percent lower than it did in January 1981.

Families with only one wage earner, working at the minimum wage, are now almost certain to be poor. In 1978,
a family of four with one person working full-time, year-round at the minimum wage fell $1,150 below the
poverty line. In 1985, such a family falls more than $4,000 below the projected poverty line. In 1978, a family
of three with a full-time minimum wage earner was above the poverty line, today, this family is $1,600 below
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the poverty hine. And 1n 1978, a family of two (a parent and a child) with a full-tme mimmum wage earncr
was 51,300 above the poverty line. Today, this family, too, falls into poverty

¢ Even a famly of four with two wage earners — one working full-time at the mimimum v.age and one working

half-time a1 the mimmum wage — 1s now poor.

® Large numbers of other jcbs with wages pcgged slightly above the minimum wage now also fail to provide enough

Income to escape poverty.

This trend toward increasing numbers of families that work but are still poor 1s likely to niensify 1n coming years.

® No future adjustments in the minimum wage have been enacted — and it is extremely unlikely thai any adjust-

ment (which requires passage of legislation by Congress and approval by the President) will be made for at least
several more years. As a result, the minimum wage will fall further below the poverty line each year, and the
number of families who work but still fall into poverty is expected to increase further.

¢ This s a particular problem for female-heade families Single-paren. iamilies are usually limited to une earner,

and women occupy a disproportionate shar  f minimum wage and other low-paying jobs.

® ‘The fact that single-parent, one-earner fam..ics are expected to continue their rapid growth in the years ahead

— combined with the prospect of further e;osion of minimum age levels compared to the cost-of-living iz coming
years — suggests that there are likely to be further large increases in the number of women who try to work
and raise families at the same time, but who remain poor

The poor are getting poorer

Not only has the number of persons in poverty increased sharply in recent years, but those who are poor are grow-
ing poorer. The proportion of the po ‘erty population falling into the “‘poorest of the poor™” category 1s growiag, and
the typical poor famuly falls further below thz poverty line than 1t has in the nast.

® The proportion of the poor who fall below S0 percent of the poverty line has been increasing in recent years.

These arc the poorest of the poor.

* In 1984, 12.8 million persons — or nearly four of every ten poor persoas (37.9 percent) — had an income below

half of the poverty line. In 1980, one-third of the poor fell below half the poverty line, and n 1975, less than
30 percent of the poor fell below this level *

® Likcewise, the proporticn of families with real incomes (1ncomes adjusted for inflation) below $5,000 a year

— 4 level far below the poverty line — has increased dramatically, rising 39 percent Just since 1978.*

* Even more important, the “‘poverty gap'* has v.idened The pe.crty gap is the total amount of dollars by which

the incomes of all poor fa.nilies and individuals fall below the poverty line. In many ways, it 1s the best overall
measure of poverty status, because it reflects char.ges both in the number of persons who are poor and in how
poor they are.

¢ Census data show that the poverty gap exceeded © *S billion 1n 1984 — and was higher than the poverty gap

recorded for any year since 1980, except for 1982 and 1983 (These poverty gap figures are adjusted for infla-
tion; poverty gap figures are not available for 1961-1964 or 1966.)

® Perhaps of the greatest significance, the typical (or median) poor family fell $3.666 below the poverty line in

1984 — further below poverty than for any other year for which the poverty gap has been measured, with the

*The numbers of persons with incomes below 50 percent of the poverty line and the numbers of persons with incomes less than $5,000 inc lude some
persons *.ath substantial amounts of financial resources who, due to farm or business losses, or other reasons. show very low incomes
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sole exception of 1983. (Figures on the amount by which the typical poo1 family’s income falls below the pover-
ty line are available, on an inflation-adjusted basis, for all years back to 1959 exceot for 1961-1964 and 1966.)

Symptoms of poverty: hunger, homelessness, and infant mortality

Accompwaying these increases in the extent 2nd the denth of poverty of recent years have been reports of growing
hur.ger and homelessness throughout the country. Ia aiditica, progress in reducing infant mortality, whicii remains
higher 1n the U.S. than in most other industrialized natons, now appears to be faltering.

¢ A number of studies have documented the increased demand for emerg2ncy food assistance in recent years. In
1983, the Center on Budget and Policy Priorities surveyed 181 emergency food providers and found that be-
tween February 1982 and Fetruary 1983 the number of people coming to these providers for soup kitchen meals
or emergency food baskets increased by SO percent or more for .uore than Falf of the providers. In 1984, the
Food Research and Action Center reported that the nationwide demand for emergency food supplies had in-
creased by 20 percent between 1983 and 1984. In 1985, the U.S. Conference of Mayoss surveyed 21 cities and
reported that in 70 percent of the cities, demand for emergency food supplies exceeds the amount available.

* The number of homeless persons has also increased considerably. A survey of emergency shelter needs in 83
cities by the U.S. Conference of Mayors found that the number of homeless persons served by sheliters increased
71 percent from 1982 to 1983. A survey by the state of New York found that on an average night in 1983,
20,210 persons spent the night at emergency shelters or pudlicly-purchased hotel rooms in the state.

¢ Another indicator of living conditions in low-iacome communities 1s the infant mortality rate (the proportion
of all infants born who die before their first birthday). In spite of new developments in medical technology,
the infant mortality rate in the U.S. is higher than the corresponding rate in 15 other countries, including Singapore
and nearly all other western, industrialized nations.

* The infant mortality rate for U.S. infants who are pcor is even higher. Statistics collected on newborns do not
include the income of the child’s parents, so infant rortali., among the poor cannot be measured directlv. Fowever,
the race of the child is noted, and since the poverty rate among blacks is much higher than among whites, race
is often used as a proxy for income status. Among blacks in this country, the infant mortality rate is nearly
twice what it is for whites. Blacks in the U.S. had the same infant mortality rate in 1980 as infants in Cuba,
and a higher infant mortality rate than in 25 other countries.

¢ In recent months, leading medical professionals have voiced increasing concern that progress in reducing infant
mortality in the U.S. now seems to be faltering. From 1982 to 1983, the preliminary infant mortality rate dropped
by only 2.7 percent and from 1983 to 1984, it dropped just 2.G percent. Not since 1964 and 1965 has infant
mortality declined so little for two successive years. For one group of infants, infants aged one month to one
year, the death rate actually rose in 1983.

¢ In addition, infant mortality rates appear to have risen in some poor rural areas. The combined 'nfant mortahty
rate for the 85 poorest rural counties rose significantly from 1981 to 1983, according to a recent study by Public
Voice for Food and Health Policy, a non-profit organization in Washington, D.C.




III. THE VULNERABILITY OF AMERICAN FAMILIES TO POVERTY AND ECONOMIC DISLOCATION

Many Americans who are not low income regard the data on poverty conditions as not affecting them A common
belief 1s that the poor are a distinct group who live 1n poverty much of their lives and are part of a " *culture of poverty"’
that extends from generation to generation.

This belef 1s largely incorrect Thanks to the pathbreaking Panel Study of Income Dynamics which tracked families’
icomes over more than a decade, there is better information than ever before on families’ income patterns over time.

The data show that most families who are poor move 1n and out of poverty within a few years and are not poor
for an extended stretch of time  But the data also show that over a period such as ten years, large numbers of Americans
— & quarter of the entire populal sn — are poor at least some of the time.

