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Abstract:

The incidence of poverty, as measured by the percentage of individuals with incomes below the
national poverty threshold, was declining in North Carolina in the years 1959 through 2000. The
trend, observed through the second half of the 20™ Century, has been reversed since 2000 — the
poverty rate returned in 2010 to a rate last observed in 1980.

Econometric investigation indicates that only about half (2.3 percentage points) of the increase in
the poverty rate can be attributed to the cyclic effects of high unemployment, and some of this
effect (.5 percentage points) was counteracted by the unemployment insurance program. There
remains about 2 percentage points in rise of the poverty rate that remains unexplained — not
structural, and not unemployment-related. Reliance upon a return to full employment alone as a
solution to this surge in poverty may not eliminate this latter increase in the poverty rate.

This research was begun during my fellowship at the Global Research Institute of the University
of North Carolina at Chapel Hill. Thanks to Zak Smith and Karina Ibrahim for excellent
research assistance.
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Poverty in North Carolina until 2000 had been a chronic but declining disease. In 1959, 40.6
percent of the population had incomes below the poverty line; this percentage fell to 20.3 percent
in 1969, 14.8 percent in 1979, 13 percent in 1989 and 12.3 percent in 1999.! Korstad and
Leloudis (2010) document the efforts of the War on Poverty in North Carolina in the 1960s,
while Johnson (2003) describes the changed scene in the 1980s and 1990s. The identity of the
poor changed over the years, with more of the poor living in cities, coming from ethnic
minorities, and living in a female-headed household — but Johnson (2003) is able to conclude that
while the number of the poor had risen the percentage had fallen to near the US average.

This positive conclusion has not carried forward into the 21* Century.  As indicated in Figure 1,
the poverty rate in 2000 was indeed below 12 percent, but by 2009 it had once again risen to
above 16 percent.” This recent rise was not extraordinary among states. As Figure 2 illustrates,
all states but Wyoming experienced an increase in the poverty rate over the decade: this is
evident in the figure by the position of each of the points above the diagonal line. North
Carolina is fifth among the 50 states (and the District of Columbia) in the percentage-point
increase in the poverty rate over that period (the vertical distance above the diagonal).” The
period since 2007, product of the recession, has certainly contributed to this increase, but a
majority of the climb in the poverty rate was observed in the years 2000-2005.

The poverty rate measures the percent of the population with income less than the poverty
threshold.* The income threshold for an individual in poverty in 2009 was $10956. Thresholds
for individuals who are part of families are higher, but not proportionately higher. The threshold
is adjusted upward each year for inflation as measured by the consumer price index (CPI). The
income used to determine an individual’s (or household’s) status relative to the poverty threshold
includes earned income, unemployment compensation, Social Security, pensions and transfers.
Given the population of North Carolina in 2010, each percentage point of the poverty rate
represents nearly 100000 people living below the poverty line.

' These statistics are drawn from the decennial censes of the US Census Bureau. The corresponding national

poverty rates were 22.1 percent in 1959, 13.7 percent in 1969, 12.4 percent in 1979, 13.1 percent in 1989 and 12.4
percent in 1999. Note that in 1989 and 1999, North Carolina’s poverty rate was below the national rate. Johnson
(2003) reports that the poverty rate in 1980 was above 16 percent; that is the source of the specific comparison in the
abstract and the following paragraph.
* The measurements of poverty and median household income used for the 1998-2009 period are taken from the US
Bureau of the Census Small Area Income and Poverty Estimates (SAIPE) at http://www.census.gov/did/www/saipe/.
These are not statistics calculated directly from a population census, but are estimates derived by US Census staff from
American Community Surveys (ACS), Current Population Surveys (CPS) and other sources.
" Those with larger percentage-point increases were Michigan, Indiana, Ohio and Tennessee.

The poverty rate is a measure of “absolute poverty”, to use the terminology of Niemietz (2011), as distinguished
from measures of “relative poverty” that use deciles of the income distribution. The methodology used to calculate
poverty rates and poverty thresholds 1s presented at http://www.census.gov/hhes/www/poverty/methods/measure.html.
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The conditions for existence and persistence of poverty in a developed economy have been
studied extensively (e.g, O’Connor 2001). There is an extensive literature on what I will call the
“structural” determinants of poverty — conditions which lead some groups or regions to maintain
elevated poverty rates relative to their peers for extended periods of time. Structural poverty
exists in North Carolina: in this paper I will provide evidence, but will not have explanations for
its continuation. The focus of this paper is what I will call the “cyclic” determinants of poverty:
factors that lead to systematic increases (and reductions) in the poverty rate over the short to
medium term. The evolution of the aggregate poverty rate for North Carolina in Figure 1
illustrates this cyclic movement as an overlay to the structural features of poverty statewide.

My research is presented around the research question: is the increase in unemployment the
cause of cyclic poverty in North Carolina? I examine this question using a panel database of
poverty, income, and unemployment at the county level over the period 1998-2009.° The state
program of unemployment insurance plays an important role in the evolution of poverty, and so I
introduce information on that as well.

