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The longest expansion in U.S. economic history occurred during the 1960s.
The economic growth of this period is typically considered one of the primary
reasons for the sharp decline in the U.S. poverty rate over that decade. In
fact, it was during this decade that the term "trickling down" was first coined,
to refer to the positive effect of economic growth on the well- being of the poor
(Anderson, 1964). Estimates based on data from the 1960s and 1970s have
consistently shown a strong negative correlation between macroeconomic expansion
and the poverty rate.

Between the fourth gquarter of 1982 and the fourth quarter of 1990, the U.S.
experienced its second longest economic expansion. After the sharp recession of
1981/82, the poverty rate exceeded 15 percent and it would have been reasonable
to expect that the strong expansion that followed would have produced a sharp
decline in poverty. This did not occur. While poverty clearly declined over the
entire period of the expansion, it still stood at 12.8 percent in 1889, well
above its historic low of 11.1 percent in 1973, and at about the same level as
in 1980. The macroeconomic expansion did not bring down poverty as quickly as
historical evidence would have indicated. In 1988, for instance, when the
overall economy grew by more than 4 percent, poverty fell by a statistically
insignificant amount.

This paper explores the unexpectedly slow decline in poverty that occurred
over the expansion of the 1980s. The next section presents evidence on the
"stickiness" in the poverty rate in the past decade, compared to earlier decades.
The following section investigates several potential non—-earnings-related
explanations for this fact. There is little evidence that the slowdown in the
response of poverty to economic growth is due to problems with the measurement
of poverty, to changes in transfer policy in the early 1980s, to the regional
distribution of the poor during the 1980s expansion, or to changes in family
composition among the poor.

The final section of the paper investigated the decreased responsiveness

of income and earnings to the macroeconomy among low—income households in the



1980s. A growing body of literature has recently began to explore the widening
in wage differentials among less-skilled and more skilled workers over the
1980s.! That literature indicates that substantial real wage declines occurred
among low-wage workers throughout the expansion of the 1980s, while substantial
real wage increases occurred among higher-wage workers. These trends are clearly
correlated with the trends in poverty. Declining real wages will make it harder
for low-income families to escape poverty. The point of this paper is not to
describe that wage decline further, but to investigate how important this decline
was relative to other factors that were operating at the bottom of the income
distribution. .

The lower responsiveness of poverty to economic growth is not ‘dué to
changes in labor market responsiveness over the 1980s expansion. In fact, labor
market involvement was more responsive during the 1980s: the unemployment rate
fell more rapidly, and earners in the bottom quintile of the population increased
their work effort more sharply in the 1980s than in the 1960s. The lower
responsiveness of income among low-income households to the economic expansion
of the 1980s is entirely due to declining real wages, which offset the increase
in labor market effort, resulting in slower income growth.

The implication of these results is that the changing wage structure of the
1980s made economic growth a far less effective tool for reducing poverty than
it was in the expansion of the 1960s. It is still an open question whether these
trends will continue into the 1990s. If they do, economic growth cannot be
expected to produce substantial declines in the poverty rate.

I. THE CHANGING RELATIONSHIP BETWEEN THE MACROECONOMY AND POVERTY

In 1984 Alan Blinder and I wrote a paper estimating the effect of general
macroeconomic variables on the poverty rate (Blank and Blinder, 1986). Using the
official data on poverty, we regressed the poverty rate against a set of control
variables for the macroeconomic environment. That regression, based on data from
1959 to 1983, is presented in column 1 of table 1.? As shown at the bottom of
table 1, the coefficients indicate that in a steady state a 1 point increases in

the male unemployment rate (a measure of core unemployment in the economy) would



increase the poverty rate by an almost identical 0.98 points. A 1 point rise in
inflation would increase poverty by a much smaller 0.12 points. A 1 point rise
in the percent of GNP devoted to government transfers would decrease the poverty
rate by about half a point.