These data demonstrate that millions of moderate and middle :ncome Americans who are not poor today are likely
to be poor at some point 1n the next decade. The vulnerability of moderate and middle income famulies to economic
dislocauor and poverty 1s far greater than is commonly realized

* The data from the Panel Study of Income Dynamics, conducted at the University of Michigan have bee: analyz-
ed by Greg J. Duncan and his colleagues in Years of Poverty, Years of Plenty. The data show that most families
who are poor actually move 1n and out of poverty, as they gain or lose jobs (or better paying jobs), as marriages
dissolve, infants are born, etc. This means tha. most of those who are poor in a given year have rot been poor
(and w'll net remain poor) for an extended stretch of me

® In fact, Duncan found that about one-third of the individuals who are poor in any given year climbed out of
poverty by the following year. He also found that the majonty of the poor were not poor on a ‘‘long term”
basts Only about one-third of those poor in any year had been poor for at least eight of the preceding ten years.

¢ But Duncan’s findings signify something else, as well — that over a number of years, a very large number of
Americans will be poor for at least some period of time. Duncan found that over the ten-year period from 1969-1978,
one-quarter of the entire U.S. population had lived in poverty for at least one year.

* Duning the 1980s, a period when poverty rates are higher than they were in the 1970s, the proportion of the
populaton that will be poor at some point should be even greater

® Cuncan alse found that while those who are long-term poor (poor at least eight out of ten years) are dispro-
portionately black or temale-headed hnuseholds, those who are poor for shorter periods of time are not much
different from the general oopulatic: — and are predominantly white and in other types of familes.

® These findings indicate that millions of persons not currently in poverty are nevertheless vulnerable — and are
likely to be poor at some point 1n the next decade.

The vulnerability of dislocatcd werkers

A prime example of the vulnerability of wany American families to major income loss is provided by a recent
federal government study of workers permarently displaced from their jobs over the past five years. Several years
later. most of these workers are sull either unemployed or working at lower-paying jobs

® The Department of Labor conducted a special study of 5.1 mullion workers whose jobs were abolished between
January 1979 and January 1984.

® The study found that 1n January 1984, 40 percent were either still unemployed or were out of the labor force.

Of the remainder, about half were employed either part-time or at jobs with lower weealy earnings.

The large majority of these workers thus suffered substantial income losses for extended periods of time after
their jobs were abol:shed.

® The experience of these 5.1 million workers is likely to be repeated — and to affect some mullions of other
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workers — in coming years. In the most recem recession, to a greater extent than in previous recessions, many
workers who were laid off were never rehired by thei: employers. Even duriag economic recovery, major com-
ponents of the manufacturing sector have continued to decline. With intznse foreign competition, an overvalued
dollar, record trade imbalances, automation, and a continued shift from a manufacturing-oriented economy to
more of a service-oriented economy, plant closings and job losses will continue in many areas. Families that
today have a small margin of economic comfort will in many cases find themselves economically vulnerable
at some future point — and cast into low income status for at least a period of time.

The problem of persistently high unemployment

The vulnerability of these famulies to unemployment, and subsequent income loss, has increased because unemploy-
ment rates are now considerably higher than 1n the past.

® The current economic recovery has failed to bring unemployment below 7.0 percent, a level that in the past
usually indicated a recessionary period rather than a recovery period. In the 35 years from the end of World
War II until 1980, there were only seven months, other than during the 1974-1975 recession, when unemploy-
ment exceeded the 7.0 percent level.

® Moreover, the unemployme: rate has now been at or above 7 percent for five and one-half consecutive years.
This is unprecedented for any period since the Depression.

® In recent years, each recession has pushed unemployment to higher levels (to 9 percent in the 1975 recession,
to nearly 11 percent in the 1982 recession), and each subsequent recovery has left unemployment higher than
In previous recovery periods. This raises major concerns about the impact of the next recession, whenever it occurs.

Unemployment programs no longer meet the needs of most unemployed workers

The vulnerability of many families who are not currently poor is increased by recent changes in the income support
system for those who lose their jobs. The centerpiece of this support system is supposed to be unemployment insurance.
But the unempioyment insurance program has contracted very sharply in recent years.

Once a program to assist most of the unemployed, unemployment insurance now assists only a small fraction of
jobless workers. As a result, a job loss may entail a greater risk of substantial income loss, as well as of a brush with
poverty, in the future.

® Throughout most of the 1970s, a majority of the unemployed received unemployment benefits each month.

* In the 1980s, however, the program has contracted severely, as a result both of an extraordinarily long period
of continued high unemployment, and of budget cuts in the program at both federal and state levels.

* By October 1985, the percentage of unemployed receiving unemployment benefits had plummeted to just 25.8
percent, the lowest level ever recorded in the program’s history. Nearly three of every four jobless workers
are now without benefits, even without counting discouraged workers. (Discouraged workers are those who have
given up looking for a job and are not counted as officially unempleyed; if they are included, the percentage
of jobless workers getting benefits falls closer to 20 percent.)

® These changes in unemployment benefit coverage have major implications for workers in the years ahead. In
Duncan’s study of family income patterns over a ten year period, he found that 40 percent of prime-age male
household heads were unemployed at least once du’ g the ten years. He also found that even before the shrinkage
in unemployment insurance in the 1980s, unemployment benefits made up only 25 percent of aggregate earnings
lost through unemployment.

* Adding to the problems of unemployed workers, the number of states that fail to provide cash welfare benefits
to unemployed families where both parents are present (no matter how impoverished the family may be) has
11creased in recent years. Half the states (25) now automatically deny assistance to two-parent families. In addi-
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tion even in the states that do provide welfare benefits to two-parent families, the family becomes ineligible
if the father takes a part-ime job of more than 99 hours a month.

® The resv't 1s that somewhat less of . safety net is likely to be available for those who lose heir jobs or otherwise
suffer major wcome loss 1n the future.

An accident or major iilness can also plunge families into poverty
An accident or a major ‘liness can deprive a family >f a major port10» of 1ts income and at the same time produce

very high medical expenses. The result can be a drep from moderate income status 1nto poverty

® Med:cal costs Lave ns.a sharply in recent years, far faster than the typical working family’s income. In the
five year period ending 1n October 1985, the con:  mer price index for medical care items increased by 50 percent.

® At.he same time, the number of Americans without health 1;.surance has grown significantly. Many unemployed
or laid-off workei s lose their health insurance when they lose their jobs. In addition, some low wage and part-
time workers also lac aealth insurance, as do many who are out of the work force. Censuvs data indicate that
approximately 35 million Americans now lack any health insurancs

® ‘This lack of health insurance makes millions of persons not currently in poverty vulnerable to having much of
their incomes and assets consumed by an accident or chronic illness.
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IV. THE IMPACTS OF FEDERAL BUDGET REDUCTIONS IN THE 1980s

Since 1980, there have been major reductions in a number of domestic programs. These reductions have dispro-
portionately affected those with low or moderate incomes and have contributed to the rise in poverty.

Cuts deepest in programs for low and moderate income persons

Programs targeted to low income families and individuals comprise about one-ten.h of the tederal budget. Coagres-
sional Budget Office (CBO) analyses show, however, that these programs bore nearly one-third of the budget cuts enacted
in 1981 to 1983, when the bulk of the reductions were made. Few, if any, other parts of the federal budget were cut
s0 sharply.

A nu:moer of the most critical programs bore some of the stiffest reductions.