The general link between unemployment and poverty is straightforward: conditioning on other
factors, those without jobs are more likely to have income falling below the poverty threshold
than those with jobs. Those without jobs, however, can be divided into two groups — those who
qualify for unemployment compensation and those who do not. Unemployment compensation
provides a support that will lift a portion of those receiving it once again above the poverty line.
I will demonstrate the importance of these determinants of poverty in three steps.

e Step 1: the relation between the unemployment rate and the rate of unemployment
compensation.

e Step 2: the link from unemployment rate and unemployment compensation to the median
real household income in each county.

e Step 3: the link from real household income to the poverty rate in each county.

I draw three conclusions about the increased incidence of cyclical poverty. First, the increase in
unemployment explains nearly all of the increase in poverty since 2007. Second, the
unemployment insurance program has played an important role in keeping North Carolinians
above the poverty line. Third, this leaves a substantial cyclic increase in poverty from the initial

Unemployment data are drawn from the Local Area Unemployment Statistics (LAUS) database, a joint initiative of
the US Bureau of the Census and the North Carolina Employment Security Commission. Data on poverty are
provided from the Small Area Income and Poverty Estimates (SAIPE) database of the US Bureau of the Census.
Information on unemployment compensation are available from the Employment Security Commission of North
Carolina.
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five years of the decade; this appears to have different causes. It will be important to uncover
and address the cause of this additional increase in poverty, since simple return to full
employment will not eliminate this effect.

Unemployment insurance.

The Unemployment Insurance program provides temporary and partial compensation for lost
earnings of individuals who become unemployed. The program is designed to be self-financing.
Each state has a Trust Fund, and in each state the Trust Fund accumulates reserves from excess
employer taxes during periods of economic expansion in order to pay excess benefits during
economic downturns. The Trust Fund in each state receives payments from the FUTA (Federal
Unemployment Tax Act) tax, a 6.2 percent tax paid by employers on the first $7,000 in wages
earned by each employee. Employers residing in states with Unemployment Compensation (UC)
programs approved by the Federal government are eligible for a 5.4 percent FUTA tax credit,
thus making the effective tax on employers 0.8 percent per dollar in wages.’

States are required by Federal law to continue to make unemployment insurance payments even
when the Trust Fund hasn’t sufficient funds (as, for example, in a high-unemployment episode).
The most common way for states to combat fund insolvency is to borrow from the Federal
Unemployment Trust Fund Account (FUTFA).  States may borrow interest-free from the
FUTFA as long as the loan is repaid by September 30" of the year of the loan. If an outstanding
loan balance exists on January 1% for two consecutive years, the full amount of the loan must be
repaid by November 10" of the second year or employers in the state lose 0.3 percentage points
of the FUTA credit each year there is an unpaid balance. An employer in a state with an unpaid
FUTFA loan that was one year past due would pay 1.1 percent. States may be relieved from this
penalty if they have not taken actions in the previous year that would reduce the solvency of their
state trust funds.

The North Carolina Unemployment Insurance Trust Fund (NCTF) has assisted large numbers of
out-of-work citizens in recent years: in 2009, for example, there were claims honored each week
by on average nearly 189,000 individuals out of work. Its own resources were exhausted quickly
in the recession, and it has met its obligations by borrowing from the FUTFA. Figure 7
illustrates the indebtedness of the NCTF to the FUTFA as a percent of the total labor force and

6 Facts in this paragraph and the following are drawn from GAO (2010).
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compares it to the indebtedness observed in other states.” As is evident there, only Michigan and
Indiana have borrowed more per worker to provide unemployment benefits.

The unemployment rate and the rate of unemployment compensation.

The unemployment rate measures the share of individuals in the labor market who are willing to
work at the current wage but are unable to find a job.® While the unemployment rate in North
Carolina will differ from the national rate, the two move closely together. Figure 3 illustrates the
North Carolina unemployment rate (measured in July of the year) for the period 2001-2010.
Prior to 2009, the highest unemployment rate observed was about 7 percent in 2002-2003. In
2009, the rate jumped to 11 percent; in 2010 it remained high at 10 percent.

Unemployment insurance is a collection of unemployment benefits offered to those out of work
for no fault of their own.” An individual is eligible to receive unemployment compensation if
he/she meets the State requirements for wages earned or time worked during an established
period of time referred to as a "base period".'” He/she must be unemployed through no fault of
his/her own. In general, benefits are based on a percentage of an individual's earnings over a
recent 52-week period - up to a maximum amount. In low-unemployment periods, benefits are
paid for a maximum of 26 weeks. Additional weeks of benefits may be made available during

times of high unemployment (as is observed now).

In North Carolina, as in the majority of states, benefit funding is derived solely from a tax
imposed on employers. The funds are paid into the North Carolina Unemployment
Compensation Trust Fund, and are paid out to qualifying unemployed. When those funds are
insufficient, they can be supplemented by borrowing from the Federal government.

7 Only the 20 most indebted states by this rubric are presented there. Rankings relative to state GDP are nearly

identical. These other measures are available on demand.

This share is measured through surveys of the population. At the national level, the Current Population Survey
(CPS) i1s used; for North Carolina there is the LAUS. In the survey, there are two questions used in creating the
unemployment rate. (1) Do you have a job? (2) Are you currently without a job, have actively looked for work in the
past 4 weeks, and are currently available to work? If the answer to (1) is yes, then you are employed. If the answer to
(1) is no and (2) is yes then you are unemployed. If the answer to (1) and (2) is no, then you are out of the labor force.
You don’t have to be employed full time (i.e., 40 hours of the week) to be employed. The unemployment rate 1s the
ratio of those unemployed to those 1n the labor force.

