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The Stanford Center on Poverty and Inequality

The Stanford Center an Paverty and Inequality {(CPI), one of the country’s
three federally-funded poverty centers, is a nonpartisan organization
dadicated to monitoring trends in poverty and ineguality, examining
what is driving those trends, and developing scisnce-based policy on
poverty and inequality. We prasent here our first annual report docu-
menting trends across seven key damains and evaluating how the
country is faring in its efforts to reduce poverty and inequality and equal-
ize cpportunity.

The purpose of establishing this annual series of reponts is 1o ansure
that the key facts on poverty and inequality enjoy the same visibility as
ather indicators of the country’s health. As it stands, there are all manner
of analyses that focus on particular aspects of poverty and inequal-
ity, including excellsnt studies that take on separately such issues as
employrment, incoms inaquality, wealth ineguality, health inequality, or
educational azcess, This report instead provides a unified analysis that
brings together evidence across seven key damaing, thereby allowing
a global assessment of where problems exist. whers achievemeants are
evident, and how a coordinated effort to reduce poverty and equalize
oppartunity might be undertaken. In future years, we plan ta expand the
domains that we cover, and we also hope that many states and cities
will jain in this annual assessrment of how we are faring on core poverty
and inequality indicators.
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EXECUTIVE SUMMARYSE

Methodology

For each domain, top experts n the country have been asked
ta report on current conditions, the objective belng to crisply
charactetize tha best and maost currant evidence available.
As a summary of their results, Table 1 presents somes of Lhe
indicators rolevart to the analyzes, with a more detailed
descrpticn of sourges and defin tions providsd in the indi-
vidual chapters. The rankings in Table 1 alow vz to asasss
how each indicator sl=cks o across the 13 years since 2000
fwith & ramkng of 13th meaning that the cument year is the
wery worst over this period).!

The Big Picture

What, ther, are tha main conclusions ef this repart? Itis dif-
ficult pot to be struck by the sheer number of indicators in
" Tahle 1 far which the current year is ong af very worst over
the period we have coverad, If an overall assessmert is {o be
had, it is that ke countiy's ecanamy and flabor marke! rernair
in diesp disrepair, whersas our Varous past-markef rstititions
.0, the safoly ned, aducational insiftutions, heatth ingfitu-
fions) have & miked record af caping with the rising poverty
arf nequalty that kas been handed fo them by 3 stif-strug-
g ecanamy and iabor markei. The latker eenclusion halds
across & variely of indicators. For example, we will show that
the economy continues to fall well short of providing enaugh
bz, wharmas the safety net has "stepped up” by suppls-
mentirg al least some of the forsgons earnings and raising
many above the poverty lhrestold, Althcugh the salety net
thus doserves credit for responding wekl to the jolbs dizastar,
it still falls short of meeting all the rising need. |t thersfore
desarves a mixed grade insofar ag it is held to the very strin

gert stardard of lully add-essing the reed thal is gengaied
even during times of profound econamic dislrass,

Tha same characterzation holds for the other post-market
institutions that are coverad in this report. As with the safery
net, we again ask cur health and edusational ingtitutions ta
pecform rather the miracle, confronting as they de a papu-
lation with high levels of poverty and inequality and all the
health and ecucational preblems that are thereby genorated.
This caallenge has been met with only partial suctsss, If ona
halds oo health and educational inslilubons o the same high
standard of fully rectifying the damage that the econaimny hias
wrought, then our repert shows that they Nave “allen some-
what short anc that much work remains to be done.

Hey Findings

Thizs simple thems, that af a failing ecenomy and strug-
gling post-prarkot institutior.s, plays out across many of Lthe
domains examined hare, Although we will review some of the
relovant resdlls, we of course encourage readers to gxplone
the Tar richer display ot evidence within each chapter. '

A FAILING LABOR MARKET

« |n Movember 2013, six years aftar the start of the Great
Fesession, the proportion of all 25-54 year alds who
hold jobs fie., "prime age smployment'’l was almost
five percant lower than it was in Decermnbet 2007, both
frr e and wamen alike. The ratic for men, currertly at
827, is -he 10th worst rafio over the last 13 years, while
tha ratio for women, curranthy ak B9.2, is the 12™ warst
ratio awer the last 13 yoars.

s« The long-term unemaloynent rate for man and wormen
glike: is near the gl-time high lor the period since 200K,

implication: Although the Great Recesslon ended over four
yaars ago, the economy is still not delfvering erough jobs. I
the past, racoveres have not produced substantlal employ-
mant gains beyond the sixtath month after the recessian
began. a result that suggesta that full recovery from the lat-
est recession will likely not accur-absent major labor market
refonm and intervention,

RISING POVERTY
= Tha cfficial poverty rate incraased from 12,5 percent in
2007 1o 15.0 parcant in 2012, and the child powarty rate
ncreasoed from 18.0 percent in 2007 ko 21.8 percent in
2012, 'the current poverty rates for the Tull populatian
and for childre rank among the very worst over the 13
years singe 2000 {ie., both are -anked 11th),

» Tha later increazes in poverty, although substEntial,
wriLld have hean yet larger had the effects of the labor
markst downturn not Been countared with agqrassive
safety net programs. Ausant any safety net bengfits in
20192, the supplemental poverly measare would have
bean 14.5 percertage pointz higher

fnpiication: 17 the recessions of the sarly 1980s and carly
1950=, the poverty rata was also approximately 15 perset,
even though these were Tore nodarate downluras, Although
the latest recession was meore extrame than {Foss prior anes,
the rige in pavorty has nonetheless oeen partly hele in check
by a responsiva safety nat.
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§ EXECUTIVE SUMMARY -

A PAMPED-UP SAFETY MET

+In 2012, salety net programs in the WS, oroy dad 32
percent'uf the support that low-income howsehalds
reeded to reach 150 percent of the cfficial poverty line
a level of “powverty reliaf” that is the third highest in the
13 years airee 2000 (and also the third-highest over the
last quarter-century). This support level is only sliohfly
lawear than the all-time nigh of 38 percent reached in
2010 as the Great Recession anded.