Aid to Families with Dependent Children

* Some of the most severe cuts came in the Aid to Families with Dependent Children program (AFDC), the nation’s
basic public assistance program for poor single-parent families with children. In a recent study, the U.S. General
Accounting Office (GAO) reported that the budget cuts terminated 440,000 low income working families (most
of them female-headed) from the AFDC program. Several h~dred thousand additivnal low income working
families remained on the AFDC program but had their »enefits reduced.

® 1he families affected had low incomes. In the areas studied that Iad relatively low AFDC benefits, the GAO
found that 80 percent of the families terminated fron. AFDC were still below the poverty line one and a half
to two years after being cut from the program.

® The GAOQ also fourd that these families experienced major income losses. Aithough a number of these families
tried to make up for the loss of benefits by working harder and increasing their earnings, the increased earnings
were overwhelmed by the decreases in AFDC and food stamps (food stamp benefits were also reduced). The
overall income of the families terminated from AFDC fell an average of $124 t0 $216 a month — or $1,500
to $2,600 a year. This represents a very large loss for families with low incomes.

* In addition to the loss in inrome, most of these families also lost Medicaid coverage for themselves and their
children, because eligibility for Medicaid coverage is generally linked to eligibility for AFDC. Several hundred
thousand low income children appear to have lost Medicaid coverage when their families were dropped from
the AFDC program.

¢ The loss of Medicaid coverage had its effects. When the GAO studied families terminated from AFDC in five
metropolitan areas, the GAO found substantial numbers of these families were without any health care coverage.
In the states providing low AFDC benefits (and having the lowest eligibility limits for AFDC), the GAO found
that half of the families who lost AFDC had no health insurance when GAO interviewed them one and a half
to two years later.

* Between 14 percent and 24 percent of the families terminated from AFDC whom GAOQ interviewed either had
not sought medical treatment when it was needed, or had been refused treatment when they did seek it, due
to lack of money or insurance. in addition, between 30 percent and 48 percent had either not sought or been
refused freatment for a deutal problem, after being dropped from AFDC.

* The losses of AFDC and food stamp benefits also took their toll. In four of the five metropolitan areas GAO
exarained, over half of the families terminated from AFDC had run out of food at least once and had no money
to buy more.

* Between 32 percent and 44 percent of these families had also had gas, phone, or electricity service shut off
due to non-payment of a bill, after being terminated.

* In addition to the reductions aimed at woiking families, a number of other reductions were made in the AFDC
program as well. For example, the 1981 budget-cutting legislation prohibited the provision of AFDC benefits
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during the first five months of pregnancy to a poor woman pregnant with her first child, despite medical knowledge
that the early period of pregnancy 1s of critical importance to healthy birth outcomes

Housing Assistance

As part of the budget cuts 1n housing programs, re..ts have been raised for all low and moderate :ncome families
and eiderly persons living 1n public or subsidized housing. Prior to the 1981 budget reductions, pocr families
or individuals in public or subsidized housing paid no more than 25 percent of their income for rent Now the
rents have been raised and will reach 30 percent of income in 1986.

This amounts to $2.5 hillion 1n additional rental payments from these families and individuals over a five-year
period By 1986, the additional rent charge will average $500 a year per housenold

In adaition to the rent increases, severe reductions were also made 1n federal support for constructionand habili-
tation of low income housing units. Construction and rehabilitation of low-rent housing helps to offset the larg >
loss of low 1ncome housing that occurs each year due to condominium conversions, rent increases, abandonment
and decay. Since 198", federal support for activities to help replenish the shrinking stock of low-rent housing
has been cut by two-thirds.

The Urban Institute has estimated that about 300,000 more farmilies are now living in substandard housing than
would be the case 1f these cutbacks had not been made.

Food Stamps

Significant reductions were also made in the food stamp program. Program cuts in 1981 and 1982 resulted in
reductions of $1 to $2 billion a year, according to Congressional Budget Office estimates.

While most househclds are still able to receive food stamps, benefit levels for most of the 20 million persons
in the program (the majority of whom are children or elderly or disabled individuals) are now lower than they
would have been in the absence of the cuts. Over two-thirds of the savings 1n the food stamp program have
come from reducing benefits for households below the poverty line.

Employment and Training Programs

Overall funding fo: #mployment and training programs, designed to help persons with barriers to employment
gamn <* , or work expenience and improve their prospects of finding regular jobs, was reduced very substantial-
'y. Annual funding for these programs stood at more than $9 billion when the Reagan Administration took office
Today, 1t comes to less than $4 billion.

The public service jobs program, which had provided employment opportunities to 500,000 persons a year, was
abolished. Virtually all persons served by this program had been low and moderate income, half were from
minority backgrounds, and half were women,

Job training programs were also slashed. Funding for these programs 1s down about 40 percent below 1981
levels (after adjustment for inflation), according to Congressional Budget Office and Urban Institute estimates.
Among the programs that have been cut are the Job Corps program (a program which Labor Department stud:es
have found to be cost-effective in improving cmployment and earnings prospects and reducing crime among
low income unemployed youth) and the Work Incentive program (which provides job training and related asststance
to AFDC mothers to help them get off federal assistance and into the job market).

Healith Services

Another important program that was cut was the community health cent~.'s program, which supports health clinics
1n “‘medically underserved'" areas (priiuarily poor rural areas and some 1nner-city areas 1n which there 1s a short-
age of health services). The community health centers program 1s widely regarded as one of the government's
most effective health services programs. Medical research and evaluations have credited the program with 1m-
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p1 wing the health status oi low 1ncome commumties and producin  a reduction both 1n the need for persons
to be hospitalized ard 1in Medicaid costs.

The Children’s Defens® Fund has estimated that following the 1981 budget cuts 1n the community health centers
program over 200 centers had to cut back operatiors and that 725,000 persons — nearly two-thirds of whom
were low-1ncome children or women of childbearing age — lost access to health services at the centers. While
some funding has been restored to the program since 1983, it remains below 1981 levzis, after adjustment for
inflation

Similarly, maternal and ch:id health programs — whicn are designed to combat infant mortality and chi'dhood
disability, to provide rehabihtation services for blind and disabled children, to furnish treatment and care for
crippled children, and to provide other prenatal and children’s health services — were reduced significantly.
A Children’s Defense Fund survey found that after the 1981 cuts in the program, some 44 states made cuts
in prenatal and delivery services to low and - “lerate income women Here, too, while there has been some
restoraiion 1n funding since 1983, the programs remain well below 1981 levels.

Social Services

Even larger reductions were made 1n the basic sccial services program for low and moderate income families
and elderly and disabled persons — the Social Se-vices Block Grant. This program provides funding for basic
services such as day care for low and moderate income mothers who work. services for abused children, and
services for homebound elderly and disabled persons. This program has been cut one-fourth in real terms since
1981 The Children’s Defence Fund estimates that thousands of lower income families lost access to federally-
supported day care services as a result

Education and Child Mutrition Programs

Cuts were .a¢  1n the co.npensatory education program for disadvantaged children, a program with a proven
track record in impioving the reading and math scores of low income elementary school children and narrowing
the gap 1n test scores between young black and white children.

Reductions were also m«de n student financial aid programs for low and moderate income students trying to
go to coliege (as well as guaranteed student loans which are focused more on middle-income students) The
proportion of black high schooi graduates going to college declined after these cuts were made.