° State unemployment insurance is the most commonly observed program, but disaster unemployment assistance,
unemployment compensation for former Federal employees and unemployment compensation for ex-service
members share these characteristics.

" In most states, this is four out of the last five completed calendar quarters prior to the time that the claim 1s filed.
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The Employment Security Commission reports the average number of weekly claims for each
county in North Carolina in each month. It also creates the ratio of this average number of
weekly claims of unemployment compensation with the total labor force eligible for
unemployment insurance. It calls this the “rate of insured unemployment”; to avoid confusion, I
refer to this as the weekly claims ratio. Figure 3 also illustrates the values of the weekly claims
ratio for North Carolina as a whole in July of the listed year. The unemployment rate and the
weekly claims ratio are highly correlated, but not coincident — not every worker is eligible for
unemployment compensation, and not every worker eligible for it will file. Table 1 reports the
correlation between the two variables while controlling for year-specific and county-specific
differences. The first column reports a simple regression over the panel of observations from
2001 to 2009 in the weekly claims ratio (wj;) of county j in year t on the unemployment rate (u;)
in county j in year t. The regression has intercept insignificantly different from zero, as theory
would predict, and a regression coefficient of 0.57 on the unemployment rate: as the
unemployment rate rises by 1 percentage point, the weekly claims ratio rises by 0.57."" This
relationship alone explains 43 percent of the variation in wj. The second column introduces
year-specific effects. As the excluded year is 2001, the negative and significant coefficients
throughout indicate significantly lower claims ratios in these years than in 2001, once the
unemployment rate is controlled for. In the third column, I introduce county-specific effects as
well. This final specification explains 90 percent of the variation in wj, and with all of these
controls in place the passthrough from unemployment rate to weekly claims ratio remains
significant and large at 0.52.'> This is significantly different from zero, but also from unity —
increases in the unemployment rate do not increase the weekly claims ratio proportionally.

The median real household income.

The median real household income (yj) of the county provides an important link between
unemployment and poverty. As unemployment occurs, individuals and households will observe
real income fall. For those already below the median or those sufficiently above the median this
has no effect on yj, but for individuals and households whose income drops from above the
median to below the median there is a reduction as well in median real household income. An
increase in unemployment is not the only possible reason for a reduction in real household
income; any shock placing downward pressure on wages relative to inflation will also have this

1

Significance is indicated here and in what follows at the 95 percent level of confidence.

Given the short sample considered here, both data series exhibit non-stationarity by county. The two series should
exhibit cointegration, however, and so to exploit this property I also investigate an error-correction form for the
estimation equation: Aw; = a, + ar Auy - a> (Wi = b um) + €, with b the cointegration vector. The estimated passthrough
coeflicient ai (and clustered standard error) is 0.55 (0.02), with error-correction coefficient a: = -0.19 (0.04).

12



Poverty in North Carolina - 7

effect. Competitive downward price pressures from imports can lead to wage stagnation in
manufacturing, for example.

Increased unemployment compensation will, other things equal, raise the median real household
income to the extent that households receiving compensation move from the lower half of the
income distribution to the upper half. Other things are rarely equal, however, since
unemployment compensation must be triggered by an unemployment spell. I anticipate that an
increase in uj; will lead to a less-than-proportional increase in wj, just as described in the
previous section, and the joint effect of these two on yj will be a smaller reduction than would
occur if only uj; were to increase.

Real median household income in North Carolina has been declining most years since 2000.
Figure 4 illustrates the evolution of this measure for the state as a whole between the years 1998
and 2009. There were two periods of sharp decline, in 2000 and 2008.

In Table 2 I investigate the unemployment rate and weekly claims rate as determinants of real
median household income. The first column reports results without controls for time and
county-specific effects — there is a pronounced negative effect from increased unemployment
rate to reduced median real income, with an increase in the unemployment rate of 1 percentage
point leading to a reduction in median real income by $1000 (in 1998 prices). The
unemployment-compensation effect is negative and insignificant in this specification. The third
column provides a complete specification, and this one takes the form anticipated. As the
unemployment rate rises, median real household income falls (with coefficient -0.25, a 1
percentage-point increase leads to a loss of $250 in median real household income). As
unemployment compensation claims rise, median real household income rises (with coefficient
0.22). The net effect of the two will be negative, both because of the difference in these two
coefficients and because unemployment insurance is not available to all who are unemployed.

The Poverty Rate.

The poverty rate (pj;) 1s a descriptive statistic of the distribution of real household income: itis a
measure of the percent of the households in the lower tail of that distribution, with cut-off value
determined by the poverty threshold (p°). The median real household income (yj,) is another
descriptive statistic from the same distribution: it represents the location of the midpoint of the
distribution for county j. The yj statistic can vary for one of two general reasons. For given
probability distribution fi(.), county-specific realizations z; can be uniformly lower or higher; this
will cause yj; to be lower or higher as well. Alternatively, for existing range of real household
incomes, the distribution of observed household incomes may expand in variance or skew
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towards lower values. 1 illustrate the determinants of y; and p; for the specific Pareto
distribution in the appendix.