The safety net iz incregsingly fashioned o incantiv-
ze market work. Az the Earned Ihcome Tax Credit
expanded in the early 1930s, households that increasec
lFedr markel earnings wers Datter protectec from sharp
declines in their safety net sippart, a reform thar ramps
Jp the incertive to pursue market earnings. This rata of
"retief falloff* has continued to grow gradually semaller
up Lo the prasert day, As aresult, our zafety net is now
Rattor fashioned fo incentivize market work, which is
precizely the type of safety net that many people wanl.

implication: The safety net responded reasonably wall to
tha challanges of the Great Hecession. It delivered substan-
tial poverty relief during the Great Recession because (g} a
recEssionary labor market generales precisely Lhe type of
aesed (2.0, unemployment) that our safety net |5 relatlvely well
equipped to handle, and (k) the safety net was also madified
in ways that respondod well to the particular demands of this
racassion [B.g., extended unemployment benefits).

RISING IMCOME INEQUALITY
» The Graak Recossion increased the amount of income
irequality, but net the arneunt of consuraptien ineguai-
ity or the share of total Income going to the top one
aercant,

After the Greal Feceusion socded in mid=-2008, incoms
and consumpion inequality increased, thus resuming
whiat has bzen a nearly relentless growth in inequal-
ity ower the |ast 30 years. The lowest income quintils
securad anly 3.1 percant of tota, Income in 2812, 1n tha
1980=, tappearad as if the org-slanding dzaeline in the
lowest quintie's share had been staunched, but tnat
doweriwand marsh bas row resumead,

Irnpiication: The equalizing eTects of tax and fransfer policy
hac a mild comprassive eftoct an some forms af inegquality
in the Greal Rocession, but tne longer-fenm trend towands
grawdrg ingguality has resumes as maore ambitious tax and
transfer polices g€ reaxed. Lisewiss, the financial orizis had

an initial compressive elfect [by reducing returrs on assats
that were dispropartionately held by the advantaged), but that
effect dissipated as capital markets recavered =fher the crisis.

RISING WEALTH INECQUALITY
* Wealth inequality rosa for the first time since the eaty
1283s, The Gini coefficient for 2000, the |atest availablez
vear, i higher than any leval rocorded in nearly three
decaces,

* The Great Recesstor reduced the net wadh of blacks
and Hispanics much mare than il reduvced tha net wotn
of whitas.

impiication; The decling [n house values during the Great
Repsssion increased wealth inequality bacauss houses ara
tha rmain asset of le3s advantaged groups. Although thene are
some new “safety net* programs oriented toward rectifying
such losses In wealth (e.g. the Hore Affordeble Modifica-
tign Program), these programs evidently did lBss comprassive
work than thase programs offsetting declines in marksat
income fe.g., exlended unempioyment irsurancal. 1t follows
that wealth inequality, snlike noeme inequality. was not wel
held in check by our post-market resgonsa.

A MIXED RECORD 0N HEALTH IMEQUALITY
= Although thers s improvement in scme key health indi-
calors, there 19 mode-gte detedoratior in others. For
example, 2.8 parcent of Amearicans reportad that they
were in poor o fair heglth in 2012, an increase of 0.6
percentane polnls since 1997,

s Economig, racial, and ethric disparties ir Fealth
cutcomes ore ofton substonticl and Gre scmetimes
increasing. The proportion of Blacks and Hispanics, for
exarmple, who could not afford necessary care rose at a

- faster rata durirg the Greal Recesslon than did the cor-
responoing propartion: for Whites.

» Sinca 20C0, the proportion of Amer cans who have any
health insuranca coverage has doclined {to 846 per
cent in 2012}, although there has been a slight reversal
in thig disling since 2010, The graportdon of children,
huwevern, win are insuet has increased during this
sama pericd and is now at the highest level since 2000,

iripiication: The declinz in some health outcomes Bkely
reflecis recant incraasas in the poverky ate and the character-
igticaly poorer health cuicomes of theae in poverty, retnaing
an open question whether future iacreases in heslth inaur-
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ance eoverage funder the Affordable Care Act) will reverse
some of these trends, Becauss health cutcomes are affected
by many forcas gther than coverage glore, the sizable hzalih
disparities currently observed may be reststant te any dra-
matic chands.

A MIXED RECORD O EDUCATIINAL IMEQUALITY
#The record on blac<-white educational insqual-
ity ia mixed, with black-white disparities in acadamic
achievernet declining by approximately forty percent
gwer the last four decades, while disparilies in college
campletlon have Increased over the same period.

The racard on economic inequality is less favarable. The
incorme qap, measdred as the diference in average test
scores betwaan children whaose familiss are at the bO"
and ~Jth percentiles of tha family income distribution,
grew by forty percert across coharts bom in the sarly
19705 and late 19905 (alhough there ave also hints of a
mare regent narrowing of this gapl, This inggme gap is
elready very large when childrer enter kindergarter and
grows anly madesthy thareafter

fmmication; Bacausae inzoma gaps are already well in place
when children anter kir dergarten, itis clear that cat-of-schasl
factors are irplicated in their growth. The key open ques-
Lo is wheter substantlal yweadway in closing such gaps can
nenetheless be made via sgnool refarm alene.

& Second War on Poverty?

The foregoing suggests 3 broadly deterioeating poverty and
inequality landscape, As Table 1 summarizes, such detedio-
eatian ks revaaled acress & host of key indicatars, including
prime-age ermployment, long-term unemployment, poverty,
incarne inequality, wealth inequality, and even some forms of
health ineguality. The facts of the matter, when laid out sg
starkly, are gu'te owera el mirtg.

It is fmoortant to concluce by criefly discussing the choives
that our country Faces in addressing s..ch rising povarty and
inequality. Although one of our objectives is simply ta doow-
ment channes in povarty and inequality acroee a variaty of
domains, another is to ask whether the pattarn of regualts tells
us anything abawt how a sacang War on Soverty, were we
be choose to wage one, might have the greates! chance of
bringing about mearingful and parmarent change.

The distingtivaly American approach s to blame our post-

market institations for the surrent state of affairs, The safety
nt = Blamed tor failing to make a dent in pawerty: our schocls

arc: blamed far failing to eliminate income or racial disparities,
and our heaalthcars irstitutions are blamed for poor health
arnong the poor We accordingly propose all manner of nar-
row-gauge safety net reforms, narmoew-gauge svhiool relformes,
and narrow-gauge health care reforms: and we imagins that,
il anly we sauld find the rignt such reforms, all would be well.

