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Revising the poverty measure
Poverty statistics are expressed as apparently simple num-
bers—for example, “One in four children under five lives in
a poor family.” This simplicity is deceptive. The poverty
numbers are, in reality, the product of complex layers of
pragmatic political and methodological compromises, ex-
tending back over three decades. When the U.S. govern-
ment began tracking poverty, in the 1960s, the measure then
introduced was seen as provisional, pending the develop-
ment of more matured strategies. That same measure is still
used today, even though the soundness of the concepts and
methodology from which the official numbers are derived
has been questioned from the very beginning.

In 1992, questions about the poverty measure gave rise to a
National Academy of Sciences (NAS) study panel, estab-
lished at the request of Congress. In 1995 the panel issued a
final report and recommendations for change, Measuring
Poverty: A New Approach. These recommendations, the
possible consequences of making the changes, and the re-
search necessary to document those consequences were
discussed in a 1995 seminar organized jointly by IRP and
the Office of the Assistant Secretary for Planning and
Evaluation in the U.S. Department of Health and Human
Services.

Over the succeeding three years, a research agenda has
steadily been forged to explore the recommendations of the
NAS study panel and the seminar discussions. Some issues
in revising the poverty measure are close to resolution or
can be easily resolved; others still present complex method-
ological and political questions. There is not even a concep-
tual agreement, for example, on how medical expenses and
owner-occupied housing should be estimated.

The articles in this Focus lay out some underlying choices,
explore important technical issues, and clarify potential
effects of the suggested new poverty measure. The difficult
ethical and political decisions that arise in changing a mea-
sure so deeply embedded in federal and state government
activities are part of the reason that the present official
measure has remained in essence unchanged for so long.
But the coming of welfare reform has given new urgency to
the call for revision. n
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Improving the measurement of American poverty
The official measure of poverty in the United States is
framed in terms of family income. It uses an absolute
threshold, altered only for inflation, to distinguish those
who are poor from those considered to have enough for
the necessities of life.1 The 1995 panel of the National
Academy of Sciences (NAS) that studied the poverty
measure made specific and serious criticisms:

It excludes in-kind benefits, such as food stamps and
housing assistance, when counting family income.

It ignores the cost of earning income, including child
care costs, when calculating the net income available to
families with working members.

It disregards regional variation in the cost of living, espe-
cially the cost of housing, in determining a family’s
consumption needs.

It ignores direct tax payments, such as payroll and in-
come taxes, when measuring family income.

It ignores differences in health insurance coverage in
determining family income, and medical care needs in
determining family consumption needs.

It has never been updated to account for changing con-
sumption patterns of U.S. households. For example, ex-
penditures for food accounted for about one-third of fam-
ily income in the 1950s, but they now account for as little
as one-seventh.2

If the NAS panel report gave authoritative expression to
analysts’ dissatisfaction with the official poverty mea-
sure, events of the last three years have brought greater
urgency to discussion about replacing it. Strong political
and social trends appear to be fundamentally altering the
nature of government, devolving responsibility for social
welfare away from the center. If we are to comprehend
the consequences of these trends, we must have better
measures of well-being.

Welfare reform is but the most concrete expression of
this move away from the center. In the Personal Respon-
sibility and Work Opportunity Reconciliation Act
(PRWORA) of 1996, Congress changed the organization
and financing of important parts of the social safety net.
The act restricted the eligibility of particular groups and
individuals for several means-tested programs and essen-
tially turned over to the states responsibility for design-
ing a new system to provide cash aid to poor families
with children. Many Americans will judge the success or
failure of the new law by its effect on the number of
children and parents who are poor.

The existing poverty measure can give only flawed and
incomplete answers to questions about the effects of the
new welfare regimes. Because the measure ignores in-
kind benefits in calculating family resources—especially

near-cash equivalents such as food stamps—official sta-
tistics will not reflect any decline in well-being that oc-
curs if food stamp benefits are reduced or tighter restric-
t ions are placed on el igibi l i ty for Medicaid or
Supplemental Security Income (SSI). They do not cap-
ture the benefits provided to many poor families by the
Earned Income Credit (EIC). Nor will they capture non-
cash benefits and services that states may now provide as
part of Temporary Assistance for Needy Families
(TANF). Because the official measure takes no account
of work-related expenses, $5,000 in wage income will be
treated as equivalent to $5,000 in welfare benefits. Under
the new law, moreover, the Secretary of Health and Hu-
man Services must assess the performance of the states in
part by their success in reducing poverty among children.
If states continue to use the traditional measure of pov-
erty, the reliability of their information on child poverty
will be open to question.

To remedy the defects in the poverty measure, the NAS
panel members made three central recommendations:
change the measure of income, change the poverty
threshold, and change the survey used to determine the
percentage and distribution of the poor.

To change the income measure from the current money
income definition, they proposed to add noncash benefits
and to subtract taxes and work expenses (including child
care), child support paid, and medical out-of-pocket ex-
penses.

In place of the existing poverty threshold, which is based
on the cost of food multiplied by three (to account for
other expenses), they proposed a new threshold based on
food, clothing, shelter, and “a little bit more,” and sug-
gested new ways of estimating the poverty level for fami-
lies of different size and composition, allowing also for
geographic variation. They further proposed that the
threshold be updated annually to keep pace, not merely
with inflation, but with growth in median expenditures
on basic goods (food, clothing, and shelter).

Finally they recommended that the government no longer
use the March Current Population Survey (CPS) as its
source of income and poverty-related data, instead draw-
ing those data from the Survey of Income and Program
Participation (SIPP).3
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Crafting a research agenda for an alternative
poverty measure

Each recommendation of the NAS panel invoked com-
plex technical problems and policy issues. Since 1995, a
research agenda to translate the panel’s recommenda-
tions into reality has been developed through intensive
discussions among organizations that strongly believe in
the need for a more accurate measure of impoverishment.
The main movers in this venture have been the Census
Bureau, the Bureau of Labor Statistics (BLS), the Office
of Management and Budget, IRP, and the Brookings
Institution.

In its early stages at least, the research agenda is based
upon two central assumptions. First, it advocates a new
approach to defining poverty for statistical purposes
only. The newly calculated poverty statistics or a newly
defined poverty threshold would not be used to allocate
funds or determine eligibility. For the foreseeable future,
the Census Bureau will continue to calculate the poverty
threshold and tabulate the number of poor families using
the present official definition. Indeed, the NAS panel did
not recommend a specific poverty threshold to replace
the existing measure. This decision, they believed, is an
inherently subjective one, with major policy implications
that needed to be fully explored.

Second, the research agenda assumes that it is crucial to
define a poverty measure that will yield approximately
the same number of poor people for a reference year as
does the current measure (the NAS panel used 1992, the
latest year for which they had data). The reason for this is

in large part pragmatic. How might the public, Congress,
and the administration react to a new poverty measure
that showed millions more (or fewer) persons than the
current measure? Securing acceptance for any new defi-
nition will surely be easier if the new index is “chained”
to the old. There are two ways in which this might be
accomplished. First, one might define the measure so as
to leave the poverty rate for the reference year un-
changed. Second, one might choose to leave the average
poverty threshold unchanged, while calculating poverty
rates for each family type and geographic region using the
NAS recommendations instead of present procedures.4

Whatever thresholds are chosen should be the result of a
carefully specified process that cannot be changed arbi-

The official U.S. poverty measureThe official U.S. poverty measureThe official U.S. poverty measureThe official U.S. poverty measureThe official U.S. poverty measure

The official U.S. measure of poverty has a set of
lines, or thresholds, that are compared with fami-
lies� resources to determine whether they are
poor. The thresholds differ by the number of
adults and children in a family and, for some
family types, by the age of the family head. The
resources are families� annual before-tax money
income.

The current thresholds were developed as the
cost of a minimum diet times three to allow for
expenditure on all other goods and services. The
multiplier of three represented the after-tax
money income of the average family in 1955
relative to the amount it spent on food. The cen-
tral threshold for 1963, the year in which the
measure was developed, was about $3,100 for a
family of four (two adults and two children). Since
1965 the threshold has been adjusted annually
only for inflation. Thus the 1998 threshold value
of $16,450 for a family of four represents the
same purchasing power as the 1963 threshold
value.
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The articles on revising the poverty measure in this
Focus are in part intended as an important resource
for a series of three meetings being jointly sponsored
in Washington, DC, by IRP and the Brookings Institu-
tion and supported by the Annie E. Casey Foundation.
The first of these meetings was held on April 7, 1998.
Moderated by IRP Director Barbara Wolfe, a panel of
experts set the overall framework for measuring child
well-being and poverty by providing an overview of
the recommendations of the National Academy of
Science for poverty measurement and a rationale for
changing the current measure. David Betson (Univer-
sity of Notre Dame) presented his recent work focus-
ing on simulations of poverty rates using four different
versions of the poverty measure, examining the issues
it raises for measuring poverty and changing the ratios
among groups within the population. Dan Weinberg
(U.S. Census Bureau) described ongoing work at the
Census Bureau and the Bureau of Labor Statistics. Bill
Hoagland (U.S. Senate Budget Committee Staff) and
Katherine Wallman (OMB) provided brief commentar-
ies and additional information that were followed by
open discussion.

Forum 2, on April 24, will examine the measurement
of poverty at the state and substate levels, and will
review the advantages, disadvantages, and costs of
some of the Census Bureau�s current efforts in this
area, including the Small Area Income and Poverty
Estimates and the American Community Survey, de-
scribed in this Focus. The forum will be moderated by
Gary Burtless, Senior Fellow in Economic Studies at
the Brookings Institution. Participants include Allan
Schirm, Senior Researcher at Mathematica Policy Re-
search, Inc., Cynthia Taeuber and Charles H.
Alexander, both of the Demographic Statistical Meth-
ods Division of the U.S. Census Bureau. Tony
McCann, Majority Staff Director of the House Appro-
priations Committee, and David McMillen, a member
of the Minority Staff of the House Government Reform
and Oversight Committee, will comment.

Forum 3 in the series is scheduled for May 8 and will
focus on the measurement of child poverty.



4

trarily from year to year. Yet it should be possible to
update them at reasonable intervals as economic, demo-
graphic, and social circumstances change. The NAS
panel suggested that annual adjustments should be calcu-
lated to reflect changes in consumption of the basic
goods and services in the poverty budget—food, cloth-
ing, and shelter—as measured by the Consumer Expendi-
ture Survey (CEX).

This recommendation was perhaps the most controver-
sial of the panel’s suggestions. The current poverty mea-
sure is an absolute standard, intended to represent the
level of resources necessary to maintain a minimal stan-
dard of living. It is updated only for changes in overall
prices, using the Consumer Price Index. The panel’s sug-
gestion is an effort to introduce some deliberate relativity
into the poverty measure. Over time, use of CEX data
could cause the poverty thresholds to increase more than
if they continue merely to be adjusted for price changes.
And can we be confident that the CEX data are represen-
tative enough and high enough in quality to make the
survey an appropriate arbiter of the poverty level?5

With the passage of PRWORA, a new set of measure-
ment issues has come to prominence. In the years ahead,
many important policy decisions regarding welfare will
be made in state capitols. Trends in poverty within states
are, therefore, likely to take on greater policy signifi-
cance. Information about pre- and post-transfer poverty
rates will be helpful to analysts attempting to understand
and interpret changes in the numbers and distribution of
people receiving food stamps, SSI, and TANF.

The research agenda proposes a three-part study of the
development of state poverty estimates. First, analysts
need to specify the rationale for and the cost of develop-
ing state-by-state estimates for important demographic
groups every year or so. If the cost of such estimates
proves to be prohibitive, less ambitious options should be
explored—state-by-state estimates for all states with at
least 3 million residents, for example (in 1997, there
were 29 such states). The second part of this study should
describe and explain an ongoing Census Bureau project
to develop poverty estimates for small areas (see this
Focus, pp. 53–55), analyzing the implications of apply-
ing this methodology when a new measure of poverty has
been developed. Finally, the feasibility of using state
administrative data to obtain reliable state-by-state pov-
erty estimates must be explored.

Completion of the research agenda laid out here is the
necessary underpinning of any effort to implement and
popularize an alternative to the official poverty measure.
When the crucial methodological decisions have been
made and reliable numbers are available, it should be
possible to answer three sets of policy questions: 1. What
are the consequences for current government programs
of relying on a flawed poverty measure? 2. What are the
effects of using a defective poverty measure for our

interpretation of the historical record? Has the United
States done a better or a worse job in reducing poverty
than the official statistics suggest? 3. How would adop-
tion of an improved poverty standard affect the opera-
tions of government in the foreseeable future? What
would be the consequences of the new measure, if em-
bodied in law, for the distribution of government benefits
among geographic regions and population groups?

The consequences of official poverty statistics for
government operations and program administration

Official poverty statistics are used in a variety of ways to
administer public programs. In some cases, public re-
sources are divided among states or other political juris-
dictions on the basis of the number of people or propor-
tion of the local population officially classified as poor.
In other cases, family eligibility for a particular public
benefit may depend on whether the family’s income is
below the official poverty threshold or some multiple of
it.6 Have program operations been adversely affected by
the defects in the current poverty measure? What have
been the effects on budget allocations among different
jurisdictions? Have some population groups been de-
prived of benefits or have others received excessive ben-
efits under the flawed poverty measure?

An important step in answering such questions as these
will be the creation of interim public-use files that will
contain microdata for a large, representative sample of
households for selected years, and that will be linked to
one or more variants of the new poverty measure. These
data will be readily accessible to a wide spectrum of
users, including researchers and policy makers. Prepara-
tion of these files awaits resolution of issues that are
discussed in the next article.

The effects of a flawed poverty measure on assessing
progress against poverty

According to conventional wisdom, U.S. antipoverty
programs have not “worked.” This perception is appar-
ently confirmed by official statistics, which show that
poverty continued to rise even as public spending on the
poor increased. Although the numbers of the poor are
down, those who are poor have fallen further and further
behind mainstream American families.

But the official statistics measure only cash household
income. A picture of poverty for these decades that in-
cluded other kinds of income would look somewhat dif-
ferent. Food stamps and other nutrition programs have
improved the diet of many poor households. Medicaid
has increased the access of many poor families to ad-
equate health care. Public housing programs have subsi-
dized decent housing for many people who would other-
wise find themselves at risk of homelessness. These
programs have all tempered the hardship of being poor,
yet none of their contribution is reflected in the official
poverty statistics.
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This defect in the poverty measure might have been
unimportant if cash and in-kind government benefits for
poor families had risen at the same rate. In fact, the rate
of growth has been very unequal. In the early 1960s more
than $8 out of $10 in public means-tested benefits was
transferred to poor people as cash, less than $2 as in-kind
benefits. By the early 1990s, more than $7 out of $10 was
transferred as in-kind benefits. Official poverty statistics,
therefore, mask the full extent to which poverty has been
reduced by programs to ameliorate it, because they ex-
clude the consumption gains that result from in-kind
transfers. They also exclude the effects of taxes on fam-
ily well-being. These effects cut two ways. Ignoring in-
come and payroll taxes and work expenses may overstate
the living standard that low-income families can afford.
But it may also understate their well-being, because such
families often qualify for refundable Earned Income
Credits that substantially boost their after-tax income.

A more accurate poverty measure, along with the public-
use datafiles described earlier, will thus make it possible,
for the first time, to lay out the consequences of the
mismeasurement of poverty. Has the nation made greater
progress in relieving destitution than is suggested by the
official statistics? Which groups have benefitted the
most? Who has been passed by? These questions have
practical relevance for much of the current discussion of
social welfare policy in the United States.

The effects of changing the official definition of poverty

The official poverty measure exists in two forms, poverty
thresholds and poverty guidelines. The differences be-
tween them are explained in the box on p. 6. Because the
poverty guidelines are used to determine eligibility or
allocate resources in many different programs, changing
the official measure on which they are based is likely to
produce unpredictable and wide-ranging effects. For ex-
ample, the NAS study panel proposed that the measure
take into account work-related expenses in families
where at least one person is employed. Such a change
could have important implications for the allocation of
federal funds between local areas where the proportions
of working and nonworking families differ. Including
geographic variations in housing costs might have simi-
lar far-reaching effects. Before introducing a new pov-
erty measure for program purposes, policy makers must
determine whether the resulting redistribution of re-
sources will be more equitable, or will have unexpected
and capricious effects. n

1The NAS panel report is C. F. Citro and R. T. Michael, eds., Measuring
Poverty: A New Approach (Washington, DC: National Academy Press,
1995). The report and the seminar were summarized in Focus 17, no. 1
(Spring 1995): 2–28. In April 1997 the General Accounting Office also
issued a report on the panel recommendations, Poverty Measurement:
Issues in Revising and Updating the Official Definition, GAO/HEHS-97-
38, Washington, DC.

This is not the only way that poverty might be measured. The govern-
ment might have chosen, for example, to use family expenditure data

to create a measure based on consumption. Or they might have based
their estimates of poverty on surveys, by asking people what it means
to be poor. Both these approaches have strong constituencies in their
favor, and are discussed briefly in this Focus, for instance, in the
article by Peter Saunders, “Toward a Better Poverty Measure.”

2Citro and Michael, eds., Measuring Poverty, pp. 27–31.

3For a brief summary and comparison of these surveys, see p. 11.