In Table 3 I report the results of a panel-data investigation of the link between poverty rate and
median real household income by county in North Carolina. To capture the effects of changes in
the shape of the income distribution I include the unemployment rate as a separate regressor.
Table 2 illustrated the link from unemployment rate to median real household income, but here
the unemployment rate reflects a second channel: the downward income shift in many
households due to unemployment. Not only does a rise in the unemployment rate cause the
median of the distribution to fall, but it also causes unemployed households in the bottom half of
the income distribution to fall into the lower tail of the distribution — and thus into measured
poverty. Column (1) of Table 3 illustrates the most parsimonious specification. As median real
household income in a county rises by $1000, the poverty rate falls by .61 percentage points. An
increase in the unemployment rate by one percentage point will increase the poverty rate by .21
percentage points.”> Both of these effects are significantly different from zero, and together they
explain 67 percent of the county-level variation in the poverty rate. In columns (2) through (4) I
examine extensions of this regression that allow for time-specific and country-specific effects on
the poverty rate. In column (2) I introduce year-specific effects: if there is a common trend in
the poverty rate across all counties, these coefficients will reflect that trend. (Since the
unemployment rate has just such a state-wide trend as an important component, I also expect that
the significance of the unemployment rate as an explanatory power will be reduced.) The year-
specific effects trace out a secular upward trend in the poverty rate over this period. The
coefficients on median real household income and the unemployment rate are little changed, but
the standard deviation of the coefficient on uj; rises with the introduction of these competing
time-series regressors. Column (3) introduces county-specific differences in the poverty rate but
removes the time-specific effects. This should have the same effect on y; as the year-specific
effects of column (2) had on u;: if median real household income does not embody all county-
specific differences in poverty rate, these county effects will do so. As the coefficients of
column (3) indicate, coefficients on both y;; and uj retain their magnitudes and significance, and
adding the county-level effects raises the percent of the explained variation in p;j to 0.88. In
column (4) both county-specific and year-specific effects are included: this reduces the
coefficients on both yj and uj, making the latter insignificantly different from zero. My
preferred specification of the four will be column (3), as I believe that columns (2) and (4)
overfit the time-series dimension by including u; and the year-specific variables.

Structural differences in poverty across counties are evident from the county-specific effects
from column (3), but they paint a quite different picture of structural poverty in North Carolina.

" This effect is in addition to the impact of the u; in lowering yj. I return to that in the next section.
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Once we control for the effects of median real household income and the unemployment rate in
each county on the poverty rate, what is the remaining poverty-rate difference? I report the
largest positive and negative coefficients from the 100 counties in Figure 6, recalling that these
are defined relative to a zero value for Yancey County.'* The negative coefficients (for Ashe,
McDowell, Cherokee, Mitchell and Clay counties) indicate that once the median real household
income and unemployment rates of the counties are accounted for, the underlying poverty rate is
lower than in Yancey County. For the positive coefficients (among the largest being Durham,
Orange, Mecklenburg, and Wake counties), the underlying poverty rate is larger than in Yancey
County.

This is an odd finding, given that the observed poverty rate in Wake County (for example) is
roughly half of that in Yancey County. Table 4 illustrates its derivation. The actual poverty rate
is the average for the period 2001-2009 in the two counties, and Wake (at 8.9) is roughly half of
Yancey (at 16.9). The average unemployment rate in Wake was also about half of that in
Yancey County, while the median real household income in Wake was roughly double that of
Yancey County. When I use the coefficients of Table 3, column 3 to predict the poverty rate for
the two counties, I obtain the predicted poverty rate of the table below with Wake at 1.2 and
Yancey at 16.9. Put differently, given Wake’s advantages in terms of higher median real
household income and lower unemployment rate, I predict a poverty rate of only 1.2 percent.
Given the actual rate of 8.9, the adjusted poverty rate is 7.7 percent. For Yancey County, a
similar calculation yields (by construction) an adjusted poverty rate of 0. The adjusted poverty
rates for North Carolina counties calculated in this way are the statistics reported in Figure 6.

The concentration of the most urban counties among those with highest adjusted poverty indices
is surprising. It is consistent, though, with the findings of the Center for Poverty, Work and
Opportunity (2010) of large pockets of urban poverty. The calculations reported in Tables 3 and
4 and illustrated in Figure 6 identify large percentages of households in these more affluent
counties that have not shared in the affluence. The mantra “the rising tide lifts all boats” is
negated here — counties such as Wake and Mecklenburg have the high median household income
and low unemployment rate necessary to “float all boats”, but the observed poverty rates remain
stubbornly high.

T excluded those coefficients between -1 and +1 for illustrative purposes, but those are available on demand. The
counties are identified by the first four letters of their names (or first five, for Davidson and Davie).
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The impact of increased unemployment on poverty.

The calculations reported in Tables 1 through 3 indicate the cyclic role of unemployment on the
poverty rate in North Carolina. In this section I illustrate the implications of a 6 percentage-point
increase in unemployment rate on the poverty rate.

Increasing the unemployment rate affects the poverty rate through two channels. First, it shifts
down the income distribution: we should observe median real household income fall by $2000
for the unemployment-rate increase. This $2000 fall in yj; is associated with a 1.3 percentage-
point increase in the poverty rate. Second, it skews the distribution towards the lower incomes
(and thus increased poverty) for given median real household income: we should observe the
poverty rate rise by nearly 1 percentage point through this channel. Increasing the
unemployment rate by 6 percentage points, then, increases the poverty rate by 2.3 percentage
points through these two channels, or about 225000 individuals in North Carolina in 2009.