This regression equation, based on the historical relationship between
poverty and macroeconomic indicators, can be used to forecast poverty for the
1980s. Multiplying the regression coefficients from column 1 of table 1 by the
actual values of the macroeconomic variables after 1983 results in a series of
annual poverty rate forecasts. By 1989, this regression equation would have
predicted a poverty rate of 9.3 percent, largely due to a sharp dgcline in
unemployment and inflation over these years. In reality, the poverty raté was
12.8 percent. Figure 1 shows this effect, with a plot of the actual poverty
rates from 1959 to 1989, against the fitted values of the equation in column 1
from 1959 to 1983, and the forecast values from 1984 to 1989. As Figure 1
indicates, the predicted values diverge steadily from the actual poverty rate
throughout the expansion of the 1980s.

Column 2 of table 1 indicates the nature of this divergence. In this
column, the identical regression is calculated using data from 1959 through 1989
(that 1is, including the 6 newly available observations.) The results are
astonishingly different. The coefficients change dramatically with the addition
of these new observations, so that the effects of both unemployment and inflation
become small and insignificant. The effect of transfers as a share of GNP
changes sign.

Column 3 of table 1 further investigates these differences, by adding three
additional variables: a dummy variable, equal to 1 from 1983 on, which allows
a shift effect in the general level of poverty over the expansion; the product
of this dummy variable and the male unemployment rate, which allows the
coefficient on unemployment to differ in the 1980s; and the product of this dummy
variable and transfers as a percent of GNP, which allows the coefficient on this
variable to differ in the 1980s. The result is a set of coefficients on the
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additive coefficients, showing how the effects of these variables diverged during
the expansion of the 1980s.

Column 3 indicates that both unemployment and transfers appear to have
"perverse" effects on poverty over the 1980s. All else held constant, for every
1 point fall in unemployment after 1982, poverty increased by 0.42 points. Aafter
1982, a 1 point rise in the share of transfers in GNP is associated with a 1.58
point rise in poverty. This exercise indicates the difficulties of drawing
causal conclusions from regression analysis. The negative correlation between
unemployment and poverty in the 1980s should not be interpreted to imply that
rising unemployment in the 1990s will decrease poverty. Rather, it is more
likely that other (unmeasured) factors, occurring at the same time that
unemployment fell, were offsetting the unemployment effects during the 1980s,
resulting in a negative coefficient. The question of this paper is what those
other unmeasured effects might be.

The regressions from Blank and Blinder focus particularly on the effects
of unemployment and inflation on the poor. A simpler way of observing the
changing relationship between economic growth and poverty is to regress the
percent change in poverty against the percent change in real GNP. Using
available poverty rates®, table 2 presents coefficients that estimate the
percent change in poverty resulting from a 1 percent change in GNP in three
different time periods. For instance, column 1 of table 2 indicates that the
poverty rate among all persons decreased by 2.53 percent for every 1 percent
increase in GNP over the 1960s, but decreased by only 1.69 percent for every 1
percent increase in GNP over the expansion of the 1980s.

The evidence in table 2 indicated that the lower responsiveness of poverty
to the expansion of the 1980s occurs among a wide range of groups in the
population and is evident among both those whose incomes have historically been
more responsive and those who are generally less responsive to the macroeconomy.
Poverty rates calculated among families (column 4) show a pattern identical to
that of poverty rates among individuals (column 1). Poverty among children
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(column 3) is less responsive than is the total poverty rate. For both groups,
however, their responsiveness was lower in the 1980s. Female~headed families
(column 5) show a markedly lower responsiveness to economic growth in both time
periods.* Black families (column 6) escaped poverty faster than other groups
when the economy grew in the 1960s, but their poverty rate has shown virtually
no responsiveness to the economic growth of the 1980s.

It is worth noting that for most of these groups, poverty is also less
responsive to economic growth over the 1970s and early 1980s as well. I do not
focus on this fact primarily because the time period between 1970 and 1982 was
a very different economic period than the 1960s and the latter part of the 1980s.
The thirteen years between 1970 and 1982 contained four business cycles, with
five years of negative GNP growth, and a rapid increase in both inflation and
unemployment. It is perhaps not surprising that poverty is less responsive to
short and sequential upturns and downturns in the economy.

