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SUMMARY

e Awidely cited 2012 study by Michael Tanner of the Cato
Institute concluded that government spending on anti-poverty
measures in the United States totaled almost $1 trillion, with
federal expenditures of $668 billion

e Excluding expenditures on means-tested healthcare pro-
grams—which mirrors the construction of most poverty
statistics—leads to an estimate of federal spending that is
approximately half of what Tanner’s method yields

e The federal government spends nearly three times as much
on healthcare provision for low-income Americans as it does
on means-tested cash transfers

* Many programs that are assumed to target the poor also
serve families well above the poverty line

e Adjusting for these factors considerably reduces estimates
of per-person federal spending on low-income Americans

INTRODUCTION

The government social safety net in the United States is com-
plex, with more than one hundred programs spread across
many agencies and levels of government. These dynamics
make it surprisingly difficult to answer a seemingly simple
question: how much does the federal government spend on
anti-poverty programs?

A 2012 study by Michael Tanner of the Cato Institute conclud-
ed that such spending totaled almost $1 trillion, with federal
expenditures of $668 billion, and a roughly-estimated $284
billion by states.” This analysis led then-Senator Jeff Sessions
to conclude that we spent more than $60,000 annually or $168
per day, per household below the poverty line.?

Adapting Tanner’s approach and updating for 2018, we find that
federal expenditures reached $857 billion, the increase since
2012 largely driven by increases in the cost of health care provi-
sion and expansion of Medicaid through the Affordable Care Act.?

A careful examination of the programs included in this es-
timate raises important questions about what “counts” as
spending on poverty. Does the federal work-study program
that subsidizes the wages of lower-income college students
count? Should spending on low-income working families above
the poverty line through the Earned Income Tax Credit (EITC) be
included? What about programs to support services on Native
American reservations?

The most consequential decision by far is whether to include
spending on healthcare programs for low-income Americans
in a list of anti-poverty programs. The Census Bureau’s official
poverty metrics excludes resources from government health-
care spending, instead focusing on government programs
more directly targeting the economic resources of low-income
Americans. Adopting this stance in a tally of federal anti-pov-
erty expenditures leads to an estimate of $393 billion in 2018,
approximately half of what Tanner’s method yields for the
same year. Moreover, a sizable portion of this spending goes to
people who are living above the poverty line.

The stark difference between these two estimates brings

into sharp relief the divide between what the federal govern-
ment spends on healthcare versus what it spends on income
support. It also shows that the answers to thorny questions of
what does and does not count as anti-poverty spending have
major implications for one’s conclusions.
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FIGURE 1: SPENDING ACROSS PROGRAMS
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SPENDING ON HEALTHCARE, THE ELEPHANT IN
THE ROOM

Healthcare in the U.S. is exceedingly expensive. Annual spend-
ing was estimated to be $3.5 trillion in 2017, more than $10,000
per person and nearly 18 percent of our national Gross Do-
mestic Product. Much of this is subsidized by the federal gov-
ernment through preferential tax treatment for corporations
and individuals.* Because the U.S. lacks a universal healthcare
system—despite having the most expensive healthcare system
in the world—provision for low-income Americans consumes
major federal resources.®

The Federal government spends nearly three times as much
on healthcare provision for low-income Americans as it does
on means-tested cash transfers.® Federal Medicaid expendi-
tures in 2018 totaled $415 billion in direct vendor payments.
Another $26.5 billion was eaten up by administrative costs and
vaccine coverage, an amount that is roughly $10 billion more
than the federal government spends on the nation’s primary
cash assistance program for poor families with children, Tem-
porary Assistance for Needy Families (TANF), and 30 percent
more than we spend on school meal programs. Adding $17.3
billion in expenditures on the Child Health Insurance Program
means that 54% of total federal expenditures on poverty goes
to healthcare, when such expenses are included. If healthcare
is considered poverty spending, then one way to seek cost
efficiencies might examine the structure of our expensive
healthcare system, rather than relatively efficient programs
like Medicaid that have to operate within it.”