There is a third channel as well: increased unemployment also increases the provision of
unemployment-insurance payments. Given the calculations of Table 1, the weekly claims ratio
will rise by 3.1 percentage points, and this will (by Table 2) increase median real household
income by 0.75 percentage points and thus reduce the poverty rate by 0.5 percentage points, or
50000 individuals.

This last calculation appears on the face of it to be an understatement. The US Census Bureau
reports each year on the impact of non-means-tested government cash transfers on poverty, with
the last report available for 2009."> Table 5 reports some detail on poverty at the national level.
The national poverty rate was 14.3 percent, below the North Carolina average. Poverty was
relatively concentrated in the young, with 20.7 percent of those under 24 living in poverty in that
year. Poverty rates then decline with the age of the respondent. The US Census Bureau has also
done a number of counterfactual calculations with the details of the survey responses. One
counterfactual relevant to this discussion: what percent of those responding to the survey would
be in poverty if they did not receive non-means-tested government cash transfers?'® The last
column of Table 5 reports the percentage-point improvement in the poverty rate due to these
transfers; the calculated 8.5 percentage-point improvement is quite large. Note, however, that

"> Each year the US Census Bureau, as a part of its Current Population Survey, conducts the Annual Social and

Economic Supplement. In 2009 there were 3.038 million individuals covered by these supplemental surveys.
Selected results from this survey are reported in Table 5.

' Government non-means-tested income includes social security, unemployment compensation, workers'
compensation, veterans' payments other than pensions, government retirement/survivor pensions and annuities,
government disability pensions, governmental educational assistance and economic stimulus payments. For 2009,
government non-means-tested income does not include Economic Recovery Payments.
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the definition of these transfers includes social security and government retirement payments,
and that inflates the effect upon those 65 and older. When those 65 and older are removed from
the calculation, the percentage-point improvement in the poverty rate is a still-sizeable 3.9
percentage points. Further research is necessary to pinpoint the impact of unemployment
compensation considered alone, but these figures suggest that the estimate of 0.5 percentage
point improvement due to unemployment compensation in North Carolina in this paper may be
an underestimate of the program’s effect.

Attributing the systemic county-specific differences in poverty.

The evolution of real household income and the unemployment rate over time provide strong
explanations for the evolution of poverty, but leave other cross-county explanations of poverty
largely unaddressed. The county-specific differences in poverty rate can be attributed in part to
the systemic differences across counties in 1990; in this section I introduce two explanations to
check their validity.

Immigration. There is a persistent belief that an inflow of immigrants, especially
Hispanic immigrants from Central America and Mexico, has contributed to poverty on a national
level. Samuelson (2007) gave voice to this in an opinion piece entitled “Importing Poverty” in
which he stated “Only an act of willful denial can separate immigration and poverty”. North
Carolina has been a leader among states in the growth rate of Hispanic migrants; one explanation
of poverty growth in recent years might be found in the growth of these migrants.

Loss of manufacturing jobs. North Carolina was the “manufacturing state” of the last
quarter of the 20" Century. When measured by employment in manufactures as a share of total
employment, North Carolina ranked first among states until the mid-1990s. From that time on,
however, North Carolina has been shedding manufacturing jobs at a more rapid rate than other
states. This loss of manufacturing jobs necessitates a transition among former manufacturing
workers that can mean extended retraining and income loss for affected workers.

A cross-sectional analysis. As an initial step in analyzing the evolution of poverty, I
consider a cross-section of four county-level variables: the change in poverty rate by county
from 2000 to 2010 (pov_ch), the share of Hispanics in the population in 2000 (HispShrzggo), the
share of employment in manufacturing by county in 2000 (ManuShrzgy), and the growth of
manufacturing employment by county during the period 1990-2000 (ManuGrojeeo000). If

17 1 also considered the growth of the Hispanic population by county in the period 1990-2000 (HispGro;999.2000), but
found it to have a 0.96 correlation with HispShrygg. It is excluded from Table 6 for that reason.
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there were direct causal effects of these initial conditions on the evolution of poverty in 2000-
2010, I expect it to appear in the correlations of these variables. In Table 6 I present the Pearson
bivariate correlations. Two important correlations to note:

e The observed change in poverty from 2000 to 2010 depends significantly only on the
share of employment in manufacturing in 2000: the larger the share, the greater the
change in poverty.

e The share of manufacturing employment in 2000 was positively correlated with the
Hispanic share of the population in 2000. The greater the share of employment in
manufacturing, the greater the Hispanic share in population. This perhaps reflects the
incentives to migrate: the pull of counties with a high percentage of jobs in
manufacturing will be greater than the pull of counties with a lower percentage of
manufacturing jobs. This effect is evident as well, albeit insignificantly, in the
correlation of Hispanic share with the growth in manufacturing jobs in the previous
decade.