Wa chauld of course commit to getting our post-markel insti-
tuetions right, but that wery same eritical scruting might also
be appliso to our econgric aad labor rrarket institutions.
The reswits prescerted here reveal an economy that is failling
1o geliver the jobs, a failure thal ther genesrales much pov-
erty, that exposas the safety ref to demands well beyond
its capacity to meet tham, that produces too many children
poorly prepared for school, ard that places egually harsh
demands an our healthcars, penal, ard retirement systems.
These ere profound downstraamn costs that are challeng-
ing and costly to address in a piecemeal institution-specific
faghion. Althaugh we should continue 1o tinker with each of
lhese inslitutions Lo better mest the challenges that an ailing
economy gensrates, it is worth congidering whether a no-
Folds-bamed commitment o job-delivenng reform mignt be
a maore efficient and sustalnable way forware.

Teese are of course big and complicated questionz. Tho
current tendency, unfo-tunately, is to shirk them altcgether
and move directly to plecemeal discussions abouwt piste-
meal reform. Moo second war on poverdy is 1o ke a neal war
founded cn a real commitment to win it, it is important that
wie Step back and ask just such big questions, N matter how
daunting they may be. =

NOTE

1. Far tha labor matket ingicators, we have gatg extending into 2013,
We have averaged values for 20412 and 2013 for Lis darmain alone ta
rake the numaer of obeervaticns (13) the 3ame agroag darmains and
henice the rankings more nesarly compereble. Alac, the weallh ineqaal-
ity indicators anly go op to 20130, thus for this Zpmain a rank of 11th s
the worat poasible. In cares whana thars ara tias asmss bao o mars
vears, Gur ranking alcorithn assigns the best rank to the eanilest vear,
We thank all af our coniribuiars for sharing thele Cata and eageclaly
#nznk Liana Fox, Invin Gardinkal, Magra] kaushal, Jane Waldfogel, and
Chriztopker Wirner for sharing thai hlstorlcal Supplementary Poverhy
Sariss [ Wadlng War on Poverty: Historical Trends in Paverty Using
1he Supplemnenlal Povely Measore," 2013, CPRC Working Papar 13-02,
kbt A eupeap, cofurmbla ey publleations2 013). For mathadalagizal
detalls on ine maasLres, pleaze consult the reevant damzin raports.
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© EXECOTIVE SUMMARY

tazie 1. Salected List of Poverty and Inequality indicators by Domain

Dommain Type of Measura Subpopulation Mest Hooont Value  Rank -
Powerty Cifficial Poverty Aate Fuil papulaton 15.0 11
Childrar 2B 11
Elazk non-Hispanic 2rn 11
Hispanic z5.6 12
Supplermental Qovedy Bate (Hist) Fiall population 16.3 12
___ Chilcren 18,7 12
Lazar Market Cficial Unemployment Rate Full populations 4 10
ban g0 10
Warnen TE 10
Black 135 14
Hlspanic HE 14
Dizcouraged Warkers (LH-4 Rate) Fall pepalaticn B3 10
Marginally Atteched {L-5 Raze) Fall popralstion L= 14
&l Undaranliestion (U-6 Ratel Fall ppalation 14.3 10
Empleyment to Population Fatio hen 25-54 a2 F 10
ormea 2554 g59.2 12
Black men 25-54 mr 10
Hizpanls men 2a-54 B3.G 10
Long Term Unemaloymant fder 42.5 11
tas perceat of unemployved) Wi 11.5 11
Black 451 H
Higganic 36.6 ]
Saloly Mel Poversy Relief Ratic Fult Population 0.ag 3
’ = Baseline Hal Full Poplatian 577 3
e Relief Fallaff Full Papulatien -DAs Z
Imccrre Inaguality Househald Inzome Share Lunvesl Suintle 3.4 1d
Second Chiintila 0 13
Gini Coefficiernt Hougenaold Inzome 0.44 12
Dizpaozable: [fesane 038 11
Cansumption 029 10
Top 1 Percent Share IR5 228 11
Weal Ll breguallty Rini Coefficient ta 2000 anly) [Het Wiorth i) 41
Mean het Warth [0 2010 onkyt Blzz\irte 014 11
i Hizpaniahite .15 i1
ezl Ineuualily Poor or Fair Heakth FPoziAich 5.20 12
Tt PoarBIch 407 12
Middle Claze/Rich 2.8 13
Asthma [from 20071 only) BtackAwhite 70 10
| Ispankchite 1.1 10
Insurance Coverage Full Population .85 10
Gihildrer 0.8 1
Dalzyed Cars Full Populstion 011 q
Foregone Gare Mt Papulstion 0.08 4
Elaech 912 |
hisgranic d.11 g
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BEY MICHAEL HOUT AND ERIN CUMBERWORTH

mericans work for their living. For mast

peapls, a job is both an ecenomic and
moral inperative, The wages they earn fusl
the rest of the economy. Employment begets
the spending that begets mare amployment.
in good timas, it is 2 vituous cyele reinfor:-
ing consemer-criven capitalism. Events like
the finansial erisiz of 2007 arc 2008 can
reverse the cycle, spirning the ecoromy
cdownward with @ momenturn that can be
hard to break. Jeb esses reduce sponding,
which Kills more jobs, reduging spending
evEeN Mmare.