Large reductions were made in child nutrition programs, including the school lunch and breakfast programs.
Child rutrition programs *were reduced 28 percent in 1981, according to the Congressional Budget Office, and
these cuts were on top of earlier reductions made 1n 1980. Today about 2 mullion fewer school children eat school
lunches cach day than before the cuts were made (these figures take changes in school enrollments into account).
About one-third of the decline in school lunch participation occurred among low and moderate income children.

'n addition, the amount charged for school lunches to children from moderate income families in the $14,000
to $20.000 range (for a family of four) has quadrupled since 1980 as a result of budget-cutting federal policy
changes. A family 1n this income range with two children 1n school now pays over $100 more each year for
its children’s school lunches as a consequence.

Medicaid and Medicare

Signif cant changes have been made 1 Medicaid, which provides health care coverage to families with children
and elderly and disabled persons who are poor enough to qualify, and in Medicare, which provides health 1n-
surance for elderly persons 1n all income grougs.

Federal matching funds provided to states to operaic Medicaid programs were reduced for fiscal years 1982
through 1984, Due both to these cuthacks and to budget pressures at the state level, over 40 states trimmed

their Medicaid pingrems during this period, with the reductions including (in some states) elimination of Medicaid
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coverage for certain categories of low income families and clderly persons, and reduction or elimination of coverage
for some medical services

After the end of fiscal year 1984, the reduction in federal Medicaid matching funds ended. Some states have
restored some of the cuts that were made. Many of the cuts and reductions remain ir. effect, however, and have
become permancnt parts of state Medicaid programs. *

Many moderate and low income elderly individuals were also affected by budget reductions made in the Medicare
p:ngram Medicare premiums were raised, thereby increasing out-of-pocket costs to elderly beneficiaries. In
addition, the amount Medicare beneficiaries must pay out of pocket for the first day in a hospital has soared
frcm $180 in1980 to $492 as of January 1, 1986, in significant part because of changes made by Congress and
tre Administration in the Medicare payment structure.

These increases 1n beneficiary costs affect low and moderate ncome elderly Medicare beneficiaries except for
those who have Medicaid covirage. (Madicaid pays these charges for persons it covers.) Many elderly persons
below the peverty line — and most of the elderly 1n the $6,000 to $10,000 range (which is just above the poverty
line) — lack Medicaid coverage and have had to bear these added costs.

Legal Services

Finally, surveys by the Washington Council of Lawyers, a non-profit orgarization, found that some 375 legal
services offices closed and the number of attorneys and paralegals provid ng services dropped 30 percent, in
the wake of major funding reductions 1n the legal services program. Because of staff shortages, legal services
offices 1n many areas now turn away significant numbers of indigent clients with legal problems.

These federal budget policies have contributed to the rise in poverty and helped widen the gap between rich
and poor

The budget reductions have contributed to the increase in poverty — and also to the widening gap between lower
and upper income Americans.

A 1984 study by the Congressional Research Service of selected budget reductions enacted 1n 1981 (primarily
the budget cuts in AFDC) found that these cuts pushed 560,000 persons — most of them children — below the
poverty hine. (This study does not cover the impacts of reductions in all programs or reductions enacted after 1981.)

Work by economists Sheldon Danziger and Peter Gottschalk of the Institute for Research on Poverty at the Univer-
sity of Wisconsin, two of the ration’s leading poverty analysts (and the only analysts able to correctly forecast
the 1984 poverty rar: in advance) indicates that the overall effect of all the budget reductions has been to increase
the poverty rate by nearly a full percentage point — or by more than 2 million persons.

A 1984 study by thc Urban Institute found that budget cuts in benefits programs caused a 7.5 percent average
reduction between 1980 and 1984 in the disposable income of households with incomes of less than $10,000
a year. The Urban Institute estimated that half of the large increase in poverty between 1979 and 1982 was due
to budget reductions enacted during the Reagan Administration.

A major Congressional Budget Office study issued in 1984 provides further informaiton on the impact or the
budget cuts on low and moderate income households. CBO found that as a result of the budget (and tax) changes
enacted from 1981 to 1983, households with incomes below $20,000 a year would lose $20 billion in income
and benefits over the three-year period from 1983 to 1985.

In addition, an analysis by the staft of the House Ways and Means Commuttee, based on data compiled by the

* Chere 1s one brighter note regarding Medicaid 1n 1984, Congress required all states to provide Medicaid coverage 10 certain categonies of poor
women who are pregnant for the first ime and 10 certain pregnant women and children up to age five who hive in poor two-parent families Many
states had dented coverage to these persons 1n the past
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Congressional Research Serv:ce, found that federal spending on lov; tncome benefit programs fell over 15 per-
cent per poor person from 1980 to 1983, after adjustments for inflation

¢ Finally, Census data show that federal benefit programs remove significantly fewer families from poverty now
than they did before the budget reductions occurred In 1979, one of every nine female-headed families with
children was removed from poverty by cash assistance programs other than Social Security. But 1n 1984, only
one of every ..ineteen such families was lifted out of poveity by these programs.

The budget reductioas not only had a significant impact on poverty rates, they also (in concert with changes in
tax policies enactea since 1980) hau a profound effect in widening the gaps between low and moderate income families
and those who are already affluent

* The Congres :1onal Budget Office study which found that budget and tax changes enacted from 1981 to 1983
had taken $20 billion (over the 1983-1985 period) from those with income $20,000 a year also found that these
policy changes caused $35 billion increase 1n the after-tax 1ncomes of households with incomes of $80,000 or
more. The households with incomes over $80,000 who gained so handsomely (they received an average gain
of over $8,000 a yzar per household) constitute the weaithiest 1 to 2 percent of all U.S. households.

* Fudings from the Urban Institc te are similar. The Institute found that Reagan Administration policies (including
budget, tax and general econoric policies) resulted 1n losses 1n disposable income from 1980 to 1984 for average
families 1n all income brackets — with the sole exception of families in the top 26 percent of the population.
The largest losses were borne by families in the bottom two-fifths of the populaiion, the Urban Institute aetermined.

o The Urban Institute concluded that Administration policies had *‘contributed to a substantial increase in income
mequahty’” and that “‘only those 1n the top quintile [the top fifth] benefited from [these] policies.”’ The Ad-
ministration’s policies ‘‘nelped the affluent but were detrimental to the poor and the middle class,”” the Institute
found

Minorities and women also disproportionately affected

Because female-headed families and minorities are disproportionately poor and rely more heavily on federal benefit
programs, the impacts of federal budget cuts were most severe for these families.

* Female-headed households comprise the bulk of the participants in many of the programs subject to the deepest
cuts. About 90 percent of AFDC famulies are headed by women, as are nearly 70 percent of food stamp households
and most of those tn subsidized housing. Moreover, most of the elderly who participate in low-income programs
are elderly women.

* Not surprisingly, from 1980 to 1983, the after-tax incomes of female-headed households fell more sharply than
the incomes of any other group. Female-headzd households with children received $4.3 billion less in after-tax
income 1n 1983 than 1n 1980 This represented an average loss of $657 for every female-headed household with
children in the natiun (the loss would be even larger if reductions in non-cash benefits such as food stamps,
day care services, and low-income housing were taken 1nto account).

e Minorities also bore a disproportionate share of the budget reductions. The average black family lost more than
three times as much in benefit reductions from the 1981 budget cuts as the average white family, according
to an analysis by researchers at the Urban Institute. The average Hispanic family bore cuts twice as large as
the average white family, as a result of the 1981 btudget cuts

e While black Americans comprise 12 percent of the total population, they make up between 30 and 40 percent
of those assisted by a number of the low and moderate income programs that were most sharply cut Hispanics
comprise 7 percent of the overall population, but make up between 10 percent and 17 percent of the participants
in a range of these programs.