4Adopting this second procedure would likely produce higher poverty
rates than the current measure. The reason is that the NAS panel’s
budget concept includes only basic items that every family needs
(food, clothing, shelter, and a little more). Necessities that only some
families have—child support payments, child care, or work expenses,
for example—are treated as deductions from the income of the fam-
ily. In contrast, the official budget concept includes all needs aver-
aged over all families of a given type and size. Thus to keep the same
poverty threshold with a new definition of resources is, in effect, to
raise that threshold in real terms. For the 1992 data that the panel
analyzed, keeping the same threshold would definitely result in a
higher poverty rate under the NAS measure than under the official
measure. On this issue, see the article by Short and colleagues, “Put-
ting the Experimental Poverty Measure into Practice,” in this Focus.

5BLS research using the CEX is reported in D. Johnson, S. Shipp, and
T. I. Garner, “Developing Poverty Thresholds Using Expenditure
Data,” Proceedings of the Government and Social Statistics Section,
American Statistical Association (Alexandria, VA: ASA, 1997),
pp. 28–37.

6For example, the federal government now requires that states offer
Medicaid to all children born after September 1983, if their family
incomes are below the poverty threshold.
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PPPPPoverty thresholds and poverty guidelinesoverty thresholds and poverty guidelinesoverty thresholds and poverty guidelinesoverty thresholds and poverty guidelinesoverty thresholds and poverty guidelines

Since December 1965, there have been two slightly different versions of the federal poverty measure: the poverty
thresholds and the poverty guidelines.

The poverty thresholds are the statistical version of the poverty measure and are issued by the Census Bureau;
they are used for calculating the number of persons in poverty in the United States or in states and regions.

The poverty guidelines are the administrative version of the poverty measure and are issued by the Department
of Health and Human Services (HHS); they are a simplification of the poverty thresholds and are used in
determining financial eligibility for certain federal programs.

A major reason for issuing guidelines distinct from the poverty thresholds is that the thresholds for a particular
calendar year are not published in final form until late summer of the following calendar year. If poverty
guidelines were not issued, HHS and other agencies would have to use two-year-old data in determining
eligibility for programs during the first half of each year.

Both the poverty thresholds and the poverty guidelines are updated annually for price changes using the
Consumer Price Index for All Urban Consumers (CPI-U).

The HHS poverty guidelines are used in setting eligibility criteria for a number of federal programs. Some
programs actually use a percentage multiple of the guidelines, such as 125 percent, 150 percent, or 185 percent.
This is not the result of a single coherent plan; instead, it stems from decisions made at different times by different
congressional committees or federal agencies.

Some examples of federal programs that use the guidelines in setting their eligibility criteria are:

In HHS: Community Services Block Grant, Head Start, Low-Income Home Energy Assistance

In the Department of Agriculture: Food Stamps, Special Supplemental Nutrition for Women, Infants, and
Children (WIC), Emergency Food Assistance (TEFAP), the National School Lunch and School Breakfast
programs

In the Department of Energy: Weatherization Assistance

In the Department of Labor: Job Corps, some other employment and training programs under the Job Training
Partnership Act

In the Legal Services Corporation: Legal services for the poor

Certain relatively recent provisions of Medicaid use the poverty guidelines; however, the rest of that program
(accounting for roughly three-quarters of Medicaid eligibility determinations) does not use the guidelines.

Absent from the list of programs using the guidelines are Supplemental Security Income, the Earned Income Tax
Credit program, the Social Services Block grant, the Department of Housing and Urban Development�s means-
tested housing assistance and, while it existed, Aid to Families with Dependent Children (AFDC), although about
a dozen states linked their AFDC need standards at least nominally to the poverty guideline.

Some state and local governments have chosen to use the federal poverty guidelines in some of their own
programs and activities. Examples include state health insurance programs, financial guidelines for child support
enforcement, and determination of legal indigence for court purposes. Private companies such as utilities,
telephone companies, and pharmaceutical companies have also adopted the guidelines in setting eligibility for
their services to low-income persons.

This description is adapted from Gordon M. Fisher, �Disseminating the Administrative Version of the Federal
Poverty Measure in the 1990s,� paper presented June 6, 1996, at the annual meeting of the Sociological Practice
Association, Arlington, VA. Gordon Fisher, a program analyst in the Office of the Assistant Secretary for Planning
and Evaluation in the Department of Health and Human Services, has been responsible since 1982 for preparing
the annual update of the poverty guidelines.
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Definitional issues in establishing a new
poverty measure
It seems fair to say that no one in the administration or in
Congress now has the knowledge or capacity to impose a
particular definition of poverty. Much of the groundwork
for change has been laid, but some vital technical tasks
remain to be completed. This article reviews some of the
more difficult questions of definition. Later articles dis-
cuss perhaps the most difficult—taking account of medi-
cal needs and expenses, and valuing owner-occupied
housing.

Defining income

We cannot separate the measurement of income from the
definition of poverty. To define the level of resources
needed in order not to be poor, we must determine what
is to be counted as income, yet there is no “official”
definition to offer guidance. In effect, what is included as
“income” will depend upon the questions asked. In 1947,
when the Census Bureau first began tracking income, it
asked two simple questions: “How much did you earn in
wages and salaries in this year?” and “How much income
from all sources did you receive in this year?” Today, the
Census Bureau reports income data using 15 different
definitions, encompassing about 20 possible sources of
income. These different definitions serve different pur-
poses. “Money income” represents command over the
resources to purchase the necessities of life in the open
market and to meet obligations of citizenship, such as
taxes. Other definitions attempt to approximate the re-
sources that would be available to people if government
did not intervene, or to take into account taxes and pri-
vate transfers, public transfers (cash or in-kind), and
relative intangibles such as the value of owning one’s
own home versus renting.

There are three central measurement issues in defining
income: valuing and counting noncash income, subtract-
ing taxes, and reducing survey underreporting and sam-
pling errors. A linked question is whether to continue to
base official estimates on the Current Population Survey
(CPS) or to switch to a newer survey designed to collect
better income information, the Survey of Income and
Program Participation (SIPP).

Noncash income

A comprehensive income measure would place a value
on in-kind government transfers, such as food stamps,
which typically go to low-income families. It would also
value nonwage compensation, such as employer-paid
health insurance or company cars, that may go to earners
at all income levels. In the past quarter-century, the
growth of government benefits to the poor has been par-

alleled by growth in the noncash income of all U.S.
families, in part because of tax laws exempting nonwage
compensation, such as health insurance, from income
and payroll taxes.

Disposable income

For the official measure, poverty has always been calcu-
lated using pretax income because of the limited infor-
mation collected by the CPS. In the 1960s, this was less
important than it is now, because the poor were virtually
exempted from federal income taxation, and very few
states taxed low-income families. The only tax most of
the poor paid on their income was the Social Security
payroll tax, at approximately 3 percent of earnings. To-
day, the poor are subject to considerably higher federal
and state taxes.1 After-tax income, therefore, is clearly a
better measure of their ability to meet the daily necessi-
ties of life. Also important in calculating disposable in-
come is the cost of work, especially transportation, child
care, and clothing. The Census Bureau and the Urban
Institute have already developed procedures for imputing
income and payroll tax liabilities, but analysts still need
to generate good estimates of child care and other work-
related costs and decide how these expenses can be ob-
tained or imputed for households interviewed in the CPS
and the SIPP.

Correcting the income estimates

Research matching household survey responses with fed-
eral income tax returns and national income accounts has
shown that income from some sources—though not
wages and salaries—tends to be underreported. For ex-
ample, up to 30 percent of the benefits from means-tested
programs is not reported in Census Bureau surveys. Ef-
forts to correct for such underreporting have been only
partially successful. Also poorly reported are investment
income and “underground,” “nonmarket,” or “black mar-
ket” income from legal and illegal activities. Researchers

This article is based upon three unpublished reports:This article is based upon three unpublished reports:This article is based upon three unpublished reports:This article is based upon three unpublished reports:This article is based upon three unpublished reports:
Gary Burtless, Tom Corbett, and Wendell Primus, �Im-Gary Burtless, Tom Corbett, and Wendell Primus, �Im-Gary Burtless, Tom Corbett, and Wendell Primus, �Im-Gary Burtless, Tom Corbett, and Wendell Primus, �Im-Gary Burtless, Tom Corbett, and Wendell Primus, �Im-
proving the Measurement of American Poverty,�proving the Measurement of American Poverty,�proving the Measurement of American Poverty,�proving the Measurement of American Poverty,�proving the Measurement of American Poverty,�
Brookings Institution and IRP, 1997; Daniel H. WeinbergBrookings Institution and IRP, 1997; Daniel H. WeinbergBrookings Institution and IRP, 1997; Daniel H. WeinbergBrookings Institution and IRP, 1997; Daniel H. WeinbergBrookings Institution and IRP, 1997; Daniel H. Weinberg
and Charles T. Nelson, �Changing the Way the Unitedand Charles T. Nelson, �Changing the Way the Unitedand Charles T. Nelson, �Changing the Way the Unitedand Charles T. Nelson, �Changing the Way the Unitedand Charles T. Nelson, �Changing the Way the United
States Measures Income and Poverty: A Progress Report,�States Measures Income and Poverty: A Progress Report,�States Measures Income and Poverty: A Progress Report,�States Measures Income and Poverty: A Progress Report,�States Measures Income and Poverty: A Progress Report,�
U.S. Bureau of the Census, 1997; and David M. Betson,U.S. Bureau of the Census, 1997; and David M. Betson,U.S. Bureau of the Census, 1997; and David M. Betson,U.S. Bureau of the Census, 1997; and David M. Betson,U.S. Bureau of the Census, 1997; and David M. Betson,
��Is Everything Relative?� The Role of Equivalence Scales��Is Everything Relative?� The Role of Equivalence Scales��Is Everything Relative?� The Role of Equivalence Scales��Is Everything Relative?� The Role of Equivalence Scales��Is Everything Relative?� The Role of Equivalence Scales
in Poverty Measurement,� 1996.in Poverty Measurement,� 1996.in Poverty Measurement,� 1996.in Poverty Measurement,� 1996.in Poverty Measurement,� 1996.

The U.S. Bureau of the Census maintains a World WideThe U.S. Bureau of the Census maintains a World WideThe U.S. Bureau of the Census maintains a World WideThe U.S. Bureau of the Census maintains a World WideThe U.S. Bureau of the Census maintains a World Wide
Web site where technical papers pertaining to experi-Web site where technical papers pertaining to experi-Web site where technical papers pertaining to experi-Web site where technical papers pertaining to experi-Web site where technical papers pertaining to experi-
mental poverty measures are posted in full. They are tomental poverty measures are posted in full. They are tomental poverty measures are posted in full. They are tomental poverty measures are posted in full. They are tomental poverty measures are posted in full. They are to
be found in the Poverty section, at <http://be found in the Poverty section, at <http://be found in the Poverty section, at <http://be found in the Poverty section, at <http://be found in the Poverty section, at <http://
www.census.gov/ftp/pub/hhes/www/poverty.html>.www.census.gov/ftp/pub/hhes/www/poverty.html>.www.census.gov/ftp/pub/hhes/www/poverty.html>.www.census.gov/ftp/pub/hhes/www/poverty.html>.www.census.gov/ftp/pub/hhes/www/poverty.html>.
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are so far from measuring underground income accu-
rately that including it in official statistics would be quite
difficult. 2

Which survey to use?

The panel of the National Academy of Sciences (NAS)
studying the poverty measure recommended that the new
poverty threshold be based upon data from the SIPP,
which obtains very much more complete income report-
ing than the CPS.

Compared to the CPS, the SIPP has had several draw-
backs.

In the first place, the SIPP design consists of one four-
year longitudinal panel followed by another; there is no
overlap between them. It therefore faces problems of
bias, due to sample attrition, that cannot be consistently
corrected with current methods.3 The CPS sample, in
contrast, is constantly refreshed with new families, mak-
ing it better suited for generating a consistent time series
of annual national income or poverty estimates.

Second, the SIPP sample was only one-third the size of
the CPS, and data were released more slowly because of
the much greater complexity of the survey. The version
of the SIPP implemented in 1996 has, however, a sub-
stantially greater sample and it oversamples low-income
households. Its national estimates may well now be more
accurate than those of the CPS, which has shrunk to
48,000 households and is inefficient for national esti-
mates because it uses a state-based design.4

In effect, the two surveys may prove to be complemen-
tary. If microsimulation modeling using administrative
records can be developed to correct for underreporting in
both surveys, they would then give the same aggregate
statistics. The CPS could be used for a quick snapshot,
consistent with data collected since 1947. The SIPP
could be used for more detailed estimates, for subannual
and multiyear estimates, and for understanding many
other dimensions of poverty.

Setting thresholds to define poverty

It is quite possible to determine what is absolutely neces-
sary for survival in terms of food, clothing, and shelter.
But even the most apparently “absolute” measure of pov-
erty is in fact relative. The “minimum” diet on which the
official poverty measure is based was a minimum diet for
the United States in the 1950s. There really is no “scien-
tific” way to decide which set of thresholds is appropriate
for determining who is poor in a particular society, espe-
cially in the developed world; that is essentially an ethi-
cal and political decision.5 Social science can, however,
specify which thresholds are consistent with our general
knowledge of the economic status of households in that

society and, by establishing that particular thresholds are
both reasonable and equitable, can confer legitimacy
upon them.

The NAS panel proposed setting poverty thresholds by
first selecting a level of need for a reference family unit
and then using a set of equivalence scales to create
thresholds for other family types. These recommenda-
tions immediately evoke complex technical issues. How
do we establish a family’s needs, including minimum
levels of consumption for specific commodities? What
family type constitutes a “suitable” reference family?
How do we establish equitable equivalence scales to cor-
rect for differences in family size and composition? How
should we correct for cost-of-living differences across
time and geographic areas?

Minimum consumption levels

In theory, an expert panel might establish minimum con-
sumption standards for all necessary commodities, but
any attempt to do so would immediately enter a minefield
of subjective decision making about the commodities to
include as “necessary.”6 And although a household’s re-
sources may be objectively estimated, the same cannot be
said of its needs. David Betson observes: “At what point
in the continuum of household consumption does a
household move from ‘not having enough’ to ‘having
enough?’”7

A more feasible approach, taken by the NAS panel, is to
define minimal consumption standards for a limited
number of essentials upon which all can fairly readily
agree—food, clothing, and shelter—and to obtain a pov-
erty threshold by using a small multiplier to account for
other unmeasured (and unspecified) necessities. The
panel did not recommend a single number; instead, it set
a lower bound based on 78 percent of median expendi-
tures for food, clothing, and shelter, with a multiplier of
1.15, and an upper bound at 83 percent of the median
with a multiplier of 1.25 (the multiplier is the “little bit
more” often mentioned).

Researchers from the Census Bureau and the Bureau of
Labor Statistics (BLS) have explored this approach using
actual expenditures of a two-parent, two-child family
from the Consumer Expenditure Survey (CEX, described
on p. 11). Their findings, which, for the first time, make
use of the SIPP, are reported elsewhere in this Focus.

Choosing a reference family and adjusting for family
size and composition

In principle, any family type could be chosen as the
reference family. The single individual may seem to be
the simplest, and is indeed used in some countries. The
Organization for Economic Cooperation and Develop-
ment, for example, begins by setting a value of one on a
single individual and adding 0.70 for each additional
adult and 0.50 for each child in the unit. The Low-
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Income Thresholds used in Canada also set a value of one
on a single individual, but add 0.40 for the second indi-
vidual (adult or child) and 0.30 for each additional fam-
ily member thereafter. These easily understandable
scales are not thereby more reasonable. Expert efforts in
this country to estimate scales, using different criteria,
have also varied greatly. For example, estimates for the
cost of adding one extra adult to a single-person house-
hold with an elderly head range from 23 percent to 83
percent, depending on the basis of the calculation.8

The NAS panel recommended that a family of four be
used, on the ground that choosing a family unit more
central to the distribution of family types would reduce
the sensitivity of the thresholds to the choice of equiva-
lence scales.

The equivalence scales incorporated into the official
poverty thresholds are based solely on relative food costs
as they existed nearly four decades ago. They are open to
considerable question. The equivalence scale between
two-adult and one-adult families, for example, incorpo-
rates higher economies of scale than can be considered
reasonable, and the scales understate spending on chil-
dren relative to adults, to judge by other data on the cost
of raising children.9

Establishing the bases for new equivalence scales in-
volves many judgment calls. How, for example, should
we estimate the needs and resources of a family consist-
ing of two adults and one child under 5, versus those of a
single-parent family with two teenaged children? Com-
mon sense tells us that their needs and resources are
likely to be very different. How should the scales account
for differences in family circumstances—the needs of
families owning a house versus those of renters, for in-
stance? Which is the more useful basis for determining
poverty: the household (those living in a housing unit) or
the family (those in one household related by blood or
marriage)? How should cohabiting couples be weighted,
compared with married couples?