The Greal Aecession o 2007 to 2003 played

out these ganoenl principles of recession -

eopnemics in every aspect, but with an
uncormmon klensity, The “housing pubbls”
burst, ihe finangial sector iumbled, banks
stopped lending, conatruction workers 1ot
thelr jobs, sales of buiding materials z2rd
appliances plummeted, tax revenues fell,
and the downward spirgl threataned to
apin ever lowst. The govemment saved the
anks and stimulus spending broke the Tall
in employment. But smployment has I:-are';-.r
kept pace with population growth slnce tha
recovery began in the summer of 2008, The
L5, economy enters 2014 with 7 percent
of the labor force unamployed and millions
more cut of the labar farce,

Im this bref, aur alm is 1o asscss thoe cument
standing of the LS. labor market, a Lask that
inevilably requires us to address the endur-
ing effects of the Greal Pecassion, We will
put 1the Great Recession in histarical con-
tesit, looking bath 2t Its overal impact and
at how the bierdens wearc distributed across

the population by gender, leval of aducation,
and industny

Historical Context

THe single best index of employmert is the
orimea-age employment ratie—the ratic of
employed 2%-54 year-olds to the population
of that age. The more familiar unemploymerst
+ate giveg a reasocnaoly acourate picture of
employment during good fimes, but dering
recessions many pacpls who would prefer
ta be working will stop lopking. The unern-
ployment rate doess nat cownt them so i
makes the ecanomy look betrer than it s, As
a recovery starts, those paople reenler the
labor markgt, making unemploymant ook
worse until \hey Thd & jab: Tho-prime-a2ge
enployment ratic overcomes this “discour
aoed warker" problem by kesping tabs of
gweryone whather they are Iooking for wok
ot not.

Figure 1 plcts the prime-age employment
rato for men and women soparately framthe
garliest to the most recent cata, with reces-
sicn manths shaded gray. When the Grest
Recession vagan in December of 2007, 875
percant of Amarcan men 25-54 years ofd
were ermployed; at the e point two yedrs
later, BO.4 percent were (& decline of 8.1 par-
cenl). The path npward from tnat ey polnt
has been very unateady, by Mowvembar of
2013, men's pHime-age employmeant ratio
was etill 3 very low 82,3 parcent (5.0 parcent
beloiy its lovel at the onset of the recession).
Women’s emgloyment ceclined mare slowly
but shows practically no son of recoveny.
Wher the Great Recession began irr Decern-
bgr of 2007, 724 percent of prime-ages

HATIONAE REPDRT CARD = Tha Starfoed Center on Pruerty and Ineg.ality
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warnen wete amplovad; women's emplovyment bottomed out
in Novambar 2071 at 6.7 porcant (5.1 percent bolow its lovel
at the gnset of the recession} and it had increased by barely
one-kall of a percentage point 1o 89.4 percent by Noven-
her of 20 +3. At tFe bottomn of the recession, man’s primeg-age
gmployment was lower than at ary time since the data ware
firgt coillected in 1247 women's employment was lower than
at any times in the ast twanty-five yoars,

Man's and wormen's prime-age employment declined more
guring and after the Greal Recession than al any ime an
record. For mer, that record shows a net dgcline from a lang-
ago eak of 98 parcent it 1953 to the most recent 83 percert.
Each postwar recession reduced prime-age employmert, ard
since the 1970s post-recession employmrent always fell shart
of itz pre-meceesion high. Women's cmployment increased
so dramaticalty during the twentieth sentury that recessions
more often slowed oroveh Lhan reversed it After the 2001
recession. howsver, women's prime-age employment lafled
to rebound to its pre-recession level far the flrst tife on
record; it has happened again after the Great Hecession a3
warmens most recent prime-age employment ratio is about
wiharg it was whan the recession officislly ended in the sum-
mer of 2009 The polnt estivate for Mavember 2013 is one
pairt lower than the point estimate for June 2309, Becauze
the margin of aror or each is 1.5 percéntage poinls, we can-
rnot say for sures that the rates is lowes new than than.

To legarn mane about the Great Accossion and ke aftermath,
we aligr the prima-age employment raties of three rocas-
sians by cneasuring ime ralative to the onest of tve recesaion.
We picked two recessions ‘or our comparison: the double-
dip recession uwi 1980-1882 and lhe 1ecession of 2001, The
1980-1982 recessian is interesiing becausc until the Great
Fecession it was the most severg recession of tne post-
war era; it is useful W compare ong strong recession with
arother. The 200 recassion is interssting because it was
tha frat ana in wh ch womon's cmploymeant failed o recowver
to pre-recession levels; some commertators referred bo the
post-recession period as a *|lobless recovery.”

Fiqure 2 shows, tor women and men separately, the change
in prime-age employrent relative to its leval at the onset o
recession plotted against manths since the recassion started
lactually starting the time serias six months price o the chsat
of recession) Wa smoothed the time sodes to romove the
distraction o shaet=term f,ctyuaticns best ascrbed to statisti-
cal zampling error. Wen's prime-age employmesnt fell almost
¥ percent in the tvo years following the onset of the Great
Recession, recovared bwo percemtage points over the next
two yaars, and changed tle in the [asi wo years. Women's
prime-age smployment fall less but longer so that today, sis
yeara after the Graat Bocession bogan, mer's and women's
pr a-age E‘;-I‘-I'pll.';l],.'mEﬂ‘t ratios are both almost five percsnt
lgwar than they were in December 2007, '

FIAURE 1. Prime-ege Empleyrmanl Ralio by Monlh and Gerdeor, 19472013,
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Tre 2001 recession lasted half as fong &4 was much less
severs than the Great Hecessicn. but there ware some sim-
ilarties in the timing and gender patterns. Man's prime-age
empfoyment fell for two years bafora rebounding but faillng to
regch s pra-recession lovel, Women's employiment fell sloueer
but langer, and ittoo failed to racover to it pre-recession level.

The double-dip recession of 1980- 1882 lasted thres years and
~mized the Lnemploymnen rate (not shown) ta gver 10 percent.
Men's prime-age employmant fell throughout tha recession
but began to rebound almost immediately after the recession
ended. Five years after tne repession hegan, mo's employ-
ment was sl almoest twa percert lower than it hed been at
the beginring in January 19300 Women's emaloymart was on
A sharp upward palh as the recession started. It slowed but
did net fall during the first part ot the recession, plateaved
curing the secand, and then resumed its clim' as soon as the
rocossion ended,

Thete arg at loast three reasoms why conditions following
the 1380-18562 recesslan differed from thoze in recent years.
Firat, deregulation of the savings and wan lndustry sparked
a housing bubkie that drarnatlcally increased employment in

the construction industry. When that bubble burst in 19840,
meany savings and 'oan bank:s failed and the econamy went
intc recession, but its imriedlate Impact was to put men
lespecially] to work building new housing. Second, personal
computers became popular. Most were made in the Linited
States, incroasing employment in manutfacturicg. Third,
Chrysler and sther car makers started making minivass and
sport utility vehicles that revivad American automobile manu-
facturing. Nothing of Lhal soit has emerged inrecent ysars to
slirnulate emplayment growth.