In contrast, the expansion of the 1960s lasted for over nine years, and the
expansion of the 1990s lasted for almost eight years. Table 3 indicates how
similar these periods were, focussing on the seven-year periods 1963-69 and 1983-
89, the two periods which we shall use extensively in the rest of this paper.’
In both of these periods, the economy experienced sustained and continuous
economic growth. As table 3 indicates, in the 1960s real GNP grew by 34.7
percent over this period. In the 1980s, real GNP grew by a very similar 30.1
percent. Similarly, unemployment fell 37.0 percent over these seven years in the
1960s, while it fell by a slightly higher 45.3 percent in the 1980s. Inflation
rose by 24.8 percent in the 1960s and by 26.3 percent in the 1980s. In short,
these periods are quite comparable in terms of their general macroeconomic
trends.® Since my interest is in the effect of sustained economic growth on the
poverty rate and the income of low-income households, these two seven-year
periods provide an interesting comparison.

II. INVESTIGATING POSSIBLE NON-EARNINGS—-RELATED HYPOTHESES
The evidence in tables 1 and 2 indicate that aggregate poverty rates appear

less responsive to economic growth in recent years. This need not necessarily



mean that incomes among any group are actually growing more slowly in the 1980s.
A variety of possible compositional changes or measurement problems could cause
the effects observed above. This section investigates four possible hypotheses.
The approach of the section is to first investigate whether these issues would
have affected the trend in poverty over the 1980s. If not, it is assumed that
they did not affect the responsiveness of poverty to the macroeconomy. If they
affect the trend in poverty, then their impact on the responsiveness of poverty
is analyzed.

A. Problems in the Poverty Measurement: The Exclusion of In-kind Incomes

An ongoing controversy over the appropriate definition of povergy has led
many analysts to question the accuracy of current poverty definitions.” It may
be possible that the seeming differences between poverty trends in the 1980s and
earlier decades are due to growing problems in the measurement of poverty, rather
than any real changes in behavior among the poor. The most obvious measurement
problem that might be confounding the poverty data is the exclusion of in-kind
income from family resources.® In the 1960s, most current in-kind programs were
small or nonexistent, but these programs expanded rapidly in the following
decade. Official income statistics do not include the resources available to
families from in-kind programs. If this income were counted, poverty rates would
be lower. If these programs expanded during the macroeconomic expansion of the
1980s, family resources could be growing faster than reported income and the
seeming "unresponsiveness" of poverty to the macroeconomy could be simply a
byproduct of the exclusion of in- kind income from the data.

Table 4 presents the changes in spending per person in the two major in-
kind transfer programs, medicaid and food stamps, over the 1980s. Monthly food
stamp benefits per recipient, while expanding during the recession, contract
between 1983 and 1989, indicating that poverty would not have fallen any faster
over the expansion if food stamps were included in the income statistics. 1In
contrast, medicaid expenditures per recipient continued to rise throughout the
1980s, although the rate of increase slowed after 1983.° There is, however,

substantial debate over whether and how medical services should be counted as



The change in poverty between 1983 and 1989 with these two benefits included is
identical to the change in the official poverty rate. The real increase in
medicaid expenditures causes an additional drop of only 0.1 point in the poverty
rate. Thus, the trends in poverty are virtually identical between 1983-87 in all
three columns. The percentage changes in the in-kind poverty rates are slightly
higher because they are calculated on a lower base. The evidence in tables 3 and
4 provide little support for the hypothesis that poverty would have declined
substantially faster during the expansion of the 1980s had a fuller measure of
family income been used. Thus, the differential responsiveness of poverty to
economic growth over the expansion of the 1980s is probably not due to the
omission of in-kind benefits in the calculation of poverty rates.

B. The Regional Location of the Poor During the Expansion

There was an unusually high degree of regional variation in the economy
during the expansion of the 1980s. For instance, in 1988, the coefficient of
variation in unemployment rates across states reached a 20-year peak, indicating
that there were quite large differences between unemployment levels across
states.!” While New England and the mid-Atlantic states saw enormous growth in

employment and business activity, the industrial Midwest remained sluggish well





















































































