Furthermore, a meaningful fraction of Medicaid spending sup-
ports families with vulnerabilities other than very low income.
In 2014, the Kaiser Family Foundation found that $283 billion in
state and federal Medicaid spending went to aged and disabled
populations.® As the Center on Budget and Policy Priorities
writes, “much of Medicaid spending for long-term care is

for people who were middle class for most of their lives, but
whose long term care expenses now outstrip their savings.”’

Healthcare spending certainly improves the circumstances
of poor and low-income families. While the Oregon Medicaid
Study showed inconclusive impacts on physical markers of
health, it found that Medicaid coverage led to improved men-
tal health, reduced financial hardship due to medical costs,

“and almost completely eliminated catastrophic out-of-pocket

medical expenditures.”” Yet one might argue that the risk of
catastrophic out-of-pocket medical expenditures is all but a
uniquely American phenomenon because of the ways our sys-
tem is constructed.

Because of these complexities, spending on means-tested
public health insurance for low-income Americans might be
more easily considered spending on healthcare rather than
poverty. Such spending has never been included in official
poverty measures because of the analytic challenges that
doing so presents. Even so, such programs clearly benefit
poor and low-income families, and recognizing their costs and
benefits is important. For these reasons, while our core esti-
mate of federal expenditures on poverty excludes healthcare
spending, we also continue to present estimates that include
healthcare spending.

WHAT COUNTS AS SPENDING ON POVERTY?

Determining what counts as anti-poverty spending requires
case-by-case decisions on hundreds of programs, decisions
about which reasonable analysts will likely disagree." Tough
questions must be asked: what fraction of the population can
be served before a program is no longer for the poor? Should
any program that serves lower-income Americans, among
others, count?

Many programs that are assumed to target the poor actually
serve families well above the poverty line. For example, more
than half of all infants in the United States receive the Sup-
plemental Nutrition Program for Women and Children (WIC).
While WIC targets low-income families, widespread utilization
demonstrates its value to one out of every two infants in the
U.S.”2 The EITC, child tax credit, school food programs, and
even the Supplemental Nutrition Assistance Program (SNAP)
all serve substantial numbers of individuals above the poverty
line. Should these be considered poverty spending? Should
only the dollars going to families below the poverty line count?
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Tanner’s original estimates included Pell Grants, which enable
millions of lower income students—many above the poverty
line—to enrollin college, greatly expanding college access.”
Similarly, one might consider the Federal Work Study Pro-
gram ($1.1 billion in 2018), which subsidizes students to work
for their universities while in school. Both programs enable
students above and below the poverty line to pursue higher
education and improve their own economic mobility long-term.
Is this anti-poverty spending?

Tanner also includes numerous programs that serve Native
Americans, which total $1.1 billion in expenditures in 2018.
While this spending surely supports a population that is dis-
proportionately low-income, not all of it does. In addition, one
could argue it should be considered recompense for the many
ways the U.S. has systematically disadvantaged this popula-
tion, rather than poverty spending.

Similarly, there are programs with even more universal benefits
included in the original estimate. For example, a $8.7 billion 2018
expenditure on the Universal Service Fund—an FCC program
that is focused on modernizing communications technology
across the country, including a “geospatial information system
solution.” This spending, while targeting rural communities that
the market fails, is still improving infrastructure for everyone.

While some might conclude that none of these programs
should be included, others could argue that $857 billion is far
too low. Agricultural subsidies clearly help lift some family
farmers out of poverty. The poor are disproportionately likely
to be incarcerated, thus perhaps corrections spending should
be added. Social Security is the most successful anti-poverty
program, keeping 15 million seniors out of poverty at a cost
of roughly $1 trillion annually, so a strong argument could be
made for adding some fraction of these expenditures.™™® A
similar argument could be made for unemployment insurance.
Without any parameters, we run the risk of labeling nearly all
public expenditures “poverty” spending.