kone of these recoveries (and none of the others we looked
at but do not shaw’t produced significant emplaymnent gains
beyond the sixtieth month {ie., five years) aftor the reces-
sion begar. In the 1950s, 19603, and “970s, recesaiors wers
about five years apart. Since 1980, recessiuns have Lesn
lzss frequaent; et no recowvery has been sufficiont ‘o return
prime-ags employment to pre-recessian levals. That strongly
suggesls tat full recovery from the Great Recession will not
ooour unless and until the federal government snacts a sec-
and stimuius package. The political erwirgnment makes a
stmulus highly unlikedy, but the stack in the LS. Job market
Implies that the economy needs (L

rarr

FIAURE 2. Change in Prime-aga Ew picyment Ratio by Gence- and Monlbes Since: the Beginning of the Recassion,

1380-1928, 2001 -3007. and 2007-2013,
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Human Capital

Accounts of the recessian in the pobular media ‘reguently
fegtare struggling college graduates. The data suggest thal
this staryling may nt be totaly without foundation, but it is

misleading and overstated.

Figura 3 shows that prime-age
enployment is more dikaly amang the
better-educated—-in good times and
bhad. The regession has amptiied ool-
lege graduates’ advantages. not eroded
them, The need (o fake a Ipwer-pay-
ing job may make paying back colege
loans harder, but at least college gradu-
ates are getting jobe. Tha jobs colegs
gradustes mow get typically go ko high
school graduaizs in tighter labor mar-
kete, (b is high school gradustas and
high school dropouts who have borme
the brant of the Great Recession,

Frior to the recession, uremployimenl
far peoplz with tess tharm a high school
aegree hovered argund 7 pencent, while
urermpleyment for college graduates
was chly abowt 2 percent. As unem-
ploymant spread, the rale for each
educaticnal category rose more or loss
proportionally, At peak unemgloyment
in 2010, the rate for people without a
high schaal deyree had increased frem
7 to nearly 15 percent and the rate for
coliege graduates had increased from
2 to aboat 4.F percent. The baseline
differences were 50 large that propor-
lional increases raised unemplovment
most for the least-aducated and least
for the most educoled. Even though
uremployment ross for averyonc, peo-
ple withglt a high school degree bore
a much greater unempleymert burder.

Indduslry

The Great Recession started with a
financial crisis trat pushad both banks
Aancd homeowners to the brick of insgl-
vericy A federal bailou: saved the banks
and  subsegquent  |eqgiskation helpad
some homeaowners, But the immadiate
fallout was a credit crunsh Lhat reduced
canzumears’ abiiity to borrow maoney.

That, in turn, reduced the demang for manufactured goods.
“All of these éhanges affacted cmployTent. We should seg
he eflects in data on employment in seme industries mnors
than cthers. For this anslysis we switch from the prime-age
employment ratla to the nore conventianal unemoloyment

AIGUHE = Prime-aga Employment Ratio my Month, Educatanal Attainrcni. and Gerder, 2007-200.3.
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rate, though we do keep the age restriction and lirit cur
attention to 25-54 year olds.

Figure 4 shows the unemployment rates in five key industries
frorm Jaruany 2003 to November 2013, The recession manths
are marked in gray. Agar we smoath the data because tha
redativaly small zample slzes in specific industiaz producs
substantial statistical zampling arror.

Unemaloyment increased first in oconstrusticn, manufactur-
ing, and financial sarvices—the three induatries most affestad
by the financizl crisis hat precipitated the Great Aecession.
Constructlon wearkers typically live with spells of unemploy-
fent, so thelr yncmplpyment rate was aiready 8.5 percent
before the recession started. At its psak in the summer of
2070, the unemployment rata in corstruction was 15 percent
for women and over 18 percent for men, Lremploymeant in
manufacturing doubled for both women and men. Uner.-
ployment in finansial services also rose from the cnsst of the
racession until its erd. Significertly, the unemployment rates
in these threg industries also starled to decling almast as
soon as Lhe resession ended. The decling was faster for men
than wamen, but the most recent data showy thal e ploy-
ment in afl threa of these most-affected Indastries is now anly
slighthy higher than before the recession.

Umempeyment in public administration and in education: and
health cara increascd later than it did in the ndustries that
werg divectly affected by the recession. But thess twao indus-
ries show no signa of recovery. Unemployrent is significantly
lerwer in Lhesse industries than in construction or man facLor-
ing in each vear, but the lack of any recovery-based tranc

sinca 2010 is telfing, What it tells is the tale of austesity in
public spending. The recassion dramatically redused Lax rey-
grues. Governments did not respond inatantly, but anca thoy
did their cutbacks raised unemployment in education and
public adminislralion,

Conelusions

The Great Recessian was a jobs disaster that teok unemploy-
ment to heights seen only once hefore in over tity years—in
1682, In 2009 and 2010, the LS. econormy hil postwar highs
in job less, the portion of the labor Jarce unzble w0 find werk,
and the duratior of ynemployment spells.

The Great Recession was the sixth recession since 1370, I all
six post-racession recoveries, men's prime-agde arployment
was lower four years Into recovery than when the recession
starled: in the last two, women's prime-aoe employment was
alsa balow the pre-recession level. ITis almost as if the econ-
omy recovars because of job losses not desoite therm.