Table 7 reports the partial correlations among these four variables generated in a regression of
the change in poverty on the three “initial conditions”. The share of employment in
manufacturing in 2000 has a positive and significant correlation, as in Table 6. The partial
contributions of HispShrypoo and ManuGrojggo.2000 are both negative and insignificant. These
three initial conditions explain only 10 percent of the variation in the aggregate change in
poverty over the period. They also leave unidentified the channel by which each variable might
have its effect. For that reason, we turn to extending the dynamic panel regression of Table 3.

The dynamic analysis. Table 8 reports five equations that examine the contributions of
immigration and manufacturing job loss to the incidence of poverty. The first column
reproduces column 3 of Table 3 and represents an explanation for the time-series variation in the
county-level poverty rate. The second column reports the incremental impact of HispShr;ggo.
The correlation is insignificantly different from zero, and takes the sign of the cross-section
coefficient in Table 7: a one percent increase in the Hispanic share of the population is
associated with a 0.14 percent reduction in the county poverty rate. The Hispanic share of the
population was higher, other things equal, in counties with lower poverty during this period. The
third column considers a similar exercise for ManuShryog. This coefficient is also insignificant
and negative at -0.16 — a one-percent rise in the share of manufacturing jobs in total employment
lowers the poverty rate by 0.16 percentage points.  This is a reversal of the result of Table 7,
and is due to the fact that in this regression I model explicitly the role played by the
unemployment rate. Countries with larger manufacturing sectors in 2000 will have higher
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unemployment rates in the period 2000-2010, and that effect dominates the result of Tables 6 and
7.

When the two variables are introduced together in column four, both coefficients are
significantly different from zero. Counties with larger Hispanic share have larger poverty rates:
a one percentage-point increase in Hispanic share is associated with a 0.23 percentage point
increase in poverty rate. By contrast (and consistent with priors), a one percentage-point
reduction in the share of employment in manufacturing in the county is associated with a 0.38
percentage-point increase in the county-wide poverty rate.

In the fifth column, I introduce ManuGro;990-2000 in addition to the previous two variables. The
coefficient on ManuShr,go changes little and remains significantly different from zero at -0.34.
The coefficient on HispShrygg rises to 1.18, indicating a stronger positive association of poverty
with the share of Hispanics in county population. A one percentage-point reduction in
manufacturing employment over the previous decade is associated with a 0.14 percentage-point
increase in poverty, other things equal.

Conclusions.

The first finding of this study is one that didn’t require such involved econometrics: the
increased unemployment rate in North Carolina in the past two years has contributed to pushing
large numbers of residents into the poverty ranks. The point estimate from this study suggests
that 175000 individuals had their income fall below the poverty line due to the impact of
unemployment.

The second finding relates to the importance of the unemployment insurance program. The
econometric results reported here indicate that an additional 50000 individuals would have found
themselves in poverty without their access to the unemployment insurance payments.
(Comparison to national estimates suggests that this number may underestimate the impact of
unemployment compensation payments in keeping individuals out of poverty.) The state’s Trust
Fund has gone deeply into debt to do this, but it has been of benefit for those unemployed who
have received it.

The third finding is a quantification of the county-specific composition of poverty. County-
specific differences prove to be significant and important in explaining poverty in North
Carolina. The derivation of this paper provides an adjusted poverty rate that controls for
differences in income and unemployment rate, and that identifies urban counties in North
Carolina as pockets of structural poverty. Three characteristics are shown to be significantly
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associated with this county-specific poverty: the share of Hispanics in the population, the share
of manufacturing employment within total employment, and the growth of the share of
manufacturing employment in the period 1990-2000.

The fourth finding points to the limits of unemployment explanations for poverty. There was a
1.8 percentage-point increase in the poverty rate from 2007 to 2009 and the estimations here
explain 1.7 percentage points of this through the effects of the increase in the unemployment
rate. However, this explanation does not account for the over 2 percentage-point increase in the
poverty rate between 2000 and 2007. This suggests that it is not enough to focus simply on
renewing employment in order to restore the previous lower poverty rate. It will be important to
identify the other cyclic factors that have contributed to this run-up in poverty so that they too
can be addressed and eliminated as the state economy recovers. There is a danger that relying
solely on the re-establishment of low unemployment rates to fight poverty will lead to a “stair-
step” recovery, with higher poverty rates after each recession.

The estimation technique of this paper does not identify the causes of the remaining rise in the
poverty rate in the 2000s. I conjecture, however, that the root will be found in the productive
transformation underway in North Carolina. After a century of reliance upon light manufactures
(textiles, apparel, furniture) for employment, the North Carolina economy is in transition to a
new mix of productive enterprises. This transition is characterized by layoffs and plant closings
in the light manufacturing sector, a product of technological improvement and foreign
competition. (Conway (2009) has an analysis of this for the textiles sector.) The workers from
light manufactures have found it difficult to start again in the new economy. This is a plausible
cause of the unexplained rise in the poverty rate reported here, and is a next step on this research
agenda.
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Table 1: The Unemployment Rate and Weekly Claims Ratio

Dependent variable: weekly claims ratio (wi)