The choice both of reference family and of equivalence
scales has clear consequences for the overall count of
who is poor and for the composition of the poverty popu-
lation. Examining six differently constructed scales,
David Betson found that three of them led to an increase
in the number of the poor, three to a reduction. The
elderly population was particularly sensitive to the
choice of equivalence scale. For example, five of the
experimental equivalence scales lowered the poverty
thresholds for elderly single individuals, but all six cre-
ated higher thresholds for elderly couples—resulting in
increases ranging from 25 to 49 percent in the incidence
of poverty among such couples.10

Cost of living differences over space and time

In a country as large and diverse as the United States,
there are significant local differences in the cost of

living. Alaska and Hawaii, for example, have very much
higher living costs than the 48 contiguous states. At
present, no officially published statistics permit compari-
son of prices across geographic areas. The NAS panel
developed an interarea price index only for shelter, bas-
ing it on methods used by the Department of Housing and
Urban Development for administering rental housing
subsidies. BLS researchers have produced some experi-
mental indices of prices, based on monthly Consumer
Price Index (CPI) data for 1988–89, that comprise about
85 percent of consumer spending, but this research is still
in progress.11

To update poverty thresholds over time, the NAS panel
proposed using a three-year moving average of actual
consumption of the basic goods and services contained in
the poverty budget, using CEX data. But the information
on actual consumption needed to calculate a poverty-line
level of consumption in each broad category of basic
goods and services may not be available on a timely
basis. It will be necessary, therefore, to develop methods
of updating the thresholds that are both practical and
consistent with the approach recommended by the NAS
panel. One reasonable compromise might be to respecify
and re-estimate the minimum-consumption list of basic
goods at regularly scheduled intervals, say every ten
years, and to use the CPI for interim adjustments.12

The table that begins on p. 12 lists federal government
research projects that address the technical problems of
introducing a new poverty measure. Two issues are still
largely unresolved, both conceptually and practically.
These are the treatment of medical out-of-pocket costs,
and the valuation of owner-occupied housing. n

1C. F. Citro and R. T. Michael, eds., Measuring Poverty: A New
Approach (Washington, DC: National Academy Press, 1995), p. 29.

2It has been suggested that consumption is a better measure of well-
being than income, but the collection of accurate consumption or
expenditure data presents many difficulties. See, for example, the
article by Peter Saunders, “Toward a Better Poverty Measure,” in this
Focus.

3Both the CPS and the SIPP are described on p. 11.

4Estimates using both CPS and SIPP are presented in the article by
Short and colleagues, “Putting the Experimental Poverty Measure
into Practice,” in this Focus.

5This may not be true in developing societies or societies in transition
and chaos, where an argument can be made for using anthropometric
measures of children’s growth to assess the well-being of the popula-
tion: if the children show signs of stunting and wasting, one can make
direct inferences about the welfare of the society as a whole. See, for
example, S. Ismail and J. Micklewright, Living Standards and Public
Policy in Central Asia: What Can Be Learned from Child Anthropom-
etry? Innocenti Occasional Papers, EPS 62 (Florence: UNICEF,
1997).

6Is a telephone, for example, a necessity? Under the conditions of
American society today, the lack of a telephone is a serious obstacle
to those who are looking for a job.

7D. M. Betson, “‘Is Everything Relative?’ The Role of Equivalence
Scales in Poverty Measurement,” unpublished paper, 1996.
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“Definitional Issues,” notes continued
8Betson, “‘Is Everything Relative?’” pp. 23–24.

9Betson, “‘Is Everything Relative?’” p. 11.

10Betson, “‘Is Everything Relative?’”

11The BLS publishes the CPI and a series of average prices for se-
lected commodities separately for 44 geographic areas in addition to
the average national index. These indices can show different rates of
change in prices across areas, but do not permit interarea compari-
sons. For instance, the December 1988 CPI for food-at-home in Chi-
cago was 121.4, while that in Baltimore was 121.9. This shows that
such costs had risen faster in Baltimore than in Chicago, but provides
no information about whether price levels were relatively higher in
Baltimore either in the base period (1982/84 = 100) or in 1988.

Moreover, the CPI samples are rather restricted in size, and products
may vary somewhat from region to region. A preliminary report of the
BLS experiments in interarea price comparisons is M. Kokoski, P.
Cardiff, and B. Moulton, “Interarea Price Indices for Consumer
Goods and Services: An Hedonic Approach Using CPI Data,” Work-
ing Paper 256, Bureau of Labor Statistics, July 1994; see also D.
Johnson, S. Shipp, and T. I. Garner, “Developing Poverty Thresholds
Using Expenditure Data,” Proceedings of the Government and Social
Statistics Section, American Statistical Association (Alexandria, VA:
ASA, 1997), pp. 28–37.

12The market basket used for the CPI is itself reviewed and respecified
once every ten years or so.
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The CEX, CPS, and SIPP surveys
The Consumer Expenditure Survey (CEX)

This is a continuing survey of households that primarily
collects data on consumer expenditures through a quarterly
Interview Survey and a 2-week Diary Survey about the U.S.
civilian noninstitutionalized population, including military
in civilian housing, students in college housing, and group
homes. The CEX is sponsored by the Bureau of Labor Statis-
tics (BLS) and conducted by the Bureau of the Census. The
Interview Survey sample size is 6,800 “consumer units”
interviewed in person at 3-month intervals for 5 quarters;
each month, one-fifth of the sample is new, and one-fifth is
completing its final interview. The Diary Survey sample is
an additional 6,000 consumer units, each of which records
daily expenditures for 2 consecutive weeks. “Consumer
units” are defined as a single person living alone or sharing a
household with others but financially independent; family
members sharing a household; two or more persons living
together who share responsibility for two of three major
expenses—food, housing, and other expenses.

The CEX Interview Survey includes data on demographic
characteristics, work experience, and job characteristics in
the previous 12 months, for unit members aged 14 and over.
Detailed expenditure data are collected quarterly on rent,
housing assistance subsidies, mortgage and home equity loan
payments, and other home ownership and maintenance costs,
including utility expenses; purchases of major household
items, clothing and accessories; transportation and automo-
bile costs; insurance premiums and health care costs and
benefits (e.g., from Medicare and Medicaid); educational
expenses; trips; and gifts. Global or usual expenditures are
obtained for cultural and leisure activities; expenses for food
and food stamps or other food-related benefits; and a range of
miscellaneous expenses, such as work-related expenses and
contributions (including alimony, child support, and chari-
table contributions). Very complete asset, income, and tax
data are obtained.

The Current Population Survey (CPS)

This is a monthly survey of households that collects prima-
rily labor force data about the U.S. civilian noninstitu-
tionalized population. BLS sponsors the core of the CPS,
which is designed to provide monthly unemployment rates.
The Bureau of the Census sponsors the March Income
Supplement to the CPS, in which respondents are asked
supplementary questions about money income received in
the previous calendar year. The CPS sample size was about
60,000 households (now  48,000); households are considered
in the sample for 4 months, out of the sample for 8 months,
and in again for 4 months. The sample is updated continually
to account for new residential construction and periodically
to incorporate information from the decennial census. The
March CPS supplement includes military people living in
civilian housing and an additional sample of 2,500 housing
units with residents of Hispanic origin.

The core CPS interview elicits information on demographic
characteristics and labor force participation (such as hours

worked, reason for part-time work, industry, and occupation
in which subjects worked in the prior week, usual hours, and
usual earnings). The March CPS supplement includes infor-
mation on labor force participation and job history in the
prior calendar year for each household member aged 15 or
older; private and public health insurance coverage; annual
income for each household member aged 15 or older by
detailed source, earned and unearned, private and govern-
mental; and participation in noncash benefit programs, such
as energy assistance and food stamps.

The Survey of Income and Program Participation (SIPP)

This is a continuing panel survey conducted and sponsored
by the Bureau of the Census. The sample covers the U.S.
civilian noninstitutionalized population and members of the
armed forces living off post or with their families on post.
The reporting unit is the household. Until 1996, each person
in the original sample of households (panel) was interviewed
every 4 months for 28, 32, or 36 months, and the sample size
varied from 12,500 to 23,500 households per panel; new
panels were introduced every year from 1984 through 1993.
Under the SIPP’s current design, implemented in 1996, a
new panel will be introduced every 4 years (that is, with no
overlap across panels); panel members will be interviewed
every 4 months for 48 months, and the panel size will be
increased to 36,700 households. Because of concerns with
unexpectedly high attrition in the 1996 panel, the Census
Bureau is considering making future panels 36 months in
length, beginning every 3 years. Beginning in June 1999, it
has been proposed in the President’s FY 1999 budget request
to supplement each large SIPP panel with additional three-
year overlapping panels of 11,500 households to improve the
measurement of poverty.

The current SIPP core interview elicits the following: demo-
graphic characteristics; monthly information on labor force
participation, job characteristics, and earnings, on public and
private health insurance coverage, on sources and amounts of
income from public and private transfer payments, and on
noncash benefits; and information for the 4-month period on
income from assets. In total, about 65 separate sources of
cash income, and benefits from 7 in-kind programs, are
identified for each household member aged 15 or over; for a
few sources, annual amounts are obtained in special inter-
view supplements called “topical modules.” Data are also
collected, once or twice in each panel, on a wide range of
subjects, including annual income and income taxes; educa-
tional financing and enrollment; eligibility for selected gov-
ernment programs; housing costs and financing; and assets.

Adapted from Poverty Measurement: Issues in Revising and
Updating the Official Definition, GAO Report HEHS-97-38,
Washington, DC, April 1997, pp. 33–35, which is a summary
of the description of the three surveys in C. F. Citro and R. T.
Michael, eds., Measuring Poverty: A New Approach (Wash-
ington, DC: National Academy Press, 1995), pp. 391–420.
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Putting the experimental poverty measure into practice
Kathleen Short, Martina Shea, David Johnson, and
Thesia I. Garner

Kathleen Short and Martina Shea are in the Housing and
Household Economic Statistics Division of the Census
Bureau; David Johnson and Thesia I. Garner are in the
Division of Price and Index Number Research, Bureau of
Labor Statistics.1

In offering a set of recommendations for changing how
the U.S. government measures poverty, the study panel
convened by the National Academy of Sciences (NAS)
followed three ground rules, namely that any new mea-
sure must be statistically defensible, broadly acceptable
and understandable, and operationally feasible.2 Without
advocating a specific threshold, panel members laid out a
methodology and a series of procedural steps that they
believed were within these ground rules. In place of the
old thresholds, based on 1950s information on food con-
sumption patterns and updated only for changes in the
rate of inflation, they argued for a new set of thresholds.
These thresholds should be based on the expenditures
made by consumer units for basic items of consumption.
These they defined as food, clothing, and shelter (includ-
ing utilities) from the Consumer Expenditure Survey
(CEX), plus “a little bit more” for other expenses, ad-
justed for geographic area and family composition and
regularly reviewed and updated. Instead of defining fam-
ily resources as before-tax cash income, they recom-
mended a definition that included cash and near-cash
sources. Panel members also recommended changing the
data set used in constructing the poverty measure. As the
main source of data, they proposed the Survey of Income
and Program Participation (SIPP) instead of the March
Current Population Survey (CPS).

The NAS panel recognized that its recommendations for
major changes in an important statistical measure would
require extensive testing, while keeping the existing
measures in place.3 How exactly might these recommen-
dations be put into practice? What would be the potential
consequences for counting the poor and for policy?
Would the changes have consequences unanticipated by
the panel, especially over longer periods of time?

Such testing began almost immediately after the panel’s
report appeared. In this article we present estimates from
several working models of the new poverty measure.4 We
constructed experimental poverty thresholds using CEX
data for 1989–91 and estimated family resources using
data from the 1991 panel of the SIPP and the March 1992
CPS. We compared the resulting poverty rates with those

based on the official measure. To examine the behavior
of the experimental poverty measure over time, we
present other estimates for 1991–96. These estimates are
solely based on the CPS, which offers more recent data
than the SIPP. The NAS panel had used the CPS only in
examining the experimental poverty measure. The esti-
mates we present here are the first to use the panel’s
recommended survey, the SIPP.

Steps in defining the thresholds

1. As the NAS panel recommended, we selected, as the
reference family unit, a consumer unit consisting of two
adults, married or unmarried, and two children.5

2. We used CEX data for 1989 through 1996 to establish
median expenditures for food, clothing, shelter, and utili-
ties (FCSU) for the reference unit. Our procedures then
broadly followed the recommendations of the NAS
panel. The thresholds are determined by using percent-
ages of median expenditures that reflect the 30th and
35th percentiles of the distribution of FCSU expendi-
tures. These percentiles translate to 78 and 83 percent of
the median. The panel concluded in their study that these
percentiles seem to represent a “reasonable range” for
the FCSU component of the reference family’s threshold.
For other expenses we used the multiplier range sug-
gested by the panel (1.15 and 1.25).6

We also made adjustments to reflect geographic differ-
ences in costs. Following the panel, we used interarea
housing cost indexes, calculated from 1990 census data
on gross rents for certain types of apartments and ad-
justed for the share of housing in the proposed poverty
budget (the panel set this share at 44 percent). Geo-
graphic variation is substantial. We found that the thresh-
old for a two-adult, two-child family in a large metro-
politan area is 27 percent higher than the national
average, whereas for a similar family living, say, in rural
Arkansas or Oklahoma it is 15 percent lower than the
national average.

3. Based on our reference family, we calculated thresh-
olds for families of different types, taking into account
both the differing needs of children and adults and the
economies of scale that come from living in a larger
household.7 Using this procedure, the threshold for a
single individual is about 45 percent of the threshold for
the two-adult, two-child reference unit.

4. The NAS panel members recommended that the
thresholds be updated each year with more recent expen-
diture data, a procedure that would automatically, over
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time, reflect real changes in the expenditures for basic
goods and services. As an alternative, they suggested
updating for price changes only, although this would not
capture changes in levels of living. We used the second
procedure, with 1991 as the base year.

Following the steps outlined above, we created two sets
of experimental thresholds for the years 1991 to 1996,
updating one by annual price changes in the Consumer
Price Index for All Urban Consumers (CPI-U), the other
by the rise in median expenditures for the basic necessi-
ties from the CEX (see Figure 1). The NAS panel ex-
pected that using median expenditures would give a
greater increase in poverty than if the inflation rate were
used. We found, however, that the thresholds using me-
dian expenditures increased by only 13.3 percent be-
tween 1991 and 1996, whereas the CPI-based thresholds
rose 15.2 percent. But when we compared median expen-
ditures and the CPI-U over a longer period, from 1982 to
1995, we found that during those years median expendi-
tures did increase 4.4 percentage points more than did the
CPI-U, and in general they were more volatile.8

Steps in defining family resources

Our experimental resource measure closely followed the
NAS panel’s recommendations (see this Focus, p. 2). It is
based on money income plus the value of in-kind trans-
fers, but it excludes taxes, child support paid, and work-

related expenses. Table 1 shows what we added and
deducted in estimating family income. It also provides an
opportunity to compare the basic numbers derived from
the SIPP and the CPS. For example, housing subsidies
are almost twice as high in the SIPP figures. We based
our housing subsidy estimates for the SIPP on the Fair
Market Rent procedures developed by the Department of
Housing and Urban Development (HUD) for its Section 8
housing subsidy program. For the CPS, we applied a
different method of imputation used at the Census Bu-
reau since 1979. The SIPP estimates produce aggregate
annual expenditures on housing subsidies of $14.5 bil-
lion—a figure that closely matches HUD’s own estimate
of total subsidies. We are currently considering adopting
the SIPP method for use with CPS data.

Experimental and official measures compared

To what extent, if at all, would the new measure change
the face of poverty in the United States? Note that at this
stage in analyzing the NAS panel’s recommendations,
the poverty rates produced by the experimental measure
are less important in themselves than as a starting point
for comparing the incidence of poverty and trends over
time according to the two measures, official and experi-
mental. Thus we considered poverty rates based on the
experimental thresholds standardized to the 1991 official
rate. Standardized thresholds are computed by applying a
percentage reduction to the experimental threshold to

Official Exp., CPI-U Updates  Exp., CEX Updates

1991 1992 1993 1994 1995 1996

0

5,000

10,000

15,000

20,000

Figure 1. Poverty thresholds for two adults and two children, 1991–1996. Official U.S. Census Bureau poverty thresholds and experimental
thresholds, updated by price changes in the CPI-U and by changes in median expenditures for necessities from the Consumer Expenditure Survey,
respectively.
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obtain a poverty rate for the entire population equal to
the official rate. Such a procedure makes it easier for us
to determine how our picture of the incidence of poverty
and its trend over the years 1991–96 would actually have
changed if the U.S. government had used the experimen-
tal measure instead of the official measure. In Figures 3–
5 the standardized measure is used, so that the two pov-
erty rates, experimental and official, are at the same level
in 1991.

First, we take a snapshot of a single year.

Poverty in 1991

Figure 2 shows the CPS and SIPP poverty rates under the
off icial definit ion of poverty, as well  as the
nonstandardized experimental rates. Figure 3 presents
poverty rates for the total population and for various
subgroups under both the official and standardized ex-
perimental definitions, using CPS and SIPP data (overall
unstandardized rates are not shown in the figure). Figure
4 illustrates the resulting composition of the various pov-
erty populations. Three consistent patterns emerge.

1. Overall poverty rates under the experimental measure
are higher than under the official measure, using either
the CPS or the SIPP. Using CPS data, the overall rate is
14.2 percent under the official measure; it is 18.9 percent
under the experimental measure.

2. Poverty rates are in general lower with data from the
SIPP than from the CPS, whether we use the official or
the experimental measure. Using the SIPP, the overall
poverty rate is only 12.1 percent under the official defini-
tion and 13.6 percent under the experimental measure,
compared to 14.2 and 18.9 percent for CPS, respectively.
This is in part because the SIPP was designed to collect
income data more thoroughly than CPS.