The latest employment data suggest that toe constmear-civen
private goonomy cannct apark &n employrment rezovery on its
awn, Productivity increased, profits soargd, and Wall Street
recovensd sinue 2008, But cverall employment languishes at
levels barely above recession lows,

Americans value wark and reed to work, The private sector
aconamy seems incapable of delivaring on that goal. The pub-
lic sector seems incapatle of anything but austerlty, History
and lagic caution that full emplovment will not return withat
a private-sector breakthrougs or & public sector stimulus. =
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BY SHELDON DANZIGER AND CHRISTOPHER WIMER'

What has heppered singe Prosident Lyndor.
Johnson declared an unconcitioral Ware on
Poverty in his January &, 1964 State of the
Linion Addess? There 15 no doubt that the
Unlted States has become a mare allluent
nation since that famouws declaration: Feal
gross dameslie product [GORP) par capita
has in fact doubled over the past 50 years.
Cespite this growth, the offizial pavarty rate
for 2012 now stands at 15 parcent, a full 4
pcrcentage paints higher than it was during
the eady 19705, And tho poverty rate 15 only
4 persentage points lower than the 18 per-
cent rate of 1964,

This apparent lack of prooress ausinst poy-
erty cannat be blamed on the economic
dewvastation wrought by the Great Hecession,
altheugh that certainly increased poverty
over tha last frve vears, Rathar, tne dinact
connection betwean sconomic growth and

paverty raduction is naw muech weaker than
in the past. Poverty remaing high betause
marry workers have not shared in the 200
nemic gaing of the pazt 40 years, instead
most of those gains have been captured by
the ecrnomic elile,

Over these same decades, tne offficial pav-
erty measure hae incTeasingly obscured
sarme of the progress that has bzen rade in
reducing povarty becausa il fails to acoount
for many governement benzfits the paar
now receive, such as Food Stamps and 19
Earned Income Tax Credit. |f these safety
rat benefits were counted g3 Family income,
today's official poverty race would fall from
5 to abowt 11 parcent.

The pumpose of this research bief is o lay
out where we now stand an ths war on poy-
erty, Wi firet descrine long-term trends in

FisURE 4. Trands in DUcal Poveny
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povarty for the fill population and for key subpopulations; we
rext examine why poverty has remalned stubbornly high; we
then discuss mote appropriate ways to measure prserly that
reveal haw the madearn satety net signticantly reduces pou-
erty. We conclude by discussing trends in extrerng powerty
and deep poverty, The theme throughout is that lasor rmarket
failures— not safety not fallure—is a main reasch why prog-
ress against poverty hes beer s difficult,

Key Trands In Poverty

Figure 1 shows trends in the offlclal poverty sate for all per-
san3, e eiderly, and children, In 1209, 22.4 percent of all
EErEONS wee pocy according to the official measare, This
wag cut in half by 1973 because of rapid economic growth
and the exparsion of safety net programs in tha aftermath of
the War on Poverty?

But natring rruch happened for the next four decades. The
poverty rate has never fallen belowe the histaric low of 111
percenl reached in 1973, and anly in the boomirkg ssonomy
of the late 19%90=s cid it come close to that rmark. instead, the
trend owver tha pasgt 40 years consists of ups during recessians
ard dovens durdng economic recoveries, but no {ong-term
progress. Most gisturbing, the child poverty rate in 2012, 21.8
percent, was a8 high as it was in the mid-1860s.

Waorsa yet, some groups have eaperienced an Incease intagi
paverty rates.? We examine tne cfficial povarty rate for adults

classified by age oohott {Flgare 2], adusationn: attainment
{Figure 3y, ard race o ethnicity (Figure 4). As shownin Figure
2. the poverty rate for 18-24 year ulds inoreased by about
11 porcentage pelnts and the rate for 25-34 year ofds by
about & points since 19681 Figure 3 showes that aduits with-
olt & college degres have fared badly, with tae poverty rate
for thoso without a high schoo” degree increasing by almost
50 percertage points and tha rata for high school graduates
by about 10 points since 1968, Figure 4 arews that povarty
ralas for hoth Hispanics and White non-1 lispanics are higher
in 2012 there in 1970, wnile the rate for Brack non-Hspanlss
I slightly lower®

Cleary, the goals of the war on poverty have nol been
achieved, Although there hawe besn many impordant suc-
cesnog (ps wil be discussed subsequently), much ramains to
be dane. In the next section, we ask what wont wrong as well
a5 what went rignt, questions best addressed by teking an
historlcal perspective.

What Went Wrong ? And What Went Right?

To understand recent trends in poverty, we begin with the
gconomic situation n the quarter cantury after the and of
Wadd war |l. Rapid ecenomic grawth at that time translated
into more employment, higher earnings, and increasing family
inggmes for most Ameticans. Poverty fell as the living stan-
dards of the poor and tha middle class increased as rapidly
as they did for tha rich.

FIGLAC 2. Povorty Hates for Monelderly Adilbs by AGa CaAC 1956~-2012

FILUARE 5 Poverty Rates by Educelioral Allanment. Persons Agas 20-64
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Yel, many fariles wers being left behind during this period
of rapid growth, as careful chservers zuch as Michael Har-
ringtan, Jokn Kemneta Galbraitk, and Rebert Lamprman
poirted out, The paradox of "poverty amidst plenty™ ied Pres-
ident Johnson to declare “uncanditional™ war an poverty ih
his first State of the Uniow address an Janoary 8, 1964, He
emphasized that the fight against poverty could nat rely solely
aN 8CANAM S grosth:

"americans todsy enjoy lne highest standand of living in
the histo-y of mankind. But for ready a itk of qur fel-
loww citirens, this is a hollow achievement. They often live
without hope, batow minimum standards of decenty... .
We cannot and need not wait for the gradual growth of
the cconomy ta lift thes forgotten fifth of our nation above
the paverty Iine. ¥ know what must be doneg, and this
Hation af abundance can suraly afford to do it ._Today,
as ir the past, higher emplaoyment and speadier eco-
ngmic: growtk are the cornerstonas of 2 concerted attack
on poverty.. .But general prosperity ard growth leave
untouched many ot tha roots of human poverny.”

Tha Jakhnson admwinistration proposed many strategies for
rel.cirg povety. The 1964 Economic Repart of the Prasiclent
argued far maintaining high levals of enployment, accalorat-
ing ecurormic growth, fighting discrimination, inrproving labor
markets, expanding educativnal opporunities, iMproving
health, and asaisting the aged end disabled, Indead, these
FEmain impartant antiooverty prortins.