(1) 2 3)
Intercept -0.27 -0.03 2.31
0.21) 0.47) 0.42)
Uy 0.57 0.63 0.52
0.03) 0.07) 0.05)
Dooee -0.90 -0.82
0.12) 0.12)
Do -0.75 -0.70
0.10) 0.11)
Do -0.96 -1.01
0.12) 0.12)
Do -0.62 -0.70
0.12) 0.11)
Do -0.44 -0.58
0.13) 0.13)
Dooir -0.38 -0.52
0.14) (0.14)
Do -1.04 -0.99
0.12) 0.12)
Do -1.16 -0.63
0.37) 0.29)
County effects N N Y
N 900 900 900
R’ 0.43 0.46 0.90
Model Sum of squares 1481.0 1570.4 3049.0
Total Sum of squares 3406.9 3406.9 3406.9

Excluded year dummy (in columns (2) and (3)): D2001; excluded county dummy (in column (3):

Yancey County. County-clustered White standard errors in parentheses.
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Table 2: Median (real) household mncome
Dependent variable: median real household income (yi), in
(1) 2 3) (4)
Intercept 38.07 44.56 28.21 27.95
(1.05) (1.84) (0.39) (0.59)
Uy -1.00 -2.06 -0.33 -0.25
0.15) (0.27) (0.04) (0.08)
Wi -0.01 0.11 0.24 0.22
(0.24) (0.23) 0.07) (0.08)
Do 1.17 -0.21
(0.29) (0.10)
Dows 0.52 -0.32
(0.28) (0.10)
D -1.21 -0.26
0.33) (0.15)
Do 2.15 -0.77
0.3%) (0.19)
Do -2.88 -0.54
0.42) (0.21)
Do -2.35 0.03
(0.43) (0.16)
Do 0.75 0.08
0.3%) (0.23)
Dowo 7.77 -0.89
(1.17) (0.35)
County effects N N Y Y
N 900 900 900 900
R’ 0.17 0.31 0.97 0.97
Model Sum of 4659.5 8317.3 25913 25993
squares
Total Sum of 26803 26803 26808 26803
squares

Excluded year dummy (in columns (2) and (3)): D2001; excluded county dummy (in column (3):

Yancey County. County-clustered White standard errors in parentheses.
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Table 3: Poverty Rate

Dependent variable: poverty rate (pi)

(1) 2 (3) (4)
Intercept 33.71 33.07 33.32 28.61
(1.94) (2.26) (2.14) (1.59)
Vi -0.61 -0.61 -0.66 -0.47
0.06) 0.05) 0.07) 0.05)
Uy 0.21 0.23 0.16 -0.02
(0.06) (0.14) (0.04) (0.06)
Do -1.33 -0.61
(0.27) 0.17)
Dowe -1.13 0.15
(0.37) 0.23)
Do -1.02 -0.11
(0.36) (0.23)
Do -0.24 0.42
(0.23) 0.19)
Do 1.30 1.96
(0.22) 0.23)
Dows 1.42 1.91
(0.20) (0.20)
Do 1.39 1.79
(0.18) 0.19)
Doos 1.44 2.28
(0.33) (0.24)
Do 1.07 3.16
(0.86) (0.50)
County effects N N Y Y
N 1000 1000 1000 1000
R’ 0.67 0.73 0.88 0.94
Model Sum of squares 13193 14410 17296 18559
Total Sum of squares 19747 19747 19747 19747

Excluded year-specific dummy:

Excluded county-specific dummy:
County-clustered White standard errors in parentheses.

Yancey County.
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Table 4: Deriving the Adjusted Poverty Rate for Wake and Yancey Counties

Wake County Yancey County
Actual Poverty Rate 8.9 16.9
Unemployment Rate 4.8 7.9
Median Real Household Income (in thousands) 49.8 27.0
Predicted Poverty Rate 1.2 16.9
Adjusted poverty rate 7.7 0.0




Table 5: Improvement in poverty rate due to non-means tested government cash transfers

Total population in survey

Broken down by age
Under 18
From 18 to 24
From 25 to 44
From 45 to 64
For 65 and older

Source: Annual Social and Economic Supplement of Current Population Survey, 2009.

Table 2: Percent of Persons in Poverty, by Definition of Income and Selected Characteristics: 2009
The reduction in the poverty rate due to the availability of non-means tested government cash transfers
is calculated by calculating the difference between poverty rate for Definition 8 and Definition 9 of that

report.

Number in thousands

303820
265207

74579
29313
81532
79782
38613

Poverty rate

14.3

20.7
20.7
13.3
9.7
8.9
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Percentage-point
Improvement due to

cash transfers

8.5

29
2.3
3.1
6.4
38.3

Government non-means-tested income includes social security, unemployment compensation, workers' compensation, veterans' payments other than pensions,
government retirement/survivor pensions and annuities, government disability pensions, governmental educational assistance and economic stimulus payments.

For 2009, government non-means-tested income does not include Economic Recovery Payments.
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Table 6: Correlation of Cross-County Variables

Pov_chawoz HispShrzm ManuShrz ManuGro.sozm
Pov_chuwoso 1.00 0.08 0.35 -0.02
HispShrawe 0.08 1.00 0.28 0.11
ManuShrae 0.35 0.28 1.00 0.17
ManuGrowm s 0.01 0.11 0.17 1.00

Bilateral Pearson correlations. Number of observations: (HispShr, Pov_ch): 100. (Pov_ch,
ManuShr): 93. (Pov_ch, ManuGro): 91. (HispShr, ManuShr): 93. (HispShr, ManuGro): 91.
(ManuShr, ManuGro): 91. Correlations significantly different from zero at 95 percent confidence
level are i bold.