V. FEDERAL ASSISTANCE PROGRAMS LEAVE LARGE GAPS AND PROVIDE LOW BENEFIT LEVELS

The budget cuts of the 1980s were made in programs that, in many ways, were already inadcquate. Federal benefit
proxrams have large gaps, failing te reach millions who are poor. The programs also provide benefit levels that, in
most cases, fall well below the poverty line.

Gaps in basic assistance programs

Mary low-income Americans are simply ineligible for any federal cash assistance or or federally suppcrted health
care coverage

In 25 states, families containing both parente are not eligible for AFDC (or for any federal cash welfare benefits),
no matter how destiute they may be.

Even in states which do not automatically disqualify two-parent families, the assistance is severely restricted.
To be eligible, the head of household must be unemployed. If the household head manages to work more tiian
99 hours (or about 2'4 weeks) in a month, the farnily becomes ineligible regardless of how low its income may be.

Because these two-parent families are ineligible for AFDC, persons in these families (except for some pregnant
women and children up to age five) are also ineligible for Medicaid in most states.

In addition, in all states, poor individuals or couples without children are automatically neligible for AFDC.
Unless they are elderly or disabled. peor individuals and childless couples are automatically ineligible for Medicaid,
as well, in most areas. State and local governments may provide some cash assistance to them, but the assistance
is generally extremely meager and usually comes to only a small fraction of the poverty line. In many states
and localities, no cash aid whatsoever is available for these persons.

Many single-parent families that work but are still poor also are shut out of cash assistance programs. In almost
all states, it is possible to have earnings that are several thousand dollars below the poverty line and still be
ineligible for AFDC.

In most states, the cutoff point at which earnings disqualify a family for AFDC is quite low. Ia Texas, earnings
of just $326 a month ($3,912 a year) — or 36 percent of the poverty line — disqualify a family of four from
any AFDC benefits after the mother’s fourth month on the job.*

In Arkansas, wages of $329 a month (about $3,948 a year) result in a cutoff of all AFDC benefits after the
fourth month on the job (for a family of four). In Alabama, the cutoff point is ever: lower. Earnings of only
$252 a month, or just over $3,000 a year, cause AFDC benefits to cease, even though this equals just 27 percent
of the poverty line.

Nationwide, there were 40 states in January 1985 where the earnings cutoff for AFDC benefits (after a mother’s
fourth month on the job) was at or below $7,000 a year for a family of four; $7,000 is less than two-thirds
of the poverty line for a four-person family.

This means that mothers who work full-time year-round at the minimum wage but still find themsel v2s far below
the poverty line are generally ineligible for cash assistance in most states. In large numbers of states, «hey are
ineligible for Medicaid as well.

In fact, more than three of every ten children below the poverty line are now left out of Medicaid, according
to the Children’s Defense Fund. One-third of all pregnant women with incomes less than $15,000 have neither
public nor private health insurance.

*The income cutoffs referred to in this section apply to families without child care expenses Families with child care expehses can earn somewhat
more Lefore losing all benefits Most working families on AFDC do not incur child care expenses, however
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AFDC Benefit in Typical State*
Compared to the Poverty Line
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*Typical state refers to the median state, that 1s, the state whose benefits are exactiy in the middle when the state AFDC
benefits are ranked from highest to lowest. Ha* of the states have AFDC benefits greater than those in the median state,
and half have AFDC benehits that are fower.

Sources. Committee on Ways and Means, U.S. House of Representatives, Background Material and Data on Programs
Within the Jurisdictions of the Committee on Ways and Means, February 22, 1985, and Bureau of the Census, Money
Income and Poverty Status of Families nnd Persons in the Lnited States.
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Miliions more Americans who live on limited incomes but are modestly above the poverty line also lack any
health care coverage. Census data indicate that approximatelv 35 million Americans 1n all now lack any health
nsurace.

Low AFDC benefit levels

For those families that can qualify for AFDC, benefit levels are generally quite low

There 1s not a single state where the AFDC benefit for a famuly of four reaches 75 percent of the poverty line.
Half of the states offer AFDC benefits that are less than 50 percent of the poverty hne.

As of January 1985, the typical (or median) state offered a benefit equal to just 41 percent of the poverty line
— $379 a month ($4,550 a year) for a famuly of four, which comes to just $12 a day.

In Mississippi, the state with the lowest benefits, the maximum payment for a family of tour with no other in-
come 1s $144 a month (81,730 a year), or less than 16 percent of the poverty line. In Alabama, the same famly
would receive $147 a month. In oil-rich Texas, the maximum benefit for a family of four is less than one-quarter
of the poverty line — just $22: a month.

Low benefit levels are not confined to the South. Illinois, a midwestern state with the fifth largest population
in the navion, has an AFDC benefit level that comes to only about two-fifths of the poverty line ($385 a month).
Ind:ana, another midwestern state, provides a benefit of only $316 a month, a little over one-third of the poverty
line, to a family of four with no other means.

Even the inclusion of food stamps does not raise a poor family’s income to the poverty line. There is no state
in the country where the combined benefit from AFDC and food stamps equals the poverty line. In half the
states, the combined benefits from AFDC and food stamps do not reach two-thirds of the poverty line.

The purchasing power of AFDC benefits has declined precipitously over the past 15 years.

One reason AFDC benefits are so low is that in most states, the benefit levels have not been adjusted to keep
up with inflation. Taking inflation into account, AFDC benefits have fallen 37 percent since 1970 1n the typical
state. (Unlike Social Security and the Supplemental Security Income program for the elderly and disabled poor,
there is no automatic cost-of-living adjustment for AFDC benefits.) The decline in the purchasing power of the
benefits has occurred in nearly every state in the country. No other group in the U.S. population has lost so
much to inflation in recent years as AFDC families have.

In two of the largest states, AFDC benefits are now worth less than half of their value in 1970. In Texas, even
after a recent benefit increase, AFDC benefits have declined 55 percent since 1970, after adjusting for inflation.
In Ilhnois, AFDC benefits have declined 51 percent (in inflation-adjusted terms) since 1970.

In 1970 when the poverty line for a family of four was $3,968, the Illinois benefit for a family of four with
no other income was $3,384 a year — or 92 percent of the poverty line. By 1985, the poverty line is projected
to be $11,000 for a family of four (the upward adjustment since 1970 reflects the impact of inflation). However,
the AFDC benefit in Illinois stands at just $4,620 today. As a result, the Illinois benefit ievel fell from 92 percent
of poverty in 1970 to 42 percent of the poverty line in 1985.

Supplemental Security Income benefits

While benefits for the elderly and disabled poor in the Supplemental Security Income (SSI) program are higher
than in the AFDC program, SSI benefits still fall below the poverty line in most states.

The maximum federal SSI benefit for an elderly or disabled individual ($325 a month, cr $3,900 a year) now
equals just 71 percent of the poverty line. For an elderly or disabled couple, the maximum federal benefit level
(which 15 $488 a month, or $5,856 a year) equals 84 percent of the poverty line.
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¢ A number of states supplement the federal SSI benefit for some or all SSI recipients with an additional benefit
fr- .1 state funds. However, SSI state supplements are not automatically adjusted for inflation — and since 1974
when tiie SSI program was instituted, the value of the state supplements has fallen over 20 percent in inflation-
adjusted terms.