This last goal, assisting the aged and disabled, i= widsly
accepted g5 the groatest achiovemant of the War on Pow-
crty. Elderly poverty has fallen dramatically, from 35.2 parcent
in 1453 to 9.1 percent In 2012 (see Tigure 1), Medicae and
Medicaid, wroduced n 1265, greatly expanded access
to medicgl care and improved the heallk of e eldedy and
disabled. An expanded safety net raised their incarmes and
insnlated ther from both recessians and inflat on, through
the expansion and indexation af social security benafits and
the irtredustion of the Supplemental Security Income pro-
grarn. Tha povarty rate for the elderly =as Been lower than the
rate for warking-age adults for the past two decedes.

But the Johnson admimistration's optimism that macroeco-
fomic polizies and an expanded social safety net could
eliminate poverly [or all persons had all but disappeared by
tre 19805, hMany ohservers focused on the limiled pragosss
that had been made in reducing poverty amang the popula-
tipn as A whole. The War on Foverly programs cams 1o be
sean as the eause of the prablam, to the paint that in his 18583
State of the Union Address Presidenl Reagan declared:

“Im 1264, the famcous War on Poverty was declared.
A 8 funny thing happened. Poverty, as measured by
denendency, slopped shrirtking and acally began to
grow worse, | guess you could say "Poverty won the
War”" Poverty wan, in part, because Instead of help-
ing the paor, gowernnent programs ruptu-ed the honds
haiding poar farmilies togetier.”

Was Fresident Reapan right? Are safety not programs to
Elame for the stagnation in the official poverty rata since the
aarly 197037 The shart snswer: Mo, A careful analysis reveals
that the lack af progress results from two opposing forces
—an economy that has increasingly left mare af tre poor
tehind anc a safety n=t thal has successiully kept more of
ther afloat,

The primary «eason that poverty rermains high is that the ben-
afits of eccnomic growtn are no longer sharsd oy almest all
workers, g lhey were in the quarter century after tne end of
Waorc \War [, In recent decades, it has been dilficult Tor many
workers, especially tmose with no vore than a kigh school
ceqree (s8¢ Figure 3), to earn enaigh ta kesp the'r familles
cut of poverty.

Thiz acanomis trend reprasents = sharp brezk with the past,
Inflation-adjusted median earnings of full-tims yoar-raund
male workers grew 42 percent from 1960 to 18735 Bul,
four decades later, median earnings were $43,398 In 2012,
four percont Iower than the infletion-acjusted 1973 value,

viEJnc . Pove 1y Rates by Race'Ethnicity Parsons Ages 1B-B4
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551,670.8 Ken wilh no areere than a high schol cegree fared
EVET WOTSE,

Further, men are ess Lkely 10 be working today than in the
past. The annual unempleymaent rata for men over the age of
20 waz bolow & porcent in 82 percent of the years Babwasn
1950 and 1974, bt in only 37 percent af the years since {3ee
e Lanar karkat beief for mare details).

Stagnant aarnings for the typical worker and higher unem-
ployment represent a failure of the economy, nat a failure
of antipoverty policies. Mozt secaonomists agree that several
tactors have contributed to wage stagnation and increasing
garnings inegquality. These include labor-saving technologi-
cal changes, the globalization of lzbar and product markets.
immigration of less-sducated workars, the declining real
valug of tha minimnum wage, and declining unioaizaticn.

This evidence refutes Prezldent Reagan's view that poverty
rernaing high becauss the safety et provided too mush aid
for the poar and thus encouraged dysfunctioral behaviors.
Studies do show thal poverty would he somewhat lower i
fewer low-skilled men had withdrawn from the labor market,
if marriage rates had not declimad so much, and If there had
besn less immigration of workers with dittle educations. But
these effects are small compared to the rale of turblent fabor
ma-kets, slower growih, and rising ineguality.

(Misimeasuring Poverty

Thia proveertye-fightiag cale of the safety net can only be revealed
by using & maore aceurate poverty measure, The official pow-
erty rate is ¢ highin part bocause it dogs not actually cout
many af the benefits now pErovided to the poon, especially
noncash beaafits and refundable tax cred ts.

Ore regson that Reagan's critique of the safety net resonates
with the public is that the official paverty measure, the maln
statiztical tonl o gaune progress against poverty, understates
the effects of gaverrmert pragrams. The ofl cial Feasura
was adopted In the late- 19605 to represent the income nec-
essary to provide a minimally decent standard of living. The
poverly ling varies with family size. For example, in 2012, It
was 511,011 for an elderly parson and $23.283 for a married
couple with twe children,

Each year, tris official statistic pravidas the main message
a1 policymakers and the public about trends in poverty, even
thaunh many have gaestioned whother a minimally decent
standard of living can mean the same thing today as in the
mid-1980s," Yat, the measure has not been updated for

almost 50 years.

Whergver Lhe poverty line is sat, however, the poverly rale
sowld be based on a full secounlng of family resources.
Farnilies are corsidered paar Lnder the official measure if their
maney incerme fram all sources and all famity members falls
be.ow the ling. Moncy income includes wadges and salasiae,
interezt, dividends, renls, cash trarsfers from the govern-
ment, such gy social security and unemployment insurance,
and ather forms of pretax cash incarme,

The official measore excludes non-gash benefits such as
thoze from the Supplemental Mutrtion Assistance Program
(SMAP formery food slamps) and refundable tax oredits such
as the Earned Income Tax Cradit (EITC). Moncash benefils
were nal comman when the off cial poverty line was devel-
oped. but they have grown rapidly [ recent decades.

The Census Bureal) has develcped a *Supplemental Povarty
Rleasure’-or SPM-in regponse to the recommandations of a
MNational Acadamy of Sciences panal on how ta better mea-
aure povarty.t The SPM has beon roleased for sach year since
20097 It does count alf the resources we charnil boward
amelicrating powerly, such as SMAP and the EITC. According
to the SPM, poverty has ingreased slighly from 15.1 in 2002
to 180 in 20012,

Reseqlly, researchers at Columbia Univers'ly estimated the
SPM for every year from 1987 to 2092, They documant 1he
imporiance of courting all henefits the poor receive’t They
eslimate what the poverty ratewould have besain the absance
of (1) tha cash safety met prograns Lhat are counted in the
cfticial measure (OPM); ard (2] all the satsty nel programs,
including near ¢ash benstits and refundakble tax credits,

In Figure 5, we show the percentage of all persons remaved
from poverty by safoty net programs acearding to each mea-
sure. In the let-hand bar, we show the percentags point
cifferance in poverty betwsen the actual OPM and what it
would have beaa if all casn Eenefits had been “zerosd qut)”
in the right-Fand bar, the aralogous difforence for the SPM.