3. The composition of the poor based on the experimental
measure is more like the total population in its demo-
graphic and socioeconomic characteristics than that
based on the official measure. The poverty rate actually
falls for children, blacks, and people in female-house-
holder families when estimates are made using the ex-
perimental measure (see Figure 3). All other groups
shown are more likely to be classified as poor, including
the elderly, whites, persons in families with at least one
worker, and persons in married-couple families. This is
true regardless of which survey we use.

We compared poverty rates using both pre-tax and after-
tax values for family resources (not shown). As expected,
poverty rates were lower when calculated before taxes
were deducted, but the relationships among the different
measures did not change. Our general conclusions re-
garding the SIPP and the CPS would hold true even if
pre-tax values were used in both surveys.

Poverty over time

How does the experimental measure behave over time?
Figure 5 shows overall poverty rates for the years from
1991 to 1996. During that time, the official rate rose from
14.2 to 15.1 percent in 1993, then fell again, to 13.7
percent by 1996. The experimental standardized rate rose
from 14.2 in 1991 to 15.4 percent in 1993; it fell to 13.4
percent by 1996. Thus between 1991 and 1993 the rate at
which poverty increased was higher under the experi-
mental measure, but the trend of the two measures was
broadly similar.

Table 1
Average Annual Benefits and Expenses of Poor Families,

1991: SIPP and CPS

SIPP CPS

Benefits
Food stamps $1,549 $1,089
School lunch 341 316
School breakfast 93 NA
Housing subsidiesa 895 482
Energy assistance 85 NA
WIC 94 NA

Expenses
Work expenses 337 327
Child care 374 418
Child support paid 11 NA
Medical expensesa 1,389 1,233
Federal tax NA 13
FICA NA 294
EIC NA -331

Note: The reference unit consists of a household with two adults and
two children. Tax amounts for the CPS resource measure are based
upon tax simulations using the March CPS annual demographic
supplement and statistical summaries of individual income tax re-
turns compiled by the Internal Revenue Service. We made no adjust-
ment for taxes paid in the SIPP resource measure, although taxes paid
are reported in a topical module of the SIPP, because we have not yet
developed an appropriate method to incorporate this information into
a complete tax model.

aMethods for computing housing subsidies and medical out-of-pocket
expenses are discussed in this Focus, pp. 25, 31.

Figure 2. Official and experimental poverty rates for 1991, using data
from Current Population Survey (Off./CPS, Exp./CPS) and Survey of
Income and Program Participation (Off./SIPP, Exp./SIPP).
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Some interesting differences emerged in the trend in
poverty rates over time when we varied our experimental
definitions slightly. Figure 5 shows the large effect of
medical out-of-pocket expenses on the level of poverty.
When we did not deduct them from the experimental
measure, it produced poverty rates that were about 4
percentage points below the experimental standardized
rate. The smaller increase in poverty rates between 1991
to 1993 when these expenses are not deducted suggests
that the slightly higher rate of increase in the experimen-
tal measure over that period may be due to an increase in
medical expenses, as we estimated them. There were
similarly large effects for the Earned Income Credit
(EIC), though in the opposite direction (see Figure 5).
The effect was even more pronounced for children,
blacks, Hispanics, and persons in families with one or
more workers—precisely those groups most likely to
have taken advantage of the EIC (not shown). For our
immediate purposes here, these findings highlight the
ability of the new measure to capture the effects of tax
and some transfer policies.

What’s next?

Further work on thresholds includes creating better geo-
graphic adjustments for housing as well as other expendi-
tures—the procedure used here to adjust for geographic
differences in housing prices is understandable and fea-
sible, but it does not account for differences in housing

quality or in costs within areas. And because equivalence
scales have very large effects on the composition of the
poverty population, the task of selecting and refining
them is by no means complete.

In defining family resources, two large challenges re-
main: (1) the calculation of taxes to arrive at an after-tax
income measure for the SIPP, and (2) further examina-
tion of the imputation procedures used to produce medi-
cal out-of-pocket costs and the value of housing subsi-
dies, as noted earlier.

Two more general issues for further research are the
treatment of owner-occupied housing and of cohabitants.
The first is discussed elsewhere in more detail (pp. 31–
36). The basic questions are whether the poverty thresh-
old should allow for ownership of housing or just for a
flow of services for comparable housing and, if so, how
exactly to include this flow of services as part of family
resources. As for the issue of cohabitation, the NAS
panel recommended that resources and needs of cohabit-
ing persons be pooled in order to determine their poverty
status. This might be an important issue for some sub-
groups, especially young, single people.

Finally, the welfare reforms over the past year, at both
the federal and state level, present a sizable complica-
tion. Just as we are finally attempting to incorporate
government transfers, both in cash and in kind, into our

Figure 3. Poverty rates for total population and selected groups,
1991. Official U.S. Census Bureau poverty thresholds and experi-
mental thresholds standardized to 1991 official poverty measure,
using data from CPS (Off./CPS, Exp.Std./CPS) and SIPP (Exp.Std./
SIPP).

Figure 4. Composition of total and poverty populations, 1991. Total
population using CPS data; poverty population according to (1) offi-
cial U.S. Census Bureau poverty thresholds using data from CPS
(Off./CPS) and (2) experimental thresholds standardized to 1991 offi-
cial poverty measure, using both CPS (Exp.Std./CPS) and SIPP
(Exp.Std./SIPP).
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poverty measure, these transfer programs are changing
dramatically. Capturing these changes and attempting to
value new arrays of benefits present an exceptional
challenge. n

1The papers on which this summary is based (see note 4) are not
official reports of the Bureau of the Census or the BLS; they present
research that supports the official work of these agencies.

2C. F. Citro and R. T. Michael, eds., Measuring Poverty: A New
Approach (Washington, DC: National Academy Press, 1995), p. 4.

3Citro and Michael, eds., Measuring Poverty, p. 7.

4The research summarized here is presented in K. Short, M. Shea, D.
Johnson and T. I. Garner, “Poverty Measurement Research Using the
Consumer Expenditure Survey and the Survey of Income and Pro-
gram Participation,” paper presented at the annual meeting of the
American Economic Association, Chicago, IL, January 1998. Also
relevant is D. Johnson, S. Shipp, and T. I. Garner, “Developing
Poverty Thresholds Using Expenditure Data,” Proceedings of the
Government and Social Statistics Section, American Statistical Asso-
ciation (Alexandria, VA: ASA, 1997), pp. 28–37.

5This is no longer the predominant living unit in U.S. society, but it
represents the largest number of people. The NAS panel’s calcula-
tions were actually based upon the expenditures of a consumer unit
composed of a married couple with two children. If we had chosen
instead to use the married-couple definition, the thresholds would
have been $400 higher. Consumer units as used in the CEX are
defined in this Focus on p. 11. Issues entering into the choice of a
reference family are discussed elsewhere, pp. 8–9; see also Citro and
Michael, eds., Measuring Poverty, p. 101.

6The panel commented, “designating a percentile value for food,
clothing, and shelter—which, when expressed as a constant percent-
age of the median, will drive the poverty thresholds in future years—
is obviously a matter of judgment. . . . We . . . conclude that a
reasonable range for the food, clothing, and shelter component of the
reference family threshold would be from the 30th to the 35th percen-
tile, or from 78 to 83 percent of the median” (Citro and Michael, eds.,
Measuring Poverty, p. 149).

7The equivalence scale suggested by the NAS panel is (A + PC)F,
where A = no. of adults, C = no. of children, and P represents the
adult-equivalent value of a child (set at 0.7 of an adult). To capture
economies of scale (F), we used a value of 0.65. These scales mini-
mize the effect on overall poverty and are most similar to the current
scales.

8In 1992, the experimental threshold updated by the CEX was 104
percent of the official threshold, but in 1996 it was only 99 percent of
the official threshold. For estimated annual thresholds from 1991 to
1996, see Table 1 in Short and others, “Poverty Measurement Re-
search.”

Figure 5. Poverty rates for total population, CPS, 1991–1996. Based
on official U.S. Census Bureau poverty thresholds and on the experi-
mental threshold standardized to 1991 official poverty measure.
Three different definitions of family resources included: (1) all de-
ductions and additions as in Table 1; (2) medical out-of-pocket ex-
penses (OOP) not deducted; (3) Earned Income Credit (EIC) not
added.
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Working around the official poverty measure
Thomas Corbett

Thomas Corbett is an Assistant Professor of Social Work
at the University of Wisconsin–Madison and Associate
Director of IRP.

A number of technical and political difficulties—some of
them discussed in this Focus—make the introduction of
any officially sanctioned new poverty measure quite dif-
ficult. Any comprehensive change in the poverty mea-
sure would address deficiencies in both the establishment
of the threshold, or income line that separates the poor
from the nonpoor, and the calculation of available re-
sources that are compared to that threshold. Below, we
look at emerging strategies for addressing half of the
question: the calculation of household resources.

Analysts impatient with the glacial pace of movement
toward consensus on an improved measure are exhibiting
greater willingness to use revised or alternative poverty
measures, at least for some purposes. Sensitivity to the
flaws in the official measure has been heightened as the
consequences of using an inadequate measure become
more apparent.

Salient policy and governance trends have enhanced the
importance of accurately measuring key indicators of
societal well-being. The devolution of responsibility
over critical components of the social safety net to state
and local governments and the reinvention of govern-
ment through a focus on outcomes as opposed to process
are fundamentally changing the way we do public sector
business. We are likely to see more volatility over time
and variability across jurisdictions in social welfare poli-
cies, thus introducing greater uncertainty about the cir-
cumstances of vulnerable populations.

Governance strategies that emphasize decentralization
and performance-based management work best if the
outcomes of interest are well considered and measured.
To this end, the accurate assessment of economic well-
being through indicators such as the level and trend of
poverty emerges as a challenge of the greatest import.
Given this, researchers and policy makers may not wait
for a new measure to be sanctioned by the broader policy
community. A proliferation of measures, however well
justified, could generate additional confusion in the re-
search and policy communities.

Here are two very recent examples of significant work
that has also drawn wide public attention. In both, the
authors employ more inclusive definitions of income
than does the official measure to capture the effect of

taxes and noncash transfers on the economic well-being
of disadvantaged groups. These alternative measures
then are compared either to the official measure or to a
“latent” measure of poverty—one in which all govern-
ment assistance is excluded from the calculation of re-
sources—in order to assess the consequences of govern-
ment social assistance.

The first is a report by the Center on Budget and Policy
Priorities (CBPP), Strengths of the Safety Net. The sec-
ond is a report by the National Center for Children in
Poverty (NCCP), Young Children in Poverty: A Statisti-
cal Update.1 Both appeared in March 1998.

Strengths of the Safety Net: Excerpts from the
CBPP report

The safety net of government benefit programs lifts mil-
lions of people, mostly elderly people and children, out
of poverty. Using data collected by the Census Bureau,
this report describes the impact of these programs—in-
cluding Social Security, cash assistance, food and hous-
ing benefits, and the Earned Income Tax Credit—on
poverty.

This analysis compares the number of people who would
be poor if government benefits were not counted as part
of their income to the number who are poor after count-
ing government benefits. The analysis uses two measures
of poverty that differ from the official poverty definition.
One measure is poverty before government benefits are
counted, which is determined using the official poverty
line but excluding government benefits from people’s
incomes when those incomes are compared to the pov-
erty line. The other measure is poverty after government

Strengths of the Safety Net: How the EITC, SocialStrengths of the Safety Net: How the EITC, SocialStrengths of the Safety Net: How the EITC, SocialStrengths of the Safety Net: How the EITC, SocialStrengths of the Safety Net: How the EITC, Social
Security, and Other Government Programs Affect Pov-Security, and Other Government Programs Affect Pov-Security, and Other Government Programs Affect Pov-Security, and Other Government Programs Affect Pov-Security, and Other Government Programs Affect Pov-
ertyertyertyertyerty, by Kathy Porter, Wendell Primus, Lynette, by Kathy Porter, Wendell Primus, Lynette, by Kathy Porter, Wendell Primus, Lynette, by Kathy Porter, Wendell Primus, Lynette, by Kathy Porter, Wendell Primus, Lynette
Rawlings, and Esther Rosenbaum, can be ordered fromRawlings, and Esther Rosenbaum, can be ordered fromRawlings, and Esther Rosenbaum, can be ordered fromRawlings, and Esther Rosenbaum, can be ordered fromRawlings, and Esther Rosenbaum, can be ordered from
the Publications Service, Center on Budget and Policythe Publications Service, Center on Budget and Policythe Publications Service, Center on Budget and Policythe Publications Service, Center on Budget and Policythe Publications Service, Center on Budget and Policy
Priorities, 820 First Street, NE, Suite 510, Washington,Priorities, 820 First Street, NE, Suite 510, Washington,Priorities, 820 First Street, NE, Suite 510, Washington,Priorities, 820 First Street, NE, Suite 510, Washington,Priorities, 820 First Street, NE, Suite 510, Washington,
DC 20002. Ph: (202) 408-1080; Fax: (202) 408-1056.DC 20002. Ph: (202) 408-1080; Fax: (202) 408-1056.DC 20002. Ph: (202) 408-1080; Fax: (202) 408-1056.DC 20002. Ph: (202) 408-1080; Fax: (202) 408-1056.DC 20002. Ph: (202) 408-1080; Fax: (202) 408-1056.
It is also posted in full on the World Wide Web site ofIt is also posted in full on the World Wide Web site ofIt is also posted in full on the World Wide Web site ofIt is also posted in full on the World Wide Web site ofIt is also posted in full on the World Wide Web site of
the CBPP at  <http://www.cbpp.org/>.the CBPP at  <http://www.cbpp.org/>.the CBPP at  <http://www.cbpp.org/>.the CBPP at  <http://www.cbpp.org/>.the CBPP at  <http://www.cbpp.org/>.

Young Children in Poverty: A Statistical UpdateYoung Children in Poverty: A Statistical UpdateYoung Children in Poverty: A Statistical UpdateYoung Children in Poverty: A Statistical UpdateYoung Children in Poverty: A Statistical Update / / / / /
March 1998 Edition, by Jiali Li and Neil Bennett, isMarch 1998 Edition, by Jiali Li and Neil Bennett, isMarch 1998 Edition, by Jiali Li and Neil Bennett, isMarch 1998 Edition, by Jiali Li and Neil Bennett, isMarch 1998 Edition, by Jiali Li and Neil Bennett, is
available from the National Center for Children inavailable from the National Center for Children inavailable from the National Center for Children inavailable from the National Center for Children inavailable from the National Center for Children in
Poverty, Columbia University School of Public Health,Poverty, Columbia University School of Public Health,Poverty, Columbia University School of Public Health,Poverty, Columbia University School of Public Health,Poverty, Columbia University School of Public Health,
154 Haven Ave, New York, NY 10032. Ph. (212) 304-154 Haven Ave, New York, NY 10032. Ph. (212) 304-154 Haven Ave, New York, NY 10032. Ph. (212) 304-154 Haven Ave, New York, NY 10032. Ph. (212) 304-154 Haven Ave, New York, NY 10032. Ph. (212) 304-
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benefits are counted, with government cash and non-cash
benefits included as income and federal income and pay-
roll taxes subtracted from income. The difference be-
tween the poverty counts under these two measures is the
number of people lifted out of poverty by government
safety net programs.

The purpose of this analysis is to identify the impact of the
safety net on the extent and depth of poverty and to examine
the relationship between changes in safety net programs and
the number of people moved out of poverty.

In 1996, some 57.5 million people—or 21.6 percent of
Americans—would have been poor if government benefits
were not counted as part of their income. When government
benefits are counted as income, these figures drop by nearly
half, to 30.5 million people, or 11.5 percent of Americans.
As these figures indicate, government benefit programs
lifted 27 million people out of poverty in 1996.

Safety net weakens slightly in 1996

Between 1995 and 1996, the poverty rate before counting
government benefits fell. After counting government
benefits, however, there was no real change in the pov-
erty rate. One reason poverty after counting government
benefits failed to decline was that the effectiveness of the
safety net in reducing poverty decreased slightly in 1996,
especially among children. In 1995, some 33.1 percent of
all children who would have been poor without govern-
ment benefits were lifted from poverty by those benefits.
In 1996, this percentage slipped to 31.9 percent.

Most of the reduction between 1995 and 1996 in the
number of children lifted out of poverty by safety net
programs was due to a decline in the impact of the food
and housing programs, primarily food assistance. The
number of children moved out of poverty by these pro-
grams dropped from 2.2 million in 1995 to 1.9 million in
1996. The impact of cash assistance programs, primarily
AFDC, on the depth of poverty among children also
declined. These changes correspond to reductions in the
number of poor children receiving AFDC and food
stamps between 1995 and 1996.

EITC now lifts more children out of poverty than any
other program

In recent years, the impact of the Earned Income Tax
Credit on poverty among children has increased substan-
tially. The EITC now lifts more than two million children
out of poverty. Since its creation in 1975, the EITC has
been expanded several times and has become more effec-
tive in moving children out of poverty.

In 1989, federal income and payroll taxes pushed more
families with children into poverty than the EITC lifted
out of poverty. The net effect of federal income and
payroll taxes and the EITC that year was to push 400,000
children from low-income working families into poverty.