Table 7: Cross-sectional poverty regression:
Dependent variable Pov_chueson Coethcient
Constant 3.32
(0.60)
HispShra -0.03
(0.09)
ManuShra, 0.06
0.02)
ManuGrowmme -0.01
0.02)
N 91
R’ 0.10
F(3,91) 3.05
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Table 8: Hispanic Migration, Erosion of Manufacturing and the Poverty Rate
Dependent variable: poverty rate (pi)
(1 2 3) (4) )
Intercept 33.32 33.71 37.72 44.31 38.94
(2.14) (1.90) (1.14) (1.74) (2.64)
Vi -0.66 -0.66 -0.64 -0.64 -0.67
(0.07) 0.07) (0.08) (0.08) (0.8)
uy 0.16 0.16 0.18 0.18 0.17
(0.04) 0.04) (0.04) 0.04) 0.04)
HispShrum -0.14 0.23 1.18
0.10) 0.09) 0.04)
ManuShrsm -0.16 -0.38 -0.34
(0.10) 0.01) 0.01)
ManuGrossssm -0.14
0.02)
County effects Y Y Y Y Y
N 1000 1000 930 930 910
R’ 0.88 0.88 0.87 0.87 0.87

Yancey is the excluded county in columns (1), (2), and (3); Yancey and Yadkin are excluded

counties in equation (5). Yancey, Yadkin and Wilson are excluded in equation (6).
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Percent of population below the poverty line
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Figure 1: Poverty Rate for North Carolina
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Rate in July of the year listed for the entire state
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Figure 3: Weekly Claims Ratio and Unemployment Rate in North Carolina
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Figure 4: Real Median Household Income in North Carolina
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Percentage points added to poverty rate

Figure 5: The Evolution of Cyclical Poverty
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County-specific Components of NC Poverty Rate

Figure 6
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Dollars per member of labor force

Figure 7: Federal Unemployment Insurance Trust Fund Borrowing
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Appendix: Derivation of Estimating Equations Using a Specific Income Distribution

I illustrate the comparative statics discussed in the paper through use of the Pareto distribution.'®
Consider household income indexed by z and defined on the range of household incomes with
lower bound of 1. There is a county-specific component to median household income, x;, that
will for higher values indicate proportionally higher household incomes in that county. There is
also a shape parameter p, assumed to be shared by all counties. Figure 6 illustrates this
distribution for p=.25; note the greater density at the lower values of incomes z. Using this
parameterization, the probability density becomes

fi(z) = wz""' with shape parameter 1 (1)
yi =Kt (5) (2)
and pit = F(p°/ij0) = 1- (k5/p")* = 1 = 2(y;/p°)" (3)

The median real household income yj is calculated for this distribution in (2), and as is evident
there can be used to identify those county-specific differences in income «j.. The poverty rate for
the Pareto distribution is given in (3), and the third equality substitutes the median real household
income for kj.. The evolution of y; and pj; over time is described in (4) and (5).

dyii = (¢ (.5) U e /x5 + (In(.5)/p) dp/p] 4)

dpji = (yj/p°)" {2In(y;/p°) dp - p [(dyjyj) - dp°/p°1} (5)

Equation (4) indicates that county median real household income will be larger with higher «;; ; it
will be smaller as p rises (and the distribution becomes more skewed towards lower incomes).
The poverty rate in (5) will be lower for counties with higher y; and will rise as the poverty line
rises. The poverty rate will also rise as p rises for given yij.

'8 Pareto (1964) introduced this distribution to explain the large concentration of the population at the low end of
the wealth and income distributions. Clementi and Gallegati (2005) demonstrate that it is a preferred approximation
to the upper tail of the observed distribution in the US, UK and Germany, while the lower portion of the distribution
is better represented by a log-normal distribution. I use the Pareto distribution for the entire economy here because
of the ease of illustrating the differing roles of distribution central tendency (yj) and shape (p).
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f(2)

Figure AL: Pareto Distribution of Household Income (p=.25)
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Low Poverty Rate in 2000

Brunswick Haywood

Cabarrus Henderson

Camden Lee

Carteret Moore

Chatham Nash

Craven Person

Cumberland Rockingham Low Growth
Currituck Stanly In Poverty Rate
Dare Stokes

Davie Union

Franklin Wake

Gaston Yadkin

Granville

Alamance Johnston

Alexander Lincoln

Buncombe Macon

Burke McDowell

Caldwell Mecklenburg High Growth
Caswell Mitchell in Poverty Rate
Catawba Orange

Davidson Polk

Durham Randolph

Forsyth Rowan

Guilford Surry

Iredell Transylvania

Wilkes
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High Poverty Rate in 2000
Ashe Martin
Avery Northampton
Beaufort Onslow
Bertie Pamlico
Cherokee Pasquotank
Chowan Pender
Clay Perquimans
Cleveland Swain
Gates Tyrrell
Graham ‘Washington
Harnett Wilson
Hyde Yancey
Jones
Alleghany Madison
Anson Montgomery
Bladen Pitt
Columbus Robeson
Duplin Richmond
Edgecombe Rutherford
Greene Sampson
Halifax Scotland
Hertford Vance
Hoke Warren
Jackson Watauga
Lenoir Wayne