SO... WHAT'S THE NUMBER?

Below we offer a menu of options based on different decisions
about what counts and what doesn't.

e Fstimate A includes means-tested health care expenditures
and adds in the refundable portion of the child tax credit to it,
raising his federal poverty spending estimate to $857 billion

e Estimate B concludes that healthcare spending is better
accounted for in health rather than poverty, but counts ev-
erything else, for a total of $393 billion.

e Estimate Cincludes only income support programs that
would directly impact the official or supplemental poverty
measure, for a total of $278 billion.

FIGURE 2: TOTAL EXPENDITURES (IN MILLIONS OF DOLLARS)
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Thus, three estimates of what the federal government spends
on poverty differ by almost $580 billion.

What does this equate to per person? The discussion above
makes it clear that it is inappropriate to limit the denominator
to the number of people in poverty in such a calculation, be-
cause so much of this spending goes to households above the
poverty line. Thus, we compare results of per person spending
for those in poverty to two, more accurate denominators: 1)
the number of people below 150 percent of the federal poverty
line and 2] the number of people below 200 percent of poverty.
We use official estimates for 2017 (most recent numbers avail-
able). We use official poverty rates rather than supplemental
poverty rates for simplicity (OPM rates do not include many of
the income transfer expenditures included in the expenditures
examined here)."

We see that these assumptions matter a great deal for result-
ing estimates of federal anti-poverty spending per low-income
person. Taking the full set of programs from the original Cato
report and dividing it by the number of individuals below 150
percent of poverty yields a value of $12,704 spent per low-in-
come person. This is well below per person estimates using
only those below the poverty line.
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TABLE 1: SPENDING ESTIMATES

<100 PERCENT OF POVERTY

<150 PERCENT OF POVERTY <200 PERCENT OF POVERTY

ESTIMATE TOTAL SPENDING (39.7 MILLION]) (67.5 MILLION]) (95.7 MILLION])
Estimate A $857 billion $21,600 $12,704 $8,961
Estimate B $393 billion $5,825 $4,109
Estimate C $278 billion $4,123 $2,908

Simply taking out health expenditures immediately cuts this
number by more than half (from $12,704 to $5,825) and reach-
ing up to 200 percent of poverty cuts it by a factor of three
(from $12,704 to $4,109). When we include only cash and near-
cash transfers—in-kind resources or cash transfers that go
directly to people—we see that spending equates to $2,908 per
low-income person below 200 percent of poverty.

CONCLUSION

The complexity of the federal social safety net makes it diffi-
cult for policymakers to evaluate the aggregate outcomes of
anti-poverty spending, or even to agree on a dollar amount

of that spending. It also makes it challenging for low-income
individuals to navigate a confusing system. Simplifying the
safety net is a policy goal that could lead to improvements over
the current system. However, implementation of such a goal is
fraught with challenges. Such changes could have major im-
pacts on the well-being of poor and low-income families—for
better or for worse—depending on what the changes are.

At more than $450 billion, Medicaid and CHIP comprise
considerably more than the federal government spends on

means-tested income support programs. This leads to an
important insight, which is that if healthcare spending is
included—and policy makers want to curb costs—a focus on
curbing the broader costs of our extremely expensive health-
care system is merited.

What the federal government spends relatively little on is
direct means-tested cash transfers, and much of this goes

to low-income families above the poverty line and not to the
poorest. In-kind and cash means-tested income transfers rep-
resent 32% of total federal anti-poverty expenditures overall.”
Cash transfers represent 18% of such federal expenditures.
Given recent research on the efficacy of cash transfers, we
argue that new aid may be more effective if it takes the form of
cash income transfers.'®

While scholars will continue a vigorous debate about how
much we, as a nation, spend on anti-poverty efforts, even
asking the question can lead to a deeper understanding of the
landscape, and uncover areas of agreement among scholars
with very different perspectives.
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