Inflation disproportionally affects lower income families and puts millions more below the poverty threshold – turns case
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We begin by examining how recent trends in poverty would differ if more accurate measures of inflation were used. The poverty line, or threshold, was developed in the 1960s and was based, at the time, on the cost of food as a proportion of family budgets. Since then, the poverty line has been updated each year for inflation using the CPI. In 2018, the poverty line for a family of four is just over $25,000. A single individual is not considered poor if they make just a bit over $12,000. By most domestic standards, these are very low levels of need. So, when eligibility for important government benefits is tied to these poverty lines (for example, the Supplemental Nutrition Assistant Program and Medicaid), small changes to how those lines are calculated can make a big difference. To measure the implications of utilizing an inflation measure based on the price increases faced by the lowest income individuals, we use Jaravel’s data and apply to the poverty threshold an inflation index that adjusts for inequality across the income distribution. Figure 1 shows the number of individuals in poverty under the official measure and according to our adjusted measure. With the adjusted CPI, the number of people in poverty in 2018 is about 8 percent larger than under the official measure, which corresponds to an increase in the poverty rate of approximately 1.0 percentage point. This is a large difference. Using the adjusted CPI translates into over 3.2 million more people classified as living in poverty, or about the population of the entire state of Iowa.2 This means that millions of people who might reasonably qualify for benefits like food and housing assistance from antipoverty programs that could help them and their families, do not qualify. It also means that we have a too-optimistic portrait of the number of families who are struggling to make ends meet. Keep in mind as well that this divergence in poverty rates is apparent just when using a relatively narrow thirteen-year window. Over a longer time period, this divergence is likely to compound further. We can also break out poverty changes by various demographic subgroups. Tables 5-8 in the Appendix provide the number of individuals in each subgroup newly classified as poor if we considered Jaravel’s income specific inflation rates as the relevant measure. Child poverty rates would be 1.5 percentage points higher in 2018, corresponding to 1.1 million additional children in poverty in that year. We see similar trends for women-headed households with children, by race and ethnicity, and by gender respectively. 1.2 million more individuals in women-headed households would be newly counted as poor. This is especially significant given that mothers are now the breadwinners in 40 percent of all households .3 Furthermore, 1.2 million more white non-Hispanic individuals would be newly counted as poor when using the updated inflation measures, increasing the white poverty rate by 0.6 percentage points to 8.7 percent in 2018. In addition, 650,000 more Black non-Hispanic individuals would fall under the poverty line increasing the Black poverty by rate by 1.6 percentage points to 22.7 percent in 2018. The Latinx/Hispanic poverty rate would increase by 1.8 percentage points to 19.4 percent in 2018, meaning 1.1 million more Latinx/Hispanic individuals in poverty. Additionally, 1.7 million women, and 1.5 million men would be newly counted as poor. We repeat the analysis using the deep poverty rate, with deep poverty defined as living below half the poverty line. Since the poverty line for a family of four is only about $25,000, this is a marker of fairly severe deprivation. Again, we see greater deep poverty over time when using a more accurate measure of the prices that low-income families pay. By 2018, this means over 800,000 more people would be classified as living in deep poverty relative to the standard, official measure of poverty. (see table 3 in Appendix for more details.) It is clear that relying on a population-wide measure of inflation when calculating the poverty rate understates the deprivation faced by the most vulnerable adults, children, and families. To develop policies that improve the economic well-being of low-income individuals, we must first accurately measure their well-being. That should start with an accurate understanding of the prices they pay for the goods and services they consume. HOUSEHOLD INCOME We can also use updated inflation measures to reassess recent trends in the divergence of household incomes. Every year, the Census Bureau publishes statistics on household income changes, again adjusted using a version of the CPI. It is now widely recognized that income inequality has skyrocketed in recent decades due to extreme growth in in come at the top of the distribution. Incomes at the bottom have stagnated, unless you count the resources families receive from government income-support programs that try to compensate for low market incomes. There is a large and growing gap between the incomes of the top quintile of households and the bottom quintile between 2004 and 2018, the period of our study. When we apply inflation corrections to household incomes during this period, we see that this gap is growing even more over time than one finds using the CPI alone. Figure 2 reports changes in income across quintiles of the income distribution, using the conventional CPI and our adjusted inflation rates. All figures are adjusted for household size before dividing households into quintiles. Using conventional estimates based on the CPI, we see that income in the top fifth of the distribution grew by 16.6 percent between 2004 and 2018. Concurrently, income at the bottom fell by about one percentage point. Thus, income inequality between the top and bottom quintiles widened by more than 17 percentage points over the period (2004-2018) using conventional measures of inflation. If, instead, we use our adjusted inflation measure, we find that incomes in the bottom quintile actually declined by 6.7 percent.4 Put another way, according to our adjusted measure purchasing power fell significantly at the bottom of the distribution, which the conventional CPI largely misses. Using the adjusted inflation measure, income inequality between the top and bottom quintiles widened by about 23 percentage points, or about 33 percent more than with the conventional measure of inflation (17.6 vs. 23.4 percentage points). CONCLUSION In sum, our results show that if we take seriously the idea that inflation varies across different points in the income distribution, a different picture of the economic health of those with low incomes emerges. Jaravel’s research shows that, at least in recent years, inflation is steeper at the bottom of the income distribution. If we apply this steeper inflation to the poverty threshold, we see that millions more people would be classified as living in poverty. The divergence in household incomes that has been underway for decades is also notably larger than we thought. Despite this evidence, which shows that our current practice of using aggregate inflation measures significantly understates income inequality and poverty, recent proposals by the Trump administration seek to use smaller inflation rates to adjust the poverty threshold. Doing so would result in a lower poverty line and lower official poverty rates over time. This would, in turn, mean that fewer and fewer low-income Americans would find themselves eligible for federal benefits, which have been shown to reduce the poverty level substantially. Taking seriously the actual inflation rates faced by those at the bottom of the income distribution indicates that we currently have a too-rosy view of the actual levels of deprivation faced by those at the bottom of the income distribution. We should be doing more, not less, to help them make ends meet.
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