It 1267, when most safety net hanafits were cesh frans-
fers (2., s5ocial zecurity benefits, unemployment insyranse,
cosh welfare], mavlng from the OPR to the SPI made little
differance, as the safety net reduced povety by about 5 per-
centage points using sither measure.

But during subsequent decades, noncash benefits and
refundable tax cradits grew more rapidly than cash ben-
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pOVERTY'®

afits, with tha resiit that the OPM increasingly u-derstates
the “antipoverty impacl” of safety net programs. By 2012,
accerding to the OPM, the safety net reduced poverty by 9
percentage pointz; byt the SPM shows that te full safety net
recuced poverty by 14.5 percentage points. Thus, the offizial
measure fails to account for abaot a third of Whe antipowerty
impact of safaty net pregrams.™

To be congiatent with the pricrities of the War on Poverty plan-
rets, Figure § maintaing the official poverty lines but counts
all resources, ingluding nancash benefits and refundable
tax credils. According o Arlec Sherman,'” counting these
resources raduces the oficial poverty rate to 10.9 percent ir
2017, fram 150 percent (the difference between the top and
bottam lines). This means that the povarty rate would bave
fallen by 8 percertage poinis, not 4 points, since 1965,

Beneath the Poverty Lina: Extreme Poverty

and Deep Foverty

Wie now consider meas. res of extremea and deep paverty. The
COFR and SPM focus on a single pairg in the ingorne distri-
buzlan, For Instance, if the poverty line for a given lamly |5
523,000, the OFM or SPM simply document whether & family
falis abowe of below that line, Cher recent decades, howeyer,
there Fave also becn =substantial income charges among
those below the pavearty ing,

In arecant paper, H. Luke Skaeter and Kathryn Ed'n examine
trends in “eutreme poverty,” which they dafine as living on
less than $2 a day, the World Bank metric of global poverty. '

They find that, for households with children, extrerme poverty
baszed on maney Incoma has rapidly ircreased from 1.7 prer-
cent in 1926 to 4,3 gercent in 201 1. If non-cash benafits and
refandable [ax credits are counted as iNnCome, Sxtrame pov-
erty rises by muech [Bss, from 1.1 to 1.8 percet over these
yaarg, Thus, sven though extrerne poverty has increased, the
situation would have beer much worse without adeifioral
resources provided by safcty net programs.

A zimilar result holds for “deep poverty,” defined as incame
less than S0 percent of the poverty ling. According to the
Caolumbla sty oy, deep poverty for childrerywoeuld have risenta
ower 20 percent in some years without gevernment benetits. ™
When ail satery bensfis are cnunted, however, deep oild
poverty i around 5-8 percent in alimost all years since 1967,

Taken together, these studies suggest that safety net pro-
grams raise the fving standards of miliers of people evan
thaugh tray are not ahways largs anough w raise them out of

poerty.

Where do We Go from Here?

Foverty "emaing high becauss, singe tne early 1970s, anem-
ployment ratas have been high ard economic growth has
been less effectiva In educing povarty than it was in the quar-
ter cantury follewing Warld War Il &though 1he econormy has
largely failcd tho poor, safely net programs that were intro-
duced or expanaed In response to the War on Poverty take
mors people out of poverty today than was the case in the
garly 18705, This ircreased artipoverty Impact 15 obscured

FIBUFE 5. Pergeniags Painl Impact ol Tewslers Dodar OPM and SPM,
1967-2012

FIGURE 6. Powary Hale Shaws Greater Improvements Sinca 10605 Wher,
hon-Cach Banalilz sre Counted
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because the afficlal paverty measure doas not value the poy-
erty-reclacing effects of noncash benefits ard refundaale tax
credits,

President Johnzons' wision and policy priorties of 1384
remain relevart taday, If powerty |5 ta be significsanty redused,

growth are more widsly distibuted than they hawve Been in
racent decades. Tha hest way to do this is to adopt policies
to increasao the employment and earings of the pagr Bvan
with such a rerewed foclus on raising the markst incomes of
tne poor, we must also continue to strengthon the safoty net
programs to prevent even mare familiss from fafling trrowgh

we must find ways 1o ensure that the benefits of econamic

tne crecks. m

NOTES

1, Mites Corak, David Haprafl, H. Luke Shiua-
fer, and Jane Waldiogel provided though-ful
feedazck on 3 previous draft.

2. See Canziger ard Gottzchalk, 1995, and
Halley and Danzlger 2013,

3. These anzlyses badgin i 1968 Given lirmla-
tipnz in Ihe available date for aarliar years. The
chart on race/ethnigity begins in 1970 sz il is
difficubt to ‘dertify -lispanics in prior y2ars.

4. Az the poputation bas became marg edu-
cated, dropoulz are an Incraasingly smaller
greup. Tha long-teom trerd for all persang
without a eollege degras s alss towand greater
paarty.

5. Cwwr Lirsie, ifimigranls SconpHss a larger
share of 2ll Hispanics, sabsineg Rcir powcy
rate ba M=e baczuse el inmigrants are
mara lixaly o za poor than tha natbva-born .

fi, See 1.5, Burean af the Cenaws, 2013
T. See Citra ang Misheal, 1955,

8. Sae Clira and Mizhael, 1985,

2. B Shoed, M2

10, See Fos, Garlinke), Koozl Waldfogel,
Ard Wimar, 2013,

11, Tk= 3PM addresses the affacts of having
public healen insuranca, such as Medicsid
arngd Medicare, by subrracting medical qut-af-
pockal expenses from incame. Scrmers and
Cwallarich (20 13 eslEmars the axtant ko which
Mudicaid reduces onl-of-oocket medical ex-
punscs of the poor and cenclude that, without
hdedizaid, a1 additicnal 2 B million pesors
wonld have baan paor In 2010 according to
the SFPM.

12, S5 Bhemman, 201 3.
13, Seg Shaefer and BEdin 20173,

14 Sea Fax, Garfinkel, Kaushal, Waldfogel,
and Wirket, 2013
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