In aadition, SSI does not reach indigent persons in the 60 to 65 age bracket.

® While some other federal programs use age 60 or 62 to determine elderly status, persons who are not blind
or -Jisabled must be at least 65 to qualify for SSI. Indigent individuals or couples between 60 and 65 years of
age are automatically ineligible for SSI. They consequently are ineligible for Medicaid as well in most areas
(Medicaid eligibility for the elderly is generally linked to SSI eligibility).

e In some jurisdictions, there is no cash assistance or health coverage of any sort provided to low income persons
in the 60 to 65 age group, regardless of how indigent they are.

Benefit levels in the food stamp and energy assistance programs

Fooc <tamp benefits are more broadly available to the poor without restrictions on age or family type. However,
food stamp benefits are quite modest.

e The average food stamp benefit is now 49 cents per person per meal. The maximum benefit—available only
to families so poor they have no income left after meeting certain other basic necessiues— is 73 cents per person
per meal.

e U.S. Department of Agriculture surveys show that most families whose food expenditures equal the maximum
food stamp benefit do not get adequate diets. Only about one-"enth of families whose food spending is at this
level obtain the U.S. recommended daily allowances for the basic nutrients, the surveys show. To deal with
this problem, many low income families on food stamps dig in:o their limited budgets to spend more for food,
1n an effort to get enough to eat. However, as their incomes have been squeezed further from reductions in
other assistance programs, this has become harder to do.

The low income energy assistance program was created in the late 1970’s at a time when federal policy decisions
to decontrol cil prices, coupled with severe OPEC oil price increases, were sharply increasing household energy bills.
The program was intended to defray large increases in fuel bills being faced by low income households.

¢ Due to budget pressures, however, the program never attained the size originally envisioned by the Carter Ad-
ministration. Low income energy assistance benefits now offset only a small fraction of the steep increases in
the heating and other energy bills of poor families.

e In fact, studies done for the Department of Energy indicate that the energy assistance program offsets only about
one-third of the increase just from 1977 to 1980 in the low income population’s fuel bills.

¢ An April 1984 study by the National Consumer Law Center found that during the winter of 1984, iow income
elderly persons living alone in 35 states had less than $50 a week left from their SSI checks for rent, food,
clothes and other needs, after paying their heating bills.

Large numbers of eligible persons left outside the programs

Not only are benefit levels modest 1n ..iese programs, but the programs actually fail to reach millions of low income
persons who are eligible for benefits.

¢ About 10 million persons eligible for food stamps (at least one-third of those eligible) do not receive them. Food
stamp participation 1s now at ‘ts lowest level since early 198C, despite the fact that millions more Americans
live below the poverty line than in 1980.
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® Approximately 35 per-ent of tne elderly eligible for SSI do not receive SSI benefits, including more than one
mullion ehigible elderly persons living beiow the povert; line

® AFDC participation rates have been dropping 1n recent years. According to the Urban Institute, 22 percent of
those ehigible for AFDC—over 2 million perscns—do not receive AFDC benefits Most of these persons are
poor children

® In addition, 1n many other low .acome programs (programs which are not ‘‘envtlements’’), funding is hmited—
and there 1s room for only a fraction of those eligible.

-— The Special Supplemental Food Program for Women, Infants, and Children (the WIC program) reaches less
than half of the low income pregnant women, infants, and children at nutritional nsk who qualify.

— In the typical state, low income energy assistance benefits reach shghtly over a quarter of the eligible households.
~-The highly acclaimed Headstart program reaches less than one-fifth of low income children.
— There are waits of months o~ years in many cities for public or subsidized housing assistance

Severe contraction of the unemployment insurance system

As noted earlier 1n this report, the protection provided by the unemployment insurance has eroded greatly 1n the
past several years. Probably no other program has dimimshed in scope so much as unemployment insurance.

® A far smaller proportion of the unemployed rec inemployment insurance than ever before. In October 1985,
the percentage of jobless workers receiving bene. .l to an all-ume record low Three-fourths of all unemployed
workers recetved no benefits that month

® Many states with unemployment rates well above the national average 1n October were among those with the
lowest percentage of jobless workers receiving benefits. For example, 1n Michigan, where the unemployment
rate was 10.3 percent in October, only 17 percent of the uncmployed (one 1n six) received unemployment benefits.
344,000 jobless workers in Michigan received no benefits last month.

® In Texas, where the unemployment rate was 8.1 percent, only 16 percent of the unemployed received benefits,
leaving over one-half million jobless workers without benefits.

® InOhio and Ilhnots, states where unemployment exceeded 9 percent 1n October, only 21 percent and 22 percent,
respectively, of unemployed workers received benefits, leaving about 400,000 without benefits in each state.

® On a nationwide basis, the number of jobless workers without benefits 1n October stood at 5.9 million—as many
as at the bottom of the recession in November 1982, when the unemployment rate was 10.7 percent

® In addition, for those who do receive unemployment benefits, the level of benefits has not kept pace with infla-

tion. Nationally, the average weckly unemployment benefit amount has declined by 11 percent since 1970, after
adjusting for inflation.
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Increasing Tax Burden of Families
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This chart shows the Federal payroll and income taxes owed by a two-parent family of four at the poverty line for selected year:

Source Jomt Comnuttee on Taxation, U S Congress, U S Department of Treasury. Internal Revenue Service
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VI. RISING EXPENDITURES FACED BY LOW AND MODERATE INCOME FAMILIES

At atime when poverty has increased and federal support programs have been reduced, those with low and moderate
incomes have had to face stll another burden — rapidly nising costs for basic necessities In addition, those low and
moderate income familics who work have also had their taxes raised

Housing Costs

Housing costs for low and moderate income tamilies and elderly persons have escalated sharply, due 1n large part
to growng shortages of low-rent housing. Recent studies by the Census Bureau and the General Accounting Office
show how acute the problem has become

* The most recent Annual Housing Survey conducted by the Census Bureau (which 1s for 1983) found that 55
percent of all renters with incomes below $7.000 a year are spending more than 60 percent of their incomes
on rent and utilities

® Eighty percent of these reaters with incomes under $7,000 pay more than 35 percent of their income on rent
and utilities

® This problem has rapidly been growing worse 1n recent years The General Accounting Office found that among
lower income households, the number paying more than half their income for rent and utililties increased from
3.7 mullion 1n 1975 to 6.3 mullion 1n 1983

Energy Costs

The sharp rises 1n rents have been aggravated by severe increases since the early 1970s 1n home energy costs.
The massive .ncreases 1n heating and other home energy bills have hit low income households much harder than the
rest of the population.

* Between 1972 (ust prior to the Arab o1l embargo) and 1984, the cost of home heating oil increased by almost
450 percent, according to a study by the National Consumer Law Center. The study also reported that 1n the

same time period, the cost of heating with natural gas increased five-fold and residential electric prices increased
three-fold.

* While rising fuel bills have affected all Americans, Department of Energy data show that the increases 1n these

costs ate up a far larger percentage of the income of low and moderate income famulies than of more affluent
families

* The National Consumer Law Center, 1n another study, feund that in 1984, average annual home energy costs
for the poor exceeded $1,000 in 21 states

* As a result of these steeply increasing energy costs, larger numbers of housecholds have also had their heating
gas supply disconnected because of 1nability to pay their energy bills. A nationwide survey of utihities, done
by the National Consumer Law Center, projected that in 1984, over 1.8 million households would lose their
natural gas service due to delinquent payments.