By 1993, the impact of the EITC was large enough to
offset fully the negative impact of income and payroll
taxes on poverty among families with children and to
move a small number of children out of poverty. In 1994,
the final phase of the EITC expansion enacted in 1990
took effect and a further expansion approved in 1993
began to phase in. With a larger EITC, the net effect of
federal income and payroll taxes and the EITC was to lift
600,000 children out of poverty.

The number of children moved out of poverty due to the
combined effect of federal income and payroll taxes and
the EITC increased to 1 million in 1995 and 1.2 million
in 1996. Separating out the impact of the EITC from the
rest of the federal tax system shows that the EITC now
lifts more children out of poverty than any other govern-
ment benefit program. The EITC lifted 2.4 million chil-
dren out of poverty in 1996. This constituted 37.3 per-
cent of all children moved out of poverty by government
programs that year. No other category of government
benefit programs lifted as many children out of poverty
as the EITC.

Because the EITC is designed to benefit low-income
working families, it is no surprise that the EITC is most
effective in reducing poverty among children from fami-
lies with a parent who works at least half-time. Among
children in families with at least one half-time worker,
the EITC moves 30.2 percent of those who would other-
wise be poor out of poverty.

The EITC is especially effective for Hispanic children.
The EITC lifted 800,000 Hispanic children out of pov-
erty in 1996. This was nearly one-fifth—18 percent—of
Hispanic children who were poor before counting gov-
ernment benefits. Nearly half of the Hispanic children
who were lifted out of poverty by government benefit
programs in 1996 were lifted out by the EITC. The EITC
has such a large effect in reducing poverty among His-
panic children because the proportion of poor children
living in families with a full-time worker is larger for
Hispanics than for either whites or blacks.

The effectiveness of the EITC in lifting children out of
poverty varies by region, with its greatest impact in the
South. In 1996, the EITC lifted from poverty 17.6 per-
cent of children in the South who were poor before gov-
ernment benefits were counted—more than one in every
six such children. (From the Executive Summary.)

Young Children in Poverty: A Statistical
Update: Excerpts from the NCCP report

Judging the impact of programs and policies: The
power of alternative poverty measures

In choosing a particular poverty measure to gauge the
economic well-being of young children in the United



23

States, it is necessary to ask what kinds of income should
be counted in determining who should be considered
poor. The official poverty measure adopted by the fed-
eral government and used in the first part of this Update
takes account of a variety of income sources such as
wages and salary, earnings from self-employment,
AFDC, General Assistance, Social Security, interest,
dividends, and disability, just to mention a few.

The official measure, however, is deficient in that, in
many instances, it does not reflect sources of income
influenced by changes in policy and programs, for ex-
ample, food stamps and the Earned Income Tax Credit
(EITC).

NCCP has conducted analyses using an alternative mea-
sure of poverty to obtain a more complete picture of the
economic impact of programs and policies on low-in-
come families. This measure incorporates the same in-
come sources as the Census Bureau does, but in addition
includes cash equivalents of the following “near-cash”
benefits: food stamps, housing subsidies, school lunch
benefits.2 Further, NCCP includes income derived from
the Earned Income Tax Credit and subtracts federal,
state, and payroll taxes from income.

What do we learn about trends and distributions of young
child poverty from the alternative poverty measure?

Using the alternative measure in 1996 cuts the extreme
poverty rate by over one-half, reduces the poverty rate by
one-fifth, and significantly increases the near poverty
rate. As Figure 10 illustrates, the official and alternative
poverty measures paint somewhat different pictures. The
underlying reason for these differences is that at very low
income levels—namely, below 50 percent of the poverty
threshold—near-cash benefits contribute significantly to
overall income. Also, taxes play a minimal role. Thus,
the alternative measure of poverty yields significantly
fewer extremely poor individuals than does the official

measure—a 59 percent decrease in the rate, from 11
percent to 4 percent. In contrast, for incomes in the near
poverty range—that is, between 100 and 185 percent of
the poverty threshold—benefits are relatively few and
taxes predominate. The net result is a substantially
greater number among the near poor population. The
alternative near poverty rate, 49 percent, is six percent-
age points higher than the corresponding official rate.
When estimating poverty rates, including benefits and
taxes generally diminishes somewhat the estimated num-
ber of poor individuals. For 1996, the alternative poverty
rate was 19 percent, compared with the official rate of 23
percent. However, it is only in recent years that the two
series of poverty rates have begun to significantly di-
verge. (See Figure 10.)

The Earned Income Tax Credit has become an increas-
ingly effective tool against poverty. The divergence in
recent years between official and alternative poverty
rates coincides with the expansion of the EITC in 1993.
The result of this expansion is easily seen in Figure 11,
which graphs the alternative measure, both including and
excluding the effects of the EITC.3 In 1996, the YCPR
[Ed.: Young Child Poverty Rate] using the alternative
young child poverty measure would have been 23 per-
cent higher in the absence of the EITC; in 1993 the
increase would have been only 8 percent. NCCP’s analy-
sis shows that the EITC has especially benefited groups
that have historically had higher poverty rates, such as
single-parent families, blacks, and Hispanics. (From
pages 8–9 of the NCCP report.)

Conclusion

In both these reports, the authors justifiably felt com-
pelled to use alternate measures that substantially broad-
ened the definition of countable resources. They recog-
nized that major changes had occurred in those parts of
the social safety net that were not officially counted as

Figure 11. A comparison of poverty rates for children under age six
using alternative measures of poverty with and without the EITC,
1979–1996.

Source: Young Children in Poverty: A Statistical Update (New York:
NCCP, 1998), p. 9.

Figure 10. Extreme poverty, poverty, and near poverty rates for
children under age six by official and alternative measures, 1979–
1996.

Source: Young Children in Poverty: A Statistical Update (New York:
NCCP, 1998), p. 9.
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income for the purpose of determining who was poor—
in-kind benefits and tax-based cash transfers. Excluding
these resources tends to increase the poverty rate at any
given period of time. Use of the official measure also
obscures the effect of policy changes that tend to alter
poverty rates over time. Finally, the authors of these
reports realize that it makes little sense to omit what are
clearly available resources. Delays in developing a rea-
sonable consensus on a more appropriate measure of
poverty will add some contentiousness to our efforts to
understand and assess poverty during this critical period
of change. n

1Some reformatting of the excerpts has been done for editorial pur-
poses. No substantive changes have been made.

2[Note in original report] This alternative measure does not include
the costs associated with employment, such as child care, transporta-
tion, clothing, etc., which, unfortunately, are not available in the
CPS. Taking these costs into account would serve to raise poverty
estimates. This alternative measure also does not account for the
significant regional variation in cost of living. The most complete

measure of poverty that would address these issues was recommended
by the Panel on Poverty and Family Assistance of the National Re-
search Council in their volume, Measuring Poverty: A New Ap-
proach, (1995) edited by C. F. Citro and R. T. Michael, Washington,
DC: National Academy Press.

3[Note in original report] The Census Bureau imputes the EITC for all
individuals in the CPS and assumes that all eligible persons actually
obtain it. Thus, any CPS analysis using a measure that incorporates
the EITC should be interpreted as addressing the potential, and not
necessarily the actual impact of the EITC. In 1990, the estimated
participation rate was 80 to 86 percent (Scholz, J. K. (1994). The
Earned Income Tax Credit: Participation, compliance, and antipov-
erty effectiveness. National Tax Journal. 47(1), pp. 63–87). Accord-
ing to Scholz and the Center on Budget and Policy Priorities, the
participation rate is likely to have increased since 1990 in response to
public-awareness campaigns. Also, the amount of the credit has
grown and eligibility for the EITC has been expanded. The Census
Bureau attributes the EITC income it imputes to the previous year
rather than the year in which an EITC recipient files taxes. (Only
about 1 percent of those eligible for the EITC receive a portion of
their EITC income through their employer in the same year it was
earned.) In analyzing the CPS, one cannot properly apply EITC in-
come to the year in which it was actually received because that would
require two consecutive years of income information for the same
individuals—information that is not available in the CPS.

Joint Center for PJoint Center for PJoint Center for PJoint Center for PJoint Center for Poverty Researchoverty Researchoverty Researchoverty Researchoverty Research
September Research Institute: Risk Sharing and Economic VSeptember Research Institute: Risk Sharing and Economic VSeptember Research Institute: Risk Sharing and Economic VSeptember Research Institute: Risk Sharing and Economic VSeptember Research Institute: Risk Sharing and Economic Vulnerabilityulnerabilityulnerabilityulnerabilityulnerability

The Joint Center for Poverty Research is issuing a call for papers for its Research Institute, �Risk Sharing
and Economic Vulnerability,� to be held September 17�18, 1998, in Chicago.

The twin goals of this research institute are to gain a better understanding of: (1) the risk-sharing roles
played by markets, social safety nets, political institutions, informal arrangements, and family ties; and
(2) the effects of risk-sharing arrangements on families and social organizations, human capital
accumulation, productive efficiency, the distribution of income and wealth, and the incidence and
intergenerational transmission of poverty.

Institute organizers are Steve Davis, an economist who teaches at the University of Chicago Graduate
School of Business, and Susan Mayer, a sociologist who teaches at the Harris Graduate School of Public
Policy Studies at the University of Chicago and serves as executive director of the Poverty Research
Center. The Joint Center seeks to bring together a broad range of economists, sociologists, political
scientists, and other interested poverty researchers.

Interested researchers should submit two copies of papers or detailed abstracts by Friday, May 15,
1998 to Amy Hagen, Program Assistant, Joint Center for Poverty Research, Harris Graduate School of
Public Policy Studies, University of Chicago, 1155 E. 60th Street, Chicago, IL 60637. For further
information, e-mail: a-hagen@uchicago.edu.
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Measuring the cost of medical care
In countries where health care is a universal, publicly
provided benefit, the measurement of poverty need not
take health care into account. Even in the United States,
with no universal health care system, it is sometimes too
readily assumed that Medicare and Medicaid meet the
needs of the elderly and the poor. In fact, coverage under
both programs is patchy and incomplete. Part-time work-
ers and those in minimum-wage jobs with no health in-
surance may well be a hospital stay away from poverty.
And many more have inadequate insurance. One study
estimates that “In the event of catastrophic illness, ap-
proximately 29 million Americans with private health
insurance would face out-of-pocket expenses for medical
care that would amount to 10 percent or more of their
family income because they were underinsured.”1

To ignore health care needs would be to ignore a central
element in the measurement of poverty, one that is poten-
tially related to destitution, morbidity, even early mortal-
ity. Yet no easy way of incorporating health care needs
has come to hand. The National Academy of Sciences
(NAS) panel studying poverty measurement commented:

The issue of how best to treat medical care needs
and resources in the poverty measure has bedeviled
analysts since the mid-1970s, when rapid growth in
the Medicare and Medicaid programs (and in pri-
vate health insurance) led to a concern that the
official measure was overstating the extent of pov-
erty among beneficiaries because it did not value
their medical insurance benefits. Yet after almost
two decades of experimentation, there is still no
agreement on the best approach to use.2

The panel noted three problems: 1. Most health care
benefits, unlike food stamps, are not essentially inter-
changeable with money (“fungible”): insurance benefits
or free care for expensive medical services do not make
equivalent cash income available for other purposes. If
we merely add the value of medical insurance benefits to
income—whether the real value or imputed values for a
particular group such as the elderly—the consequence is,
perversely, to make the sick always look better off than
the healthy, even though the sick cannot use their ben-
efits to support consumption.

2. Health care needs vary greatly among families and,
over time, within them, much more than the need for
food or housing. In any particular year, a family classi-
fied as “generally healthy” may experience a serious
illness or accident with devastating financial conse-
quences. Conversely, a family that is classified as “gen-
erally unhealthy” may have a very good year, with few
spells of illness. These common events, multiplied over
the population, could seriously skew the count of who is
poor in that year. To accurately reflect different health

care circumstances, many different thresholds would be
needed, complicating the poverty measure.

3. There has been little research on the subject of out-of-
pocket medical costs, and much debate over the best way
to estimate them. Even groups with generally adequate
medical insurance, such as the elderly, may confront
high drug costs or long-term care costs. The dollar
amounts for premiums, deductibles, copayments, and
payments for uncovered but often essential services such
as eye care can be very high, and do not necessarily
diminish in a managed-care environment. How best
should we adjust poverty thresholds or family resource
definitions to take these into account, if we wish to do
so? In addition to the conceptual difficulties, there has
been a dearth of data, only now being partially remedied.

The realization that poverty rates are extremely sensitive
to the way in which medical benefits are calculated has
raised the stakes in setting a value upon them. The Cen-
sus Bureau experimented with several different ways to
value Medicare and Medicaid benefits, eventually set-
tling upon an estimate of “fungible value.” This starts
with the market value of the benefit, but counts only that
portion which can be shown to free up resources that
might have been spent on necessary medical care. When
the “fungible value” of medical benefits is included in
calculations, the poverty rate changes; for example, if the
Census valuation of medical care is included in the pov-
erty statistics for 1986, the poverty rate is reduced by 8
percent for the general population and by 20 percent for
the elderly.3

The NAS study panel concluded that there was a funda-
mental problem in trying to combine nonmedical and
medical needs and resources in a single measure of pov-
erty status: the two components were essentially measur-
ing different things. The nonmedical component retro-
spectively assesses each family’s actual payments,
during a particular year, for universal needs such as food
and housing. The medical component, in contrast, mea-
sures a risk that may not actually materialize. Thus the
panel recommended separating the measurement of eco-
nomic poverty from the measurement of medical care
needs and resources. Specifically, it proposed that medi-
cal insurance benefits not be added to income, that out-
of-pocket medical expenses, including health insurance
premiums, be subtracted from income, and that a sepa-
rate index of medical risk be constructed.

The idea of a two-index poverty measure was not new.4

The approach has the advantage that it provides a clean
measure of nonmedical resources assessed against non-
medical needs. It then explicitly measures medical risk
against the adequacy of insurance coverage and the abil-
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ity to pay for medical services. But by no means does a
two-index measure solve all problems. To determine a
threshold of medical risk, for example, it is necessary to
define a basic package of medical services. That, in it-
self, might not be too difficult. Good models exist—for
instance, the benefit package identified in the Health
Security Act (HSA) proposed by the Clinton Administra-
tion or the largest federal employee health benefits plan.
But what procedures should be used to update that pack-
age? Improvements in medical technology radically
change what constitutes “adequate medical care.” Ac-
cepted standards for treatment of premature infants in the
1960s, for instance, would not be acceptable today. And
the pace of medical innovation is increasing, while the
cost continues to escalate. Updating the poverty thresh-
olds for changes in price alone, the NAS panel believed,
is even less appropriate to medical costs than it is to other
goods. But how should “discretionary” medical expendi-
tures or “experimental” procedures be distinguished
from “necessary” expenditures and “standard” proce-
dures? When state governments have attempted to “ra-
tion” medical care through the explicit ranking of medi-
cal procedures, they have evoked major ethical and
political controversies. The current bitter debates over
Medicare payments for home health care are only one
example.5

Since 1995, analysts at the Census Bureau and elsewhere
have expended considerable energy in efforts to expli-
cate and resolve the difficulties in the NAS panel propos-
als. They have, perhaps, been more successful in explain-
ing than in resolving them. This article briefly reviews
three aspects: the estimation of out-of-pocket expendi-
tures, advances in data collection, and the construction of
a medical care risk index.

Estimating household spending on medical
care

Determining the medical out-of-pocket expenditures to
be deducted from family budgets is not a simple exer-
cise.6 Much of the information must be achieved indi-
rectly, by imputation. Estimates of the distribution of
poverty have proved very sensitive to the methods used
to do so, as they have for medical benefits. The approach
that relies upon measuring out-of-pocket costs is, more-
over, a controversial one. An alternative approach to
valuing medical needs and expenses, more consistent
with the methods used for food, shelter, and clothing, is
suggested on p. 29.

There are three primary elements in family medical
costs: (1) the cost of private health insurance or the
employee’s share of health care insurance; (2) for the
elderly and disabled, payments for Medicare Part B cov-
erage; and (3) actual out-of-pocket payments for health
services. The Health Care Financing Administration

publishes annual aggregate data for these payments. In
1991, aggregate household medical spending for the en-
tire population (including those in institutions) amounted
to $207.2 billion: $52.2 billion in health insurance pre-
miums paid by families, $10.7 billion in Medicare Part B
payments, and $144.3 billion in actual out-of-pocket ex-
penditures for health care services. Total out-of-pocket
expenditures have declined relative to the other compo-
nents; they represented 80 percent of household medical
spending in 1965, but only 70 percent in 1995 (payments
to private health insurance premiums and Medicare Part
B each rose 5 percentage points).

It is difficult accurately to determine the total annual
expenditure for those people not in institutions (exclud-
ing payments for nursing home care). David Betson re-
ports estimates that range from $201.6 billion to $184.4
billion for 1991. The single most important factor in
determining the relative share of out-of-pocket payments
going to particular groups is, not surprisingly, age. The
older one is, the more one spends and, over time, the
share paid by the elderly appears to have increased. Bet-
ter services, improved quality of life, extended life ex-
pectancy and greater expenditures on the very old have
all played a role in this increase. The consensus is that
about 27 percent of all household medical spending is
now made by families headed by someone 65 years or
older (in 1994, 12.5 percent of the population was over
65).

