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Insight

Understanding the U.S. Poverty Rate
BEN GITIS | JULY 17, 2018

The White House Council of Economic Advisers (CEA) recently put a spotlight on the U.S.
poverty rate in a report that argued for “strengthening and expanding” work requirements
in the social safety net.[1] In particular, the CEA argued that although the official poverty
rate measured by the Census Bureau has essentially been flat since the 1960s, when
“correctly measured” it has actually fallen considerably due to safety net programs. The
ensuing media coverage and debate have glossed over the many complexities and nuances
underlying poverty measurement.

Last year, an American Action Forum (AAF) study drew three important conclusions
regarding the Census Bureau’s official measure of the U.S. poverty rate.[2]

The official poverty measure is not very useful.1.

The official poverty measure, developed in the 1960s, is not a very useful metric,
particularly when applied to public policy. For policymakers, there are two major
components to consider when determining the extent of poverty in the United States. First,
how often are individuals in the United States unable to earn enough money on their own in
order to avoid poverty? Second, how often do individuals remain in poverty even after
receiving assistance from the government? The former indicates how well markets on their
own are distributing resources to the least advantaged. The latter indicates how well the
federal government is providing assistance to those in need.

Unfortunately, the Census Bureau’s official poverty rate tells us neither. To understand the
first component, a poverty measure should only take into account the income households
earn on their own. To understand the second component, a poverty measure should take
into account all the income households earn on their own plus all the benefits they receive
from the government. The official poverty measure takes into account the income
households earn on their own as well as some, but not all, benefits they receive from the
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government. In particular, the metric includes income received from government cash
assistance, but it excludes non-cash benefits and does not account for the impact of taxes.
So, the poverty rate indicates neither how often households are unable to support
themselves nor how often they remain in poverty despite receiving government benefits. In
order to determine the best ways for the government to help low-income households,
however, policymakers must be able to understand both.[3]

Self-sufficiency has not changed in over 30 years.[4]2.

When re-measuring the Census Bureau’s official poverty rate by excluding all government
assistance and only incorporating income households earn on their own, the AAF study
found that in recent years households have been unable to support themselves at the same
rate as in the early 1980s. Chart 1 below contains the official poverty rate when excluding
all government benefits from 1980 to 2013.

Chart 1: Self-Sufficiency Poverty, 1980-2013

In 1980, 13 percent of individuals lived in households that did not earn enough on their own
to escape poverty. In 2013, the “self-sufficiency” poverty rate was unchanged. These figures
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suggest that despite spending billions of dollars on the War on Poverty, the government has
failed to raise self-sufficiency, as individuals on their own are no more likely to be free of
poverty today than they were over 30 years ago.

Thanks to safety net programs, material deprivation has declined dramatically3.
since the 1980s.

When re-measuring the official poverty rate by including all government assistance and
considering the impact of taxes (or tax benefits in most cases for low-income households),
the AAF study found that households in recent years have been much less likely than
households in 1980 to be in poverty. Chart 2 adds to Chart 1 the official poverty rate when
taking into account government assistance and taxes.

Chart 2: Self-Sufficiency and Material Deprivation Poverty, 1980-2013

As of 2013, the “material deprivation” poverty rate indicates that 7.8 percent of individuals
lived in households that were in poverty even after receiving government benefits. That’s a
5.2-percentage point drop from the 13 percent “self-sufficiency” poverty rate in 2013 or a
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difference of about 16.2 million people. In other words, government benefits kept 16.2
million individuals out of poverty in 2013.

Additionally, a large and growing literature indicates that government surveys like the
Current Population Survey do not adequately record income that low-income households
earn, and the government benefits they receive.[5] This literature often concludes that
consumption, rather than income, is a more adequate measurement of household material
well-being. The literature argues that data measuring consumption are more accurate and
better reflects all resources available to households.[6]

Chart 3 adds to Chart 2 the rate at which household consumption fell below the poverty
threshold from 1980 to 2013.

Chart 3: Self-Sufficiency, Material Deprivation, and Consumption Poverty, 1980-2013

In 2013, the “consumption” poverty rate suggests that only 4 percent of individuals lived in
households that spent less than the poverty thresholds. That’s a 3.8-percentage point drop
from the 7.8 percent material deprivation poverty rate, or a difference of 12.1 million
people. Additionally, it is a 9-percentage point decline from the 2013 “self-sufficiency”
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poverty rate or a difference of 28.3 million people.

Conclusion

Measuring poverty is a complex and nuanced issue, and it is vital that policymakers
understand the limitations of the Census Bureau’s official poverty measure. This measure
indicates neither how often households are unable to support themselves nor how often they
remain in poverty even after receiving government benefits.

Both the “material deprivation” and “consumption” poverty rates indicate that safety net
programs have successfully reduced material deprivation and have prevented millions of
people from living in poverty. Yet, the unmoved “self-sufficiency” poverty rate indicates that
safety net programs have not helped individuals become more able to support themselves.
This conclusion suggests that future efforts to enhance the safety net should aim to improve
self-sufficiency, primarily through education and work.
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