Increased Tax Burdens Borae by Low and Moderate Income Working Families
For low and moderate income Americans who work, one other expense has increased greatly as well — their taxes

* Since 1978, federal tax burdens for the working poor have soared A two-parent family of four with earnings
at the poverty line paid $269 in federal income and payroll tax in 1978, $460 in 1980, and $1,147 1n 1985

® Measured as a percentage of income, this family’s federal taxes have jumped from 4 percent of income in 1978
and 5.5 percent in 1980 to 10.4 percent in 1985.
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® Families with gross incomes below the poverty line have also been heavily affected. In the late 1970s, mos:
families below the poverty line did not pay federal income tax. Today a family of four with gross income $1,500
below the poverty line must pay income tax. A famly of six with gross earmings $4,300 below the poverty line
must pay federal income tax.

® As a result, Census data show that in the four years from 1979 to 1983 (the latest year for which Census has
1ssued these data), the number of households below the poverty line who had to pay federal income tax more
than tripled. Census data also show that the total amount of federal income taxes paid by households below
the poverty line rose 204 percent from 1979 to 1983, after adjustment for inflation.*

* These data shew that the federal government is taxing away av increasing share of income from those households
who, by its own definitvon, do not have enough to live on.

* On top of these increases in federal tax burdens, low and moderate income families have faced increases Ir state
and local taxes as well. State and local taacs as & whole iena ‘o be more regressive tha:: the deral income
tax (i.e., they rake a larger percentage of income from poo: a 1 rioderate income persor.s th-  ‘om more af-
fluent ones). Wth cutbacks m federal funding for many services orovideq by state and Inca’ . emments, as
well as budget pressures at state and local levels, state and local taxes have been raised in 1..a  areas in ~ecent
years — and these :ncreases, too, have disproportionately affected those who work but have low incoines.

® The number of househulds with incomes below the poverty line who had to pay state .ncome taxes increased
30 percemt from 1980 to 1983 (these data are not available for years before 1980). The amount that these households
paid 1n state ncome t=xes jumped 37 percent during this period, after adjusting for 1nflation

These tax increases effectively pushed more families 1nto poverty.

* The Census data also show that there were 2.9 million person in ' 783 who livad 1a households with gress in-
comes above the poverty line, but who were pushed below the pover., Line when federal ar jtate income and

payroll taxes were taken out of their paychecks.**

® This representer  aarp increase from 1979, when 1.9 million persons — ¢ r one million fewer — were pushed
Into poverty b s,

The causes of these siriking increases in the federal tax burdens of low ncome working famuiics lie largely in

federal policy decisions made in recent yeais.

® The root. of the nse in low income tax burdens lie, 1n sigmficant part, in the 1981 tax act. Until 1981, a basic
pattern had developcd 1n tax le zislation — every few years Congress would adjust income taxes tc offset some
or al! of the effects of intlaue . on invome tax burdens. As part of these earlier pieces of tax legislation, Congress
regularly raised tne standard deduction or the personal exemption, both of which have 2 much larger impact
on the tax burdens of low income working families than doe- the basic tax rate schedule.

* Inaddition, inthe 1975 and 1978 tax acts, Congress established and then enlarged the “‘earne | income tax credit,”’
which was designed to help shield poor families from income taxes and to offset some of the 1rcreases in Social
Security payroll taxes un low income . -orking families.

~These figures do not reflect .he *‘refundable’ portion of the earned income tax credit (EITC) If a fow income family's federal income tax habililty
s ‘ess than the earned income tax credit which the household 15 due, the Internal Reverue Service sends the famiiy a check for the difference.
The amount of such a check constitutes the **refundable’ portion of the earned income tax credit
**These figures uu not reflect the impact of the “refunduble’ portion of the earned 1ncome tax credit If this is taken nto account, the number of
persons effectis ely dropped into poverty after paying taxes was 2.6 million 1n 1983 No simii. figure (1 € , a figure takiny the refundable portion
of the earned income tax credit 1' *o account) is available for 1979,
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In 1981, however, this pattern ended After a period of particularly high inflation, the Congress and the Ad-
mmmstiation adopted a «ax bil! that provided no adjustment 1 *he standard deduction or personal exemption until
1985 and no adjustmen. whatsoever in the earned income tax credit.* The major tax increases borne by low
and moderate income working fanulies are 1n significant part a consequence of this decision.

¢ While the 1981 tax act thus allowed tax burdens for low income working families to rise rapidly, 1t nevertheless
provided large tax reductions for affluent taxpayers and large corporations The 1981 act substantially reduced
the top tax rate on investments and other unearned 1ncome, which affected families with incomes of over $85,000
ayear It roughly halved the federal estate tax 1n a manner benefiting the wealthic .t three percent of U.S. families

¢ Moreover, a study by the Congressional Joint Commuttee on Taxation found that the wealthiest 5 6 percent of
all taxpayers received more than 35 percent of the tax benefits provided by the across-the-board rate cuts in
the 1981 Act

* The 1981 Act also educed tax rates on profits from capital gains, which disproportionately accrue to wealthy
investors The maximum rate of tax that affluent investors pay on capital gains profits s actually lower today
than the combined marginal income and payroll tax now paid by a working family of four earning just $12,000

a year

¢ In addition, the 198} Act reduced taxes on cc rporations. While the scope of the corporate tax breaks was reduc-
ed by subsequent legislation, the net result bas still been a major tax reduction for many large companies. While
corporate income taxes contributed 25 percent of all federal revenues in the 1950s and early 1960s and 12.5
percent of federal revenues 1n 1980, corporate taxes contributed just 8.5 percent of federal revenues 1n 1984,

In short. there has been a shift 1n tax burdens Tax burdens have been shifted away froin corporations, and from
more affluent individuals to those with low and moderate incomes. This shift has contributed to the widening gaps
between Jower and upper income famihies in the United States.

¢ The Urban Institute has found that the average overall tax burden on American famihes (including state and
local taxes) was the same 1n 1984 as in 1980 — but that some groups of famil:es paid more while others paid less.

¢ Nor surpris:ngly, the division occurred along income lines “*The bottom 40 percent of families are paying pro-
portiondately more of their income 1n taxes {than in [980},”" the Urban Institute reported, **with most of the 1n-
creased burden falling on the poorest 20 percent of families ' Affluent families, by contrast, are paying less
of their incomes 1n taxes than n the past.

*Congress later m. a small adjustment 1 the carned income tax credit (EITC) 1n 1984, but this adjustment oftsets less than one-fif's of what
the EITC has lost t - flation since 1979
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VII. CONCLUSION

The data presented here on the economic status of low and moderate income Americans indicate that we are now
witnessing a rather ominous series of developments. The gaps between lower and upper income families are widening
poverty rates have increased, disproportionate reductions have been made 1n programs for the less well-off. benefit
levels have declined and program coverage has contracted in many of the most basic assistance programs, rent burdens
for those of limited means are increasing. and federa! tax burders imposed on the growing numbers of those who work
but are sull poor have soared.

These developments should be matters of concern to all Americans, not just to those whose incomes are low With
one of every four Americans falling into poverty at some point during each decade — and with economic dislocations
mahing more families vulnerablc to job loss at a ume when the safety net has been weakened — the conditions cescribed
here will eventually affect many mullions of Americans whose incomes are not low today.