Using data from the two National Medical Care Expendi-
ture (NMES) surveys (1977 and 1987), Betson examined
the distribution of out-of-pocket payments and found
that it is rather firmly linked to family characteristics.
For example, being black, having low income, or having
an uninsured family head younger than 65 all greatly
increase the probability that a family will have no such
payments. The distribution of out-of-pocket payments
appears to have been relatively stable over the decade:
payments did not rise significantly for low-income or
black families. For the elderly, and for nonelderly fami-
lies without public or private insurance, out-of-pocket
expenditures did rise, and they constituted a larger pro-
portion of income in 1987 than they did in 1977.

Data

The main sources of information on health care use,
financing, and expenditures were, until recently, the two
national probability surveys conducted by the Agency
for Health Care Policy and Research (AHCPR). The Na-
tional Medical Care Expenditure Survey (NMCES, also
known as NMES-1) was conducted in 1977, the National
Medical Expenditure Survey (NMES-2) in 1987. Surveys
a decade apart cannot provide data current enough for
estimating household medical expenses in the context of
an annual poverty measure.
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Beginning in 1996, the AHCPR and the National Center
for Health Statistics implemented a greatly improved
program of data collection, the Medical Expenditure
Panel Survey (MEPS). MEPS is a national survey of
health care use, expenditures, sources of payment, and
insurance coverage for the U.S. civilian population that
is not institutionalized. It also surveys nursing homes and
their residents nationwide. It is designed to yield compre-
hensive annual data on the level and distribution of
health care use and expenditures, monitor the dynamics
of the health care delivery and insurance systems, and
assess implications for health care policy.

MEPS comprises four component surveys: the House-
hold Component, the Medical Provider Component, the
Insurance Component, and the Nursing Home Compo-
nent. Its main component collects medical expenditure
data continuously at both the individual and household
levels, through an overlapping panel design. The infor-
mation collected includes demographic characteristics,
health conditions, health status, use of medical care ser-
vices, charges and payments, access to care, satisfaction
with care, health insurance coverage, income, and em-
ployment.

In addition, the Survey of Income and Program Participa-
tion, which was recommended by the NAS panel as the
primary basis for measuring poverty, has now added
questions on the use of health care services to those on
health insurance. Combined, these two surveys are a rich
source of information for constructing a medical care
risk index.

Will certain kinds of data be harder to come by, as health
care moves from a fee-for-service to a managed-care
environment, in which services are capitated? In the con-
text of poverty, we are most concerned about out-of-
pocket costs, and these, as it turns out, may well be easier
to measure under managed care. In some plan designs,
consumers actually know what they have paid, and can
accurately answer survey questions. Under the fee-for-
service system, consumers may not find out until months
later what their financial obligations actually are.

Constructing a medical care risk index

A medical care risk index (MCRI) potentially solves
several vexing conceptual problems in measuring medi-
cal care needs and resources.

1. It clearly distinguishes between two distinct account-
ing periods, the past and the future. For the past, actual
out-of-pocket expenses can be calculated. For the future,
the prospective accounting of insurance benefits over a
longer term more readily allows us to measure the ad-
equacy of insurance in case of need.

2. It results in greater equity in benefit measures, because
it constructs indicators of the adequacy of insurance plan

provisions and family assets for the healthy as well as the
sick.

3. It allows us to estimate needs and resources for the
entire family. Out-of-pocket costs for all family members
can be deducted from family income. A family risk index
could be reached by simply summing family members’
expenses and benefits.

Creating a prospective index requires many assumptions
and predictions about future medical events, insurance
coverage, family composition, and financial resources.
Patricia Doyle offers five criteria that should enter into
the construction of such an index.7

1. It must reflect various kinds of risk. However good
their current health, people unpredictably become ill or
have accidents, so that the index should not be condi-
tioned exclusively on current health status. The index
should also reflect the true risk of incurring excessive
out-of-pocket expenses, independently of the decision to
purchase insurance. And unlike insurance companies,
which sort people into homogeneous groups over which
medical costs are averaged, it must recognize that people
within these homogeneous groups do not actually have
the same risk of incurring medical costs.

2. It must reflect resources and medical need. Does the
family now have assets or insurance sufficient to meet its
future net liabilities for necessary medical expenses?
Analysts have found that their estimates in this area are
very sensitive to the choice of a basic plan. For example,
calculations using the HSA plan as the basis suggested
that about 31 percent of people were underinsured. When
the largest federal employee health benefits plan was
used instead of the HSA plan, the underinsurance rate
was cut in half.

Measuring financial security (assets). People may
choose not to purchase health insurance if they are confi-
dent that their liquid assets or ability to access credit will
cover any medical costs. Such people may not be
underinsured, says Doyle, merely “unconventionally in-
sured.” The MCRI should take such assets into account:
out-of-pocket costs projected to occur over some span of
time can be compared to “countable net assets.” But this
is a term needing explicit definition. Should such assets,
for example, include equity in a house?

Defining the adequacy of insurance. Measures of ad-
equacy must include the provisions of any insurance
plans held, potential access to free or subsidized care,
and the ability to pay what is necessary to secure insur-
ance benefits. One suggestion has been to compare the
actuarial value of a family’s health insurance to the actu-
arial value of a basic benefit plan such as the HSA plan.
In this case, insurance plans with actuarial values at least
as large as those of the basic plan would be considered
“adequate.” Yet the level of risk varies with income
levels. Very low income working people may have a plan
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that appears actuarially adequate but not be able to afford
the associated out-of-pocket costs.

3. It must be quantifiable. It is implicit in an MCRI that
insurance policies held at a specific point in time will
have some future value when compared to expected ex-
penditures. The value of current insurance is the poten-
tial reduction in a family’s liability for medical costs that
is attributable to the insurance. If potential medical ex-
penditures in a given accounting period are $10,000, but
the family is obligated for only $2,000, then the prospec-
tive value of the insurance policy in that period is $8,000.
In subsidized or unsubsidized plans, the actual value of
benefits will rise and fall with the need for medical care
and the length of the accounting period chosen for mea-
suring benefits. For healthy people with unsubsidized
insurance plans, benefits may actually prove to be less
than payments.

4. It must have a well-defined accounting period. Pay-
ments for insurance can span a lifetime, yet use of most
benefits might be confined to a few months. If value is
measured only over a brief episode of illness and cost as
the sum of all premium contributions to date, the two are
not adequately balanced. Medical care liabilities and
costs, values, and benefits should all be measured over
the same period. The choice of an accounting period is
theoretically an arbitrary decision. As a practical matter,
however, one year is typically the accounting period over
which poverty is defined and for which insurance con-
tracts are effective.

5. The MCRI must be feasible to produce with existing
data or through relatively modest extensions of current
data collection.

The accompanying box (above) presents an existing and,
Doyle believes, practical proposal for constructing such
an index. n

1These figures apply to the nonelderly population with private insur-
ance only. P. F. Short and S. Banthin, “New Estimates of the
Underinsured Younger than 65 Years,” Journal of the American
Medical Association 274, no. 16 (1995):1302–6.

2C. F. Citro and R. T. Michael, eds., Measuring Poverty: A New
Approach (Washington: National Academy Press, 1995), pp. 223–24.

3Citro and Michael, eds., Measuring Poverty, pp. 228–29.

4See, for example, the discussion by Marilyn Moon, “Incorporating
Health Issues in Poverty Measurement,” unpublished paper prepared
for the Panel on Poverty Measurement and Family Assistance, Com-
mittee on National Statistics, Urban Institute, Washington, DC, 1993.

5See, for example, Robert Pear, “Home-Care Denial in Medicare
Cases Is Ruled Improper,” New York Times, February 15, 1998, p. 1.

6This discussion is based upon D. M. Betson, “In Search of an Elusive
Truth: ‘How Much Do Americans Spend on Their Health Care?’,”
unpublished paper, University of Notre Dame. Other papers that
explore ways to estimate out-of-pocket costs include P. Doyle, “How
Do We Deduct Something We Do Not Collect? The Case of Out-of-
Pocket Medical Expenditures” (August 5, 1997), and P. Doyle and M.
Johantgen, “The New Poverty Measure: Administrative Data as a
Source of Medical Expenses,” U.S. Census Bureau, Proceedings of
the Annual Research Conference, Spring 1996.

7P. Doyle, “Who’s at Risk? Designing a Medical Care Risk Index,”
unpublished paper, U.S. Bureau of the Census, May 1, 1997.

Creating a medical care risk index: A proposalCreating a medical care risk index: A proposalCreating a medical care risk index: A proposalCreating a medical care risk index: A proposalCreating a medical care risk index: A proposal

This model for an MCRI was proposed by P. F. Short and S. Banthin, �New Estimates of the Underinsured
Younger than 65 Years,� Journal of the American Medical Association 274, no. 16 (1995):1302�6.

1. Each individual is classified into one of two risk groups (high/low), based on age, race/ethnicity, sex, income,
perceived health status, disability days, and usual activity limitations.

2. Within each risk group an annual expenditure scenario is developed. It reflects the expenses of a person who
experiences a catastrophic medical event, defined as an event in which the total medical costs fall above the 99th
percentile of all costs, ranked from least to most.

3. The catastrophic expenditure scenario of each risk group is assigned to all members of that group.

4. Out-of-pocket expenses on direct medical care are computed for each person as a function of the attributes of
the person�s insurance plan, the assigned expenditure scenario, and net payments after reimbursement.

5. Persons are considered to be underinsured if they are covered by private insurance, but their out-of-pocket
costs exceed 10 percent of family income.

This summary appears in P. Doyle, �Who�s at Risk? Designing a Medical Care Risk Index,� unpublished paper, U.S. Bureau
of the Census, May 1, 1997. (Doyle proposes some modifications to the index as presented here.)
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Incorporating health care needs into a measure of
poverty: An exploratory proposal

Barbara Wolfe

Barbara Wolfe is Professor of Economics and Preventive
Medicine at the University of Wisconsin–Madison and
Director of IRP.

The NAS panel suggested that we include health care
needs in the measure of poverty by subtracting out-of-
pocket medical expenses, including health insurance pre-
miums paid, from family resources. I find this approach
unattractive. Out-of-pocket expenditures may be re-
sponding to factors other than health care needs and may
not reflect effective utilization of health care. For ex-
ample, persons with limited incomes and no or minimal
health insurance may have very little access to medical
care; hence their out-of-pocket expenditures are likely to
lie below the level of effective care. Alternatively, per-
sons with extensive coverage may use care beyond the
point at which the marginal value is close to the true cost;
examples include cosmetic surgery, multiple eyeglass
purchases per year, and perhaps very new and expensive
medical interventions.

Here I lay out an alternative approach. This discussion
proceeds with the view that health care needs themselves,
rather than merely the insurance coverage to meet those
needs, should be included in the measure of poverty. One
difference lies in the treatment of administrative costs. I
believe this aspect is subject to debate. The suggested
approach could be modified to include the administrative
costs—overhead—of insurance coverage.

I begin by defining a bundle of health care service needs,
HB. This bundle should be thought of as a minimum
bundle. It consists of those services for which a well-
informed person of moderate income would be willing to
pay the full cost, in order to engage in the full range of
daily activities permitted by the person’s underlying
health status.

This bundle may vary according to certain characteris-
tics: health status, age, whether or not the individual lives
alone. I propose, for the moment, that we envisage four
categories of health care bundles: those for children, for
prime-age adults, for the elderly, and for persons in poor
health, suffering chronic illness, or physically or men-
tally disabled. We can denote such a bundle, in general
terms, as HB

i,
 where i may represent bundle 1, 2 , 3, or 4.

Many people have health insurance that permits them to
buy medical care at a reduced cost or, in some cases, at
no direct cost. If I designate " to represent the share of
the bundle of health care services paid by health insur-
ance, then (1-") represents the remaining share of the
bundle of services which must be paid by individuals,
and (1-")HB

i
 represents the cost to individuals (or their

families) of the basic bundle. This is the amount that
should be deducted from family income in order to calcu-
late the resources available to meet nonmedical needs.

I identify income as consisting of earnings, unearned
income, the earned income tax credit and food stamps,
minus child care costs, taxes, and the costs of getting to
work. It is then possible to determine whether a single
person is in poverty by calculating whether that person’s
income, net of his or her share of the cost of the basic
health care bundle, (1-")HB

i
, is less than the poverty

threshold for an individual. Similarly, for a family or
household the calculation would be the sum of the health
bundle needs of everyone in the unit.1

Still unanswered is the question of how to calculate the
health care bundle (HB

i
) and the individual’s share of

health care costs (1-"). There are several options for
calculating HB

i
 , and, depending on the choice that is

made, (1-"). These options are:

1. The average capitation rate charged by HMOs for a
minimum package, adjusted for the administrative costs
of the insurance. This information could be gathered
nationwide and differentiated by region. Required out-
of-pocket expenditures toward the services covered by
the package would have to be added.

2. The amount the federal government contributes to the
minimum plan for federal workers and their families,
plus the amount workers and their families contribute
toward the plan, including copays and premium contribu-
tions. Again, administrative costs should be subtracted
and regional differences could be incorporated.

3. The amount of care consumed by persons whose fam-
ily income lies between half the national median and the
median, and who also have insurance coverage. These
patterns of utilization would then have to be converted to
a numerical value. Such conversions might make use of
region-specific costs of medical care and could be based
upon the Medical Expenditure Panel Survey, MEPS (or,
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for earlier years, the National Medical Expenditure Sur-
vey, NMES).

For persons with chronic health conditions or disabili-
ties, we could adjust any of these values by the ratio of
Medicaid expenditures for the disabled to Medicaid ex-
penditures for all others in the same age group.2

Once we have agreed how to measure the health care
bundle, HB, we would look at the coverage it offers to
determine an individual’s or family’s share of the costs,
(1-"). For any of the approaches above, we would calcu-
late that share using the same data. For example, for
approach 3 we would measure the share of costs for those
who have private coverage and whose incomes are be-
tween half the median and the median. We would use this
proportion in calculating the share of costs for all who
have private coverage in each of the four categories:
children, prime-age adults, the elderly, and those with
significant health problems. Then, for those with Medic-
aid coverage, the individual or family share is likely to be
zero; in the case of no insurance, it will equal one, and in
most cases of some insurance, including Medicare, it will
be a positive value that depends on the copayment sched-
ule and on the depth and breadth of coverage. MEPS and,
for earlier years, NMES can be used to get estimates of
the family share.

For greater accuracy, we might wish to explore the feasi-
bility of differentiating a few types of private insurance
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coverage: HMO versus fee for service, and, for the eld-
erly, whether or not they have Medigap insurance. These
are refinements that could be subsequently explored.

Over time, the health care bundles (HB) would be up-
dated as the composition of the basic bundle changed.
How this is to be done will depend on the basic package
adopted, the way it is measured, and a decision on
whether particular cost-increasing improvements in tech-
nology should be included in HB. n

1The proposal can be expressed, using an economist’s conventional
notation, as follows: Let the poverty threshold = N, and Y = income.
Then, a person or a family is living in poverty if, for an individual:

N < Y - (1-")HB
i
 and, for a family:

where I = 1,..f indicates the need to sum over the health bundle needs
of everyone in the unit.

2Since these expenditures may vary significantly according to the
nature of the disability, it may be desirable to create multiple catego-
ries of the disabled, calculating specific ratios for each of them.
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Estimating the value and the cost of housing
Whether owned or rented, housing accounts for a large
chunk of the expenses of low-income families.1 Yet own-
ership of a house may also increase family resources, and
estimating the value that it adds is no simple matter.

Some 39 percent of low-income consumer units owned
their own homes, according to the 1994–95 Consumer
Expenditure Survey (CEX).2 Among households headed
by someone 65 or older, the figure was 61 percent. More-
over, about 64 percent of low-income home owners do
not have a mortgage. Thus 28.4 percent of low-income
consumer units live in a home that is paid for. There is
clearly an argument to be made that the measurement of
poverty should take into account the ownership of a
home and any implicit income that could be used to
increase economic well-being.

Rental subsidies are not a trivial issue either: both the
Current Population Survey (CPS) and the Survey of In-
come and Program Participation (SIPP) show that over
20 percent of poor people receive some kind of subsidy,
although the surveys disagree on the amounts (see this
Focus, p. 18, Table 1).

There are three sets of issues regarding housing: (1) how
the value of owner-occupied or of subsidized housing is
(or should be) treated in determining resources; (2) how
the cost or value of owned housing is (or could be)
factored into the poverty thresholds; and (3) how to take
account of the regional differences in the cost of living,
in which housing is a large, but not the only, component.
This article addresses the first two issues. Separately, the
question of regional differences is briefly examined (see
p. 36).

The value of housing in defining resources

The National Academy of Sciences (NAS) panel review-
ing the official poverty measure included the value of
public or subsidized housing in its resource estimates,
but did not calculate the value of home ownership in its
experimental measure of poverty because of the many
practical difficulties in doing so.

Placing a value on home ownership may , however, have
a significant effect upon the number of people who might
be considered poor. For example, one researcher, using a
measure like that of the NAS panel and excluding home
ownership, has calculated that the poverty rate for chil-
dren in 1992 would rise moderately, from 21.9 percent to
25.8 percent, but the poverty rate for the elderly would
rise markedly, from the official rate of 12.9 percent to
22.2 percent.3 Because many elderly people own their
own homes outright, placing a value on home ownership

might well bring the poverty rate of the elderly back
down. The panel urged that high priority be given to the
issue in future research. On the whole, this has not yet
been done, in part because of the complexities the panel
noted.

How much, for example, do you add to resources to
account for the fact that families who own a house out-
right or have low mortgage costs have more income
available to meet their needs than do renters or owners
with high mortgage costs? And how do you value public
or subsidized housing—how much do you add to a
family’s resources for the value of the government sub-
sidy? This is a calculation analogous to valuing other
near-cash benefits such as food stamps, but rather more
difficult. Housing costs nationwide vary far more than
food costs, for example.

The value of home ownership

Families that own their own homes may, depending on
their circumstances, have considerably lower actual
housing expenses than the amount assumed in poverty-
level budgets. Home owners have available to them both
a roof over their heads and the cash that would otherwise
go to rent or mortgage payments.

A 1995 article by David Betson explored ways of valuing
home ownership. There is, first, “imputed rent”—a tech-
nique that the NAS panel thought might be the way to
deal with home ownership. To arrive at a comparable
estimate of total consumption by renters and home own-
ers, economists employ a concept of “net imputed
rent”—the amount of money for which the household
could rent its home, minus the home owner’s expenditure
on mortgage (principal and interest), property taxes, and
maintenance. If the difference between the two is nega-
tive (and for young home owners with large mortgages, it
may well be), then zero is added to the home owner’s
consumption.

There are problems here. Can householders be expected
realistically to estimate what they might receive in rent
for their houses? What about maintenance costs? Many
people, especially among the elderly, live in houses that
are old and in frequent need of maintenance, but the work
is not necessarily being done. And what about those
householders, again especially the elderly, who are living
in houses that are larger than their current needs? It
seems inappropriate to count the full value of the net
imputed rent among their resources, since in the short run
they cannot use the excess of the imputed rent over the
cash value of their current housing to pay for other needs.
Should the amount of imputed rent, then, be adjusted
(capped) by some proportion of the household’s needs
that is generally agreed to be reasonable for shelter? To
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realize any imputed rental value, the household may be
able to rent out part of the home, but might have to move.
For some, especially the elderly, the costs of moving,
both material and psychological, can be very high. So
should some hypothetical moving costs be deducted in
estimating the imputed rent? There are data problems
also with calculating imputed rent. This method requires
information about mortgages and property taxes (both
collected by the SIPP but not by the CPS) and mainte-
nance costs (not collected by either survey).4

Table 1 illustrates the difficulties by looking at four
hypothetical households. For the elderly household with
no mortgage, the net return from renting the house would
be $3,530, a substantial amount to add to family re-
sources. For the older family with a mortgage, the im-
puted rental value is positive but quite small; moving
would be problematic. For the young household with a
mortgage, the expense of keeping the house exceeds the
potential rent by $595; the family could not rent else-
where with their current resources, so moving is not
really an option. But do these constraints on the elderly
and young households with mortgages mean that the net
imputed rent of both should be set to zero in estimating
their resources? Doing so might well result in too many
elderly households being categorized as poor. Betson
expressed his discomfort with the use of net imputed
rental value:

Should home ownership provide sufficient cause for
special consideration in poverty measurement? While
traditional economic reasoning has led others to con-

clude that it should enter directly via the addition of the
net imputed rental value of the home, I am not con-
vinced. . . . What I find convincing is the observation
that if home owners do not have a mortgage or have a
small mortgage, then they will have a greater ability to
finance their needs compared to an identical house-
holder who rents.

An approach that takes into account mortgage payments
requires us to measure the amount paid. The difficulty—
a minor one—is that doing so means adding a question in
the March CPS survey.

Estimating housing subsidies

In the years since the NAS panel’s report appeared, Cen-
sus Bureau researchers have explored different methods
of estimating the value of housing subsidies as part of
ongoing research on poverty measurement, using data
from the CPS and the SIPP. They estimated housing
subsidies for 1991 (with the SIPP) and for 1993 and 1995
(with the CPS), using several different valuation meth-
ods.5

Their methods included the use of an approach devel-
oped by the Department of Housing and Urban Develop-
ment (HUD) for programs such as Section 8 housing
subsidies: fair market rents (FMRs). HUD sets FMRs at
the 45th percentile of the rent distribution of two-bed-
room apartments in a given area. Since the relevant geo-
graphic identifiers are available in the SIPP, the re-
searchers matched the HUD FMRs to the 1991 SIPP file.
They estimated subsidy amounts by subtracting 30 per-
cent of family income from FMRs.6

The researchers also used variants of the method used by
the Census Bureau since 1979. This method, still in use,
estimates average monthly costs for unsubsidized renters
in two-bedroom apartments in each of four main regions,
using data from the 1985 American Housing Survey
(AHS) updated by the Consumer Price Index (CPI), and
taking into account such indicators of housing adequacy
as bathrooms, kitchen appliances, problems (holes, rats),
and satisfaction with community services. Renters are
asked during the interview about actual rent paid. Aver-
age subsidy amounts for two-bedroom apartments in
each of the four main regions are therefore calculated as
the difference between the average market values esti-
mated from the AHS and the average rent paid. Subsidy
amounts are then assigned to subsidized renters and ad-
justed based on the number of bedrooms and on income.

Researchers created another model (the “updated
method” in Table 2) based on newer data from the 1993
AHS. It includes a larger set of characteristics of the
housing unit, utility costs, length of residence, family
income, and also a large set of geographic indicators.
These indicators attempt to define housing markets in a
more precise way than the region indicators used in the
current method.

Table 1
Average Shelter Expenditures for Four Hypothetical

Home-Owning Households, 1988–89

With Without
Shelter Expenses Mortgage Mortgage

Householder aged 34–44 years,
annual income $10,000–15,000

Est. rental value of home $5,400 $5,400
Mortgage (P&I) -4,868 0
Property taxes -437 -437
Maintenance -690 -690

   Net imputed rental value of home -595 4,273

Householder aged over 65 years,
annual income $5,000–10,000

Est. rental value of home $4,680 $4,680
Mortgage (P&I) -2,700 0
Property taxes -490 -490
Maintenance -660 -660

   Net imputed rental value of home 830 3,530

Source: D. M. Betson, “Effect of Home Ownership on Poverty Measure-
ment,” unpublished paper, Notre Dame, November, 1995, Table 1.

Note: Spending on “shelter” includes, as here, mortgage payments,
property taxes, and maintenance costs for owned dwellings and rent
paid for dwellings not owned by the household but excludes utilities,
housekeeping supplies, and household furnishings.
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Table 2
Effect of Housing Subsidies on Estimated Poverty Rates for All and for Selected Groups, 1991, 1993, 1995 ( in percentages)

For Total Population          Children       _            Elderly       _      Married Couple  _ Female Householder
SIPP       CPS    _ SIPP       CPS     _ SIPP        CPS    _ SIPP        CPS    _ SIPP       CPS    _

Method 1991 1993 1995 1991 1993 1995 1991 1993 1995 1991 1993 1995 1991 1993 1995

Base ratea 12.1 15.1 13.8 19.6 22.7 20.8 9.0 12.2 10.5 6.3 8.0 6.8 35.5 38.7 36.5

Current Census
methodb 11.5 14.7 13.3 19.2 22.4 20.4 7.1 10.7 9.4 6.2 7.9 6.7 34.1 37.5 35.2

Updated method 1 11.3 14.6 13.2 18.9 22.2 20.1 7.0 10.8 9.4 6.2 7.9 6.7 33.2 37.2 34.5

Updated method 2 11.3 14.6 13.2 18.8 22.2 20.1 7.1 10.8 9.5 6.2 7.9 6.7 33.0 37.1 34.6

Fair Market Rent 11.2 14.3 13.0 18.6 21.7 19.6 6.9 10.3 9.2 6.2 7.9 6.6 32.2 35.6 33.5

Source: M. Naifeh and T. J. Eller, “Valuing Housing Subsidies in a New Measure of Poverty Using the Current Population Survey,” October 1997
(esp. Tables 6, 7); M. Shea, N. Naifeh, and K. Short, “Valuing Housing Subsidies in a Measure of Poverty in the Survey of Income and Program
Participation,” August 1997 (esp. Tables 3–5). Both are unpublished papers, U.S. Census Bureau, and are posted on the Census Bureau web site
<http://www.census.gov>.

aUnder official definition of poverty, using SIPP and CPS as indicated.

bUsing data from 1985 American Housing Survey, updated using CPI.

For 1993 the average monthly subsidies estimated using
CPS data ranged from $160 (using the current method) to
$181 and $186 (using two variants of the updated
method), to $247 (using FMRs). Using 1991 SIPP data,
mean amounts were $71.50 based on the current method,
$114 and $111 based on two variants of the updated
method, and $133 based on FMRs. Average CPS subsidy
amounts are higher than SIPP subsidy amounts since the
former are based on the household whereas the latter are
based on the individual. But the relative differences
across methods are the same for the SIPP and the CPS,
even though there are important differences between the
surveys.7

Subsidies estimated by the new model were generally
consonant with, and slightly below, HUD’s total expen-
ditures on housing subsidies, increasing confidence in
the reliability of the model. But researchers believe that
the SIPP needs further investigation as a data source,
particularly because the current surveys have problems
with changes in geographic indicators—variables of par-
ticular importance in estimating interarea differences in
housing subsidies.

The effects of housing subsidies on poverty

Adding housing subsidies to family resources will, obvi-
ously, reduce the official poverty rate. The question is,
by how much, and how dependent are the results on the
methods and data used? Table 2 shows the effects of
different methods on base poverty rates for three selected
years. Adding housing subsidies to income in general
had an uneven effect on reducing the poverty rates of
various demographic groups and in different regions,

regardless of which dataset was used.8 Estimates using
variants of the new model fall between those estimated
from the Census Bureau’s current method and those from
FMRs.

The cost of housing in defining the poverty
thresholds

How should the housing component of family expendi-
tures be calculated in deriving the poverty threshold for
the reference family?

In the NAS panel’s report, housing costs (not including
utilities) were defined as the out-of-pocket expenditures
of the reference household.9 However, the panel recom-
mended that other ways of defining home owners’ shelter
costs be examined. In a 1997 paper, BLS researchers
produced and compared thresholds based on three differ-
ent approaches: (1) out-of-pocket shelter costs following
the panel’s approach; (2) replacing home owners’ out-of-
pocket expenditures with the “rental equivalence value”
reported by interviewed household units; and (3) replac-
ing the mortgage interest and taxes paid by home owners
with an estimated imputed rental value based on an he-
donic regression but keeping the same expenditures for
insurance, maintenance, and repairs.10 The hedonic re-
gression equation was based on selected housing and
location characteristics available in CEX data.

Median shelter expenditures for a reference household
consisting of two adults with two children were pro-
duced, using each of the three approaches. These expen-
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ditures were added to the median expenditures for food,
clothing, and utilities to create poverty thresholds for
1995 (see Figure 1). Briefly, the researchers found:

1. The basic definition of housing costs (out-of-pocket
costs) resulted in much lower thresholds for owners with-
out mortgages than for those with mortgages and for
renters.

2. Using rental equivalence values raised the thresholds
for owners without mortgages, compared to the thresh-
olds for renters alone. However, when rental equiva-
lences were used for all owners (those with and those
without mortgages), substantially higher thresholds for
the reference household resulted.

3. Use of the basic definition produced very similar
thresholds to those in which expenditures were calcu-
lated with imputed rent, when all owners and renters
were considered as one group. Thus the BLS researchers

concluded that, at least using data for 1995, out-of-
pocket expenditures would result in thresholds quite
similar to those based on imputed rental values for the
flow of services for home owners.

The different approaches could, however, result in dif-
ferences concerning who is poor. For example, assigning
an imputed rental value to home owners may understate
the needs of home owners with mortgages and overstate
the needs of home owners without mortgages—and thus,
potentially, overstate poverty among the elderly. Thus, in
concluding this part of their work, the BLS researchers
asked whether the poverty threshold should allow for
ownership or just for a flow of services for comparable
housing. Work on this issue continues.11  n

1The NAS panel estimated that about 44 percent of the basic expendi-
ture bundle of food, clothing, and shelter went to shelter. See C. F.
Citro and R. T. Michael, eds., Measuring Poverty: A New Approach

Figure 1. Poverty thresholds for renters and homeowners, using alternative measures of shelter, 1995. Basic definition = out-of-pocket shelter costs
from the Consumer Expenditure Survey (CEX), including property taxes, mortgage interest, maintenance, and tenant and homeowner insurance.
Rental equivalence reported in the CEX. Imputed rent = hedonic model of imputed rents that includes housing characteristics and quality, geographic
area, and some owner costs.

Source: D. Johnson, S. Shipp, and T. I. Garner, “Developing Poverty Thresholds Using Expenditure Data,” Proceedings of the Government and Social
Statistics Section, American Statistical Association (Alexandria, VA: ASA, 1997), pp. 28–37.
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(Washington, DC: National Academy Press, 1995), p. 197. David
Betson notes distinctions commonly made by researchers at the BLS
between the concepts “shelter” and “housing”: “Spending on shelter
includes mortgage payments, property taxes, and maintenance costs
for owned dwellings and rent paid for dwellings not owned by the
unit. Housing expenditures is a broader concept which includes shel-
ter expenditures as well as utilities, housekeeping supplies, and
household furnishings. The NAS Panel used the term ‘shelter’ to
include what the BLS deemed as ‘shelter’ spending and payments for
utilities.” D. M. Betson, “Effect of Home Ownership on Poverty
Measurement,” unpublished paper, Notre Dame, November, 1995

2“Low-income” groups: with annual income less than $5,000 or be-
tween $5,000 and $9,999 total before-tax annual income. Figures
based on 1994–95 CEX data for complete income reporters.

A second major source of housing data is the AHS. The AHS surveys
apartments, single-family homes, mobile homes, and vacant housing
units. AHS collects data on household characteristics, income, hous-
ing and neighborhood quality, housing costs, equipment and fuels,
size of housing unit, and recent movers. National data are collected
every other year, and data for each of 47 selected metropolitan areas
about every four years. The survey is conducted by the U.S. Census
Bureau for HUD and data are posted on the U.S. Census Bureau web
site, <http://www.census.gov/>. See also Citro and Michael, eds.,
Measuring Poverty, p. 245.

3Betson, “Effect of Home Ownership,” esp. Table 4. See also Citro
and Michael, eds., Measuring Poverty, pp. 244–46.

4Much of this information is, however, collected by the Consumer
Expenditure Survey (CEX).

5The methods used and tables of results appear in M. Naifeh and T. J.
Eller, “Valuing Housing Subsidies in a New Measure of Poverty
Using the Current Population Survey,” October 1997 (esp. Tables 6,
7); M. Shea, N. Naifeh, and K. Short, “Valuing Housing Subsidies in
a Measure of Poverty in the Survey of Income and Program Participa-
tion,” August 1997 (esp. Tables 3–5). Both are unpublished papers by
Census Bureau researchers and are posted on the Census Bureau web
site (see note 2).

6HUD estimates FMRs annually for 341 U.S. metropolitan areas and
over 2,400 counties that are outside metropolitan areas. FMRs are
defined as gross rent (including utilities) at the 45th percentile of the
rent distribution of “standard quality” rental housing units. HUD also
decided that Section 8 renters ought to pay 30 percent of their income
toward a rental amount that cannot exceed the FMR for that area.
Base-year data are drawn from the 1985 AHS, which provides esti-
mates for 44 large metropolitan areas that include about half of the
nation’s rental housing stock, the decennial census, and local tele-
phone surveys. These estimates are updated by the local-area CPI,
where it is available, or by estimates of price changes from the HUD
telephone surveys. See also Citro and Michael, eds., Measuring Pov-
erty, p. 114.

7There are also differences between the data collected by the two
surveys. The SIPP counts less than a full year’s receipt of housing
subsidies, but the CPS does not. The SIPP also reports that more
persons received subsidies than the CPS.

8This was also true for regions, which are not shown in Table 2. For
instance, using the fair market rents and CPS data for 1995, the
overall poverty rate dropped from 12.5 to 10.8 percent in the North-
east; in the Midwest, it dropped from 11.0 to 10.6 percent. See Naifeh
and Eller, “Valuing Housing Subsidies,” Table 7b.

9For renters, these costs included rent paid, rent as pay, tenant’s
insurance expenditures, and expenditures for maintenance and re-
pairs. For home owners, they were defined as mortgage interest,
taxes, insurance, maintenance, and repairs.

10D. Johnson, S. Shipp, and T. I. Garner, “Developing Poverty
Thresholds Using Expenditure Data,” Proceedings of the Government
and Social Statistics Section, American Statistical Association (Alex-

andria, VA: ASA, 1997), pp. 28–37. See also the article by Short and
colleagues in this Focus, “Putting the Experimental Poverty Measure
into Practice.” Rental equivalence values are collected in the CEX
data by asking the following question of home owners: “If someone
were to rent your home today, how much do you think it would rent
for monthly, unfurnished and without utilities?”