The nation faces many tough choices 1n the years ahead, including choices on how to reduce the federal deficit
and restore a better trade balance. But one of the most fundamental decisions facing the society 1s whether to allow
the trends described 1n this report to continue and to permut the further deterioration of the economic status of low
and moderate income Americans. This question deserves to be given as much attention and acrorded as high a priority
in the years ahead as any other 1ssue before our nation
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APPENDIX

THE DEBATE OVER THE PCVERTY COUNT

In recent years, a debate has developed over the definition of poverty. Some critics have argued that the value
of non-cash benefits (such as food staiips, Medicaid and Medicare) should be counted as income when poverty 1s measured
— and that if this were done, significe tly fewer Americans would be classified as poor.

While there are legitimate criticisms of the current way of measuring poverty, this issue 1s far more complex than
some of the cnitics have portrayed it. Indeed, the issue 1s sufficiently complex that 1t 1s not clear whether a careful
redefinition of poverty would show a decrease or an increase in the number of Americans who are consider~1 poor.

Background: The Definition of Poverty

Poverty was first officially defined by the U.S. government in the 1960s. A federal ‘‘poverty line’" was estab-
lished, and households whose gross cash incomes fell below this level were considered poor.

The ‘‘poverty line’’ was set by multiplying by three the cust o1 the U.S. Department of Agriculture’s ‘‘economy
food plan.”” (The economy food plan was the lowest cost food plan the government had devised.*) Data from this period
showed that low incor-e families spent approximately one-third of their incomes for food. Accordingly, it was reasoned
that a household needed an income tiirec times the cost of the economy plan in order to afford the foods in the plan.
Any household having less income than needed to purchase the foods in the government’s lowest cost food plan was
considered poor.

Since the 1960s, this initial poverty line has been updated each year by adjusting 1t to cover inflation.

Current Criticisms of the Poverty Count

In recent years, some critics (including some Administration ofiicials) have contended that use of the official rcverty
definition exaggerates the trus extent of poverty in the U.S. Thzse critics note that under the official poverty defmition,
only cash income is counted — ignoring food stamps, Medicare, Medicaid, subsidized housing, and other benefits not
provided 1n a cash form. If these nen-cash benefits were counted, the critics observe, the number of persons considered
to be living in poverty wouid he smaller.

This criticism has some validity. Food stamps, for example, obviously do increase families' purchasing power
and standard of hiving. Nevertheless, there are problems with this critique of the official poverty definition. Those who
make this cniticism often ignore other shortcomings in the official poventy definition — shortcomings that result in
an understatement of the n mber of those considered to be poor (and that, if addressed, wo.ld be likely to lead to
an 'ncrease 1n the poverty count.)

The Other Shortcomings in the Officiai Poverty Definition
A. The Issue of Taxes

In determining whether households are poor, households’ gross incomes kzfore taxes are counted. This means that
the portion of a household’s earnings that is withhcla for axes, and that never even passes through the household’s
hands, is counted in full s though it were ava:lable to be spent.

If critics wish to argue that non-cash benefits such -s food stamps can be used to purchase household necessities
— and therefore should be counted in determining whether a household has enough resources to rise above the poverty
line — then it stands to reason that earnings v at are withheld for taxes, and that cannot be used for any household
needs, should not be counted.

This matter is of no small significancs. If the poverty definition were based s it should be) on after-tax incomes,
the number of persons considered to be poor would increase by two and one half  three million. A substantial number
of families whose gross incomes place them zbove the poverty line — and who currently are not counted as poor —
would be considered to be below the poverty line if afte:-tax incomes were used as the basis for the poverty determination.

*The economy food plan was later refined shghtly and renamed the “‘thrifty food plan ** In its current incarnation «s the thrifty food plan. it
serves as the basis for thz benefit levels provided in the food stamp program
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B. Is the Poverty Line Set Too Low?

Another weakness in the current poverty definition concerns the appropriateness of the dollar thresholds used as
the “‘poverty line.’’ In the years sirce the poverty definition was established in the early 1960s, the prices of items
such as home heating and health care have risen much faster than food prices. As a result, these other neLessities now
comprise a larger share of family budgets than they did 20 years ago, while food costs comprise a smaller share. Food
costs now appear to comprise less than one-third of family budgets.

This fact is significant. It means that to afford the economy food plan (which has since been refined and renamed
the ‘‘thrifty food plan’’) while still meeting .her basic necessities, households may now need a level of income that
1s more than three times the cost of the food lan. If the concept behind the original poverty line is to be maintained
— namely, that the poverty line is to reflect she income needed to purchase this minimum diet plan — then the cost
of the food plan may need to be multiplied by a factor larger than three when the poverty line is computed. This change
may be necessary to have a poverty line that accurately reflects current household expenditure patterns.

If this adjustment in the poverty line computation were made, the poverty line would be fixed at a higher level
than 1t currently is. The number of Americans with incomes below the poverty line would increase.

In short, there are several legitimate criticisms of the current poverty definition — and the fact that non-cash benefits
are not counted is only one of these criticisms. To be sure, counting non-cash benefits would lower the poverty count,
but remedying the other shortcomings would raise the poverty count. If all these issues were resolved together, the
net result might well be an overall increase in the official poverty count.*

Overstating the Value of Non-cash Benefits

A final issue concerns how 0 assign dollar values to non-cash benefits. If a decision is made to count non-cash
benefits as income, a difficult decision would still remain as to how to determine how much these benefits are worth.
For example, how much should be added to a family’s cash income to reflect that it has Medicaid or Medicare coverage?

Some who favor counting the non-cash benefits have suggested usc of a method for valuing these benefits that
flaces a very high dollar value on the benefits (the ‘‘market value’’ approach). A number of other economists and
poverty analysts do not favor this approach, however, because they believe it overstates the benefits’ value. For example,
under this approach, Medicaid and Medicare are given so high a dollar value that some elderly persons who have no
cash income are considered to be above the poverty line simply because they have a Medicaid card. In other words,
for some elderly persons, a Medicaid card is considered tc have a monetary value greater than the poverty line —
so that some elderly persons with Medicaid coverage are considered not to be poor, even if they are destitute and have
no funds to purchase basic necessities. Such a definition of poverty seems to defy common sense. However, this is
the definition most commonly used when the argument is made that the official poverty count substantially exaggerates
the number of Americans who shouid be considered poor.

Poverty Trends in Recent Years

Finally, it should be noted that poverty rates have risen as fast or faster in recent years under measures of poverty
that include non-cash benefits as under the official definition of poverty.

Using the official poverty rate, poverty increased 23 percent between 1979 and 1984, while the number of poor
persons rose by 7.6 million.

Under the various non-cash definitions of poverty the Census Bureau employs, however, the poverty rate rose
29 percent to 43 percent during this period, and the number of poor persons increased by 7.3 to 8.6 million. The larger
increase in poveity if non-cash benefits are counted appears to reflect the impact of budget reductions in non-cash cnefit
programs.

*One recent analysis by the Census Bureau found that, if food stamps and housing were counted as income but after-tax rather than pre-tax income
were used, the number of persons considered 10 be below the poverty I:re would remam essentially unchanged
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Mary Jo Bane, Testimony before the Select Comr ittee on Hunger, U.S House of Representatives, September 26, 1985.
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