11This work will be reported in “Experimental Measures of Poverty
from the Current Population Survey, 1991–1997,” U.S. Census Bu-
reau P60 report, forthcoming 1998.
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Geographic differences in the cost of living
Ideally, poverty thresholds would be adjusted for regional
differences in the costs of all of the goods that form part of
the basic bundle of family expenditures—food, clothing
and shelter—in the alternative poverty measure suggested
by the National Academy of Sciences (NAS) panel that
studied the measurement of poverty. But official data are
still not available for items in the basic bundle, other than
for shelter.1

Geographic differences in the cost of housing are known to
be substantial and have drawn much analytic attention. The
chief methodological challenge, the NAS panel noted, has
been to devise methods that estimate differences in prices
per se and that do not also reflect differences in the charac-
teristics or quality of the housing being priced.2 The panel
discussed two main methods of calculating differences in
housing costs across geographic areas: (1) HUD Fair Mar-
ket Rents (FMRs) and (2) hedonic regression methods that
attempt to isolate the contribution of individual characteris-
tics of the housing unit to its price in order to capture the
effects of geographic location alone, without confusion
with other qualities.3

1. The FMR methodology for calculating is straightforward
and nationally applicable (see this Focus, p. 32), and the
census supplies adequate sample sizes and national consis-
tency of data, even if only for every tenth year. One problem
noted by the NAS panel is that FMRs do not fully adjust for
interarea differences in the quality of housing. Because only
recent movers are surveyed, rents are based on only one-
third of the housing stock; further, in some areas they are
adjusted upward because of legislative mandates.

2. Hedonic regression pricing models attempt to relate ob-
served market prices of housing in particular areas to the
prices of the individual characteristics of the housing: age
and physical condition, number of rooms, and the presence
of central air conditioning, for example. They also include
neighborhood characteristics, mostly sociodemographic.
Critics point out that the choice of characteristics to include
in such models is arbitrary, and the rankings of metropolitan
areas often depend upon which city is used as the index city.
Bureau of Labor Statistics (BLS) researchers have con-
structed a model that, they believe, goes some way toward
answering these criticisms.4

The NAS panel demonstrated that not only do different
methods yield different results, but, even more disconcert-
ing, researchers have estimated different index values for
the same area even when using similar methods and data.
Nevertheless, all these indexes do make it clear that the cost
of housing differs substantially from region to region and
that differences within regions are highly correlated with
population—larger cities or metropolitan areas are more
expensive than smaller areas. None of this is exactly news to

renters, homeowners, or large organizations. The federal
government and many corporations routinely adjust salaries
and provide cost-of-living allowances for employees in
high-cost areas.5

In order to develop poverty thresholds in which interarea
differences were adequately quantified, the panel created its
own index of housing costs. Using 1990 census data and
HUD FMR procedures, it first calculated an index for each
of the 341 metropolitan areas and for nonmetropolitan areas
within each state and tested different aggregations to see
which worked best.6 The panel’s ultimate recommendation
was to use indexes for six different population size catego-
ries (five for metropolitan areas and one “nonmetropolitan”
area) within the nine census regions. These index values
would be applied to the 44 percent of the poverty threshold
that was estimated to represent shelter costs.

The panel considered its proposed index only “a modest
step in the right direction.” The method did allow for adjust-
ments for differences in housing costs in metropolitan areas
of different sizes, but its estimates of housing cost variations
within large areas did not really take into account more local
differences—for example, between central cities and sub-
urbs, or between Alaska and Hawaii and the rest of the
Pacific region. The panel also thought that its index was
only a crude measure of the differences in housing price that
did not also reflect differences in housing quality. In the ten
years between decennial censuses, furthermore, particular
areas might move from housing boom to housing bust, or
vice versa. The panel called for research on ways to update
estimates of housing cost variations on a more frequent
basis. n

1However, experimental interarea price indexes for the items in the basic
bundle are available from the BLS, though not for all geographic areas.
Research on this topic continues.  See, e.g., M. Kokoski, P. Cardiff, and
B. Moulton, “Interarea Price Indexes for Consumer Goods and Services:
An Hedonic Approach Using CPI Data,” Working Paper 256, Bureau of
Labor Statistics, July 1994. See also this Focus, p. 10, n. 11, and C. F.
Citro and R. T. Michael, eds., Measuring Poverty: A New Approach
(Washington, DC: National Academy Press, 1995), pp. 187–88.

2Citro and Michael, eds., Measuring Poverty, pp. 188–201. This brief
description of methods is based upon the panel’s analysis.

3The panel also reviewed methods used by the BLS in generating their
Family Budgets, now quite out of date (last published in 1981).

4Kokoski, Cardiff, and Moulton, “Interarea Price Indexes.”

5The hardships brought by military postings to expensive areas were
recognized by 1996 and 1997 Department of Defense appropriations of
approximately $17 million for cost-of-living allowances to service per-
sonnel who were posted to areas in the continental United States where
payments for goods and services exceeded the national average by 9
percent. Defense Issues 11, no. 24.

6The decennial census provides national data; the CPS is only available
for selected metropolitan areas. Citro and Michael, eds., Measuring
Poverty, pp. 196–97.
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What is it to be poor? Definitions of economic poverty

“Annual income twenty pounds, annual expenditure nineteen nineteen six, result happiness. Annual income twenty pounds,
annual expenditure twenty pounds ought and six, result misery.”

Mr. Micawber, in David Copperfield

For Mr. Micawber, poverty is a simple cash equation. But
researchers who see poverty in economic terms—defin-
ing the poor, for example, as those who lack the re-
sources for basic subsistence—have, in general, a far
more complex view of resources. They include money,
certainly, and the material assets money can buy, but also
physical and human capital and time. There is, moreover,
a strong contingent which believes that the argument
from “subsistence” does not address some central quali-
ties of being poor.1 These researchers have sought to
define poverty more in terms of “outcomes,” as ex-
pressed in poor living conditions, ways of life, customs,
and attitudes. In the end, a definition may be chosen less
on its absolute merits than on the pragmatic ground that
appropriate data exist, on the political ground that the
measure meets widely acceptable social values, or even
on historical grounds.

In discussing the definitions of economic poverty, a use-
ful starting point is a survey of poverty definitions by
Dutch economist Aldi Hagenaars and her colleague
Klaas de Vos. They saw these definitions as fitting into
three broad categories:

1. Poverty is having less than an objectively defined,
absolute minimum.

2. Poverty is having less than others in society.

3. Poverty is feeling you do not have enough to get
along.2

All three categories have some relationship with income,
which clearly plays a role in determining whether a
household is poor. They do not, however, necessarily
start by assuming a specific poverty line that is defined
by income. Instead, they define poverty by some other
proxy of well-being, such as what people have, or what
they think they need. The first two categories define
poverty as an objective situation, whereas the third cat-
egory defines it subjectively.

Within each of these three groupings, Hagenaars and de
Vos distinguished several variant definitions. In the first
category, perhaps the best-known example is the official
U.S. poverty line, which defines the absolute minimum
in terms of a basic food budget, multiplied by three to
take care of other essential items such as housing and
clothing.

Definitions in the second category may be framed in
terms of income or of commodities. Households are poor

when they lack certain commodities that are common in
their society. In modern industrialized societies, these go
beyond shelter and food, and might include durable
goods such as a car, a color television, a refrigerator, a
washing machine.

The third category includes income-based, consumption-
based, and expenditure-based definitions. For income,
the question is classically framed as the so-called “mini-
mum-income question.” It usually takes a form rather
like the following: “What do you think would be just
sufficient income to allow your household to make ends
meet?” For consumption, the question is phrased as fol-
lows: “How much do you think you would have to spend
in order to provide the basic necessities for your family?”

Hagenaars and de Vos were able effectively to demon-
strate, first, that the choice of definition can make a quite
significant difference in the number classified as poor.
From their three categories, they defined a set of eight
different indicators and applied them to the same dataset
(a 1983 survey of over 12,000 households in The Nether-
lands). Despite the relative homogeneity of Dutch soci-
ety compared, say, with the United States, the range of
results they came up with was astonishingly wide. De-
pending on the definition used, poverty rates for the
group as a whole ranged between 33.5 and 5.7 percent.
Using a “durable-goods” definition (category 1, above),
poverty among single, working people rose to an improb-
able 42.4 percent (the rate for the same group was 7.5
percent according to a “basic needs,” U.S.-style defini-
tion). This difference reveals one major weakness of
durable-goods definitions. Singles are often young
people who have not yet settled down and cannot be
expected to own an array of durables. Many may still be
studying. By all the other definitions, they are much
better off, for example, than single-parent families, who
are systematically worse off than other groups by most
criteria.

Hagenaars and de Vos considered that definitions based
on consumption were, in general, inadequate, because
they were not able to distinguish whether the observed
consumption behavior was grounded in poverty or in
health, personal tastes, or age. The recommendations of
the National Academy of Sciences (NAS) study panel on
the measurement of poverty do, however, incorporate
consumption measures for a limited bundle of goods and
services into their threshold calculations (see p. 2). The
NAS panel also reviewed subjective measures of pov-
erty, but concluded that methodological problems, such
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as sensitivity of the results to the wording of questions
and the large variation in responses, made the approach
unsuitable for determining the official measure.3

Among all definitions, Hagenaars and de Vos believed,
the “basic needs” definition and the subjective “just suf-
ficient” definition were best able to identify social sub-
groups at high risk of poverty.4 Even comparing only
these two definitions, they found quite different results:
defined by “basic needs,” 19.4 percent of single elderly
people were poor, but defined by “just sufficient” in-
come, 36.1 percent were poor.

Given these variances, it is perhaps hardly surprising that
most official definitions of poverty have been framed in
terms of income. But the use of income has a fundamen-
tal and often noted drawback: material deprivation and
poverty are expressed not so much by a family’s income
as by its inability to acquire the goods and the services
that family members need. Moreover, income inequality
and material deprivation appear to be only weakly re-
lated. Susan Mayer and Christopher Jencks point out that
“economic inequality has many dimensions, of which
income is only one. Legislators have always known this,
and have developed a wide range of policies that seek to
reduce material inequality among people whose incomes
are very unequal. Scholars and policy analysts who want
to assess trends in economic inequality need to become at
least as eclectic as the legislators whose behavior they
seek to influence.”5 Thus analysts have, over and again,
returned to the possibilities inherent in categories 2 and
3, above, seeking ways to contain and adjust for the
ambiguity and subjectivity that undermine such ap-
proaches.6

At the end of the 1990s, it seems possible that these
efforts may lead to a better understanding of economic
poverty and to better tools for its measurement. In the
articles that follow, Peter Saunders, director of the Social
Policy Research Centre at the University of New South
Wales, Australia, describes efforts to derive more reli-
able subjective measures and to create better budget stan-
dards to benchmark deprivation in Australia, and Thesia
Garner and colleagues from the U.S. Bureau of Labor
Statistics and the Census Bureau report on a current
study aimed at improving methods for the subjective
assessment of economic well-being. n

1Many now would call into question the once common assumption
that “the poor are just like everybody else, except that they have less
money.” See, e.g., S. E. Mayer, What Money Can’t Buy: Family
Income and Children’s Life Chances (Cambridge: Harvard University
Press, 1997), p. 3

2A. Hagenaars and K. de Vos, “The Definition and Measurement of
Poverty,” Journal of Human Resources 23, no. 2 (Spring 1988): 211–
21. See also Focus 17, no. 2 (Fall/Winter 1995): 28–30, reporting on
the Aldi Hagenaars Memorial Conference, held August 28–29, 1994,
in Leiden, The Netherlands.

3C. F. Citro and R. T. Michael, eds., Measuring Poverty: A New
Approach (Washington, DC: National Academy of Sciences, 1995),
p. 50.

4The authors also included the official (Dutch) poverty definition
among their “best” definitions (see their Table 2, p. 219).

5S. E. Mayer and C. Jencks, “Recent Trends in Economic Inequality
in the United States: Income versus Expenditures versus Material
Well-Being,” in Poverty and Prosperity in the USA in the Late Twen-
tieth Century, ed. D. B. Papadimitriou and E. N. Wolff (Macmillan
Press, 1993), p. 181.

6In the early 1980s, for example, Eugene Smolensky, Sheldon
Danziger, and Jacques van der Gaag, all then working at the Univer-
sity of Wisconsin–Madison and affiliated with IRP, were actively
investigating consumption-based and subjective measures of poverty;
see, for example, S. Danziger, J. van der Gaag, M. K. Taussig, and E.
Smolensky, “The Direct Measurement of Welfare Levels: How Much
Does It Take to Make Ends Meet?” Review of Economics and Statis-
tics 66 (1984): 500–505, and D. Colasanto, A. Kapteyn, and J. van der
Gaag, “Two Subjective Definitions of Poverty: Results from the Wis-
consin Basic Needs Study,” Journal of Human Resources 19 (1984):
127–37.
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In the United States, criticism of the official poverty
measure has focused upon its inadequacies and on what
measure might replace it. Critics have not, in general,
been at odds over the usefulness of such measurement. In
Australia, the comparable (though semiofficial) poverty
measure, known as the Henderson poverty line, has be-
come a subject of greater public controversy.1 Although
the debate over the Henderson line has too often dissi-
pated its energies in squabbles over statistical minutiae,
it has nonetheless raised fundamental issues concerning
the meaning of poverty and what should be done about it.
In this article I discuss research that explores alternatives
to the current Australian measure of poverty, seeking
both a viable subjective approach and more adequate
objective measures of deprivation.

A definition of poverty that I find a useful starting point
for considering alternative measures is that offered by
English researchers Joanna Mack and Stewart Lansley,
who describe poverty as an enforced lack of socially
perceived necessities.2 This is admirably brief, and it
embodies two ideas that I believe to be central to any
realistic definition of poverty: that poverty involves in-
voluntary restrictions on choice, and that it is socially
specific, grounded in a particular society or culture. The
second point has a corollary: a measure of poverty is not
only socially determined, but must also meet with com-
munity agreement if it is to have social legitimacy.
Translating these criteria into a practical measure of pov-
erty has proven to be no easy task.

Subjective approaches to a poverty measure

Subjective assessment holds out the promise of articulat-
ing what poverty means to those most directly affected
by it. It thus potentially meets the two criteria above. And
it also accords well with the often expressed desire for a
measure that “removes the concept of poverty from an
arbitrary exercise of judgement by ‘experts,’ politicians,
and governments . . . and opens it up to a more demo-
cratic representation of interests.”3

The subjective approach to poverty is sometimes referred
to as the “consensual approach,” but that is misleading.
When broad sections of the community are asked what

they understand poverty to mean there is no consensus in
the replies, no matter how precisely the questions are
worded. For instance, the Social Policy Research Centre
(SPRC) asked a sample of Australians the “minimum-
income question” (MIQ)—what was the minimum in-
come they needed to make ends meet? Even after we took
into account differences in actual incomes and family
circumstances among the participants, we were never
able to explain more than 30 percent of the variation in
the answers. A poverty line thus derived will surely be
too sensitive to its particular methodology to be useful
for policy purposes.

We achieved only slightly more promising results when
we used a more homogeneous (but less socially represen-
tative) sample. We asked the MIQ of clients of the fed-
eral Department of Social Security (DSS)—389 young
unemployed people and approximately 1,000 partici-
pants in a longitudinal study of the partners of unem-
ployed men.4 Preliminary results indicate that the mean
family income considered “enough to make ends meet”
was around Australian (A) $400 a week, or an annual
income of US$15,600, as of June 1997.5 But answers
ranged between A$200 and A$500 per week, showing
that perceptions of a “minimum” income vary rather a
lot, even among those whose actual incomes and stan-
dards of living are broadly similar.

We asked the participants in the DSS survey other ques-
tions designed to elicit what poverty means for those who
are actually experiencing it. Most of our respondents
(almost 70 percent) explained it in one of two ways: as
“not having enough to buy basics like food or clothing,”
and as “having to struggle to survive each and every
day.” Less than 2 percent opted for a relative defini-
tion—that poverty meant “having a lot less than every-
one else.” These answers suggest a surprisingly modest
set of aspirations. DSS clients want enough to get by, and
don’t expect much more. But their income estimates in
response to the MIQ are not altogether consistent with
this view: most DSS clients say that they need more
money (often a good deal more) in order to make ends
meet.

For all their ambiguities and inconsistencies, these an-
swers suggest that this kind of research may well be
helpful in trying to identify poverty and in formulating
policy. But its usefulness will clearly be greater if an-
swers to subjective questions can be linked to objective
indicators of deprivation. Below, I examine three differ-
ent approaches, in light of my two criteria: that poverty is
a situation in which choice is severely restricted, and that
the judgments required to operationalize the concept of
poverty must draw upon community understanding of
what poverty means.



40

Objective measures of deprivation

Income and expenditure measures

The disadvantages of income and expenditure measures of
poverty have been widely canvassed. The income measure
of poverty only indirectly captures the material deprivation
and social isolation that are at the heart of poverty for those
who experience it. Amartya K. Sen comments: “The extent
of real inequality of opportunities that people face cannot
readily be deduced from the magnitude of inequality of
incomes, since what we can or cannot do, can or cannot
achieve, do not depend just on our incomes but also on the
variety of physical and social characteristics that affect our
lives and make us what we are.”6

In an Australian context, any analysis of trends in living
standards will be extremely misleading if it does not take
into account the policy-induced switch from money to
what is called “social wage income”—the value to fami-
lies of government cash and noncash benefits in the areas
of social security, education, health, and housing. This
has meant that improved living standards have been ac-
companied by reduced choice over how income is spent
and a more tenuous understanding of what an increase in
income itself may signify.

An alternative to income-based measurement which con-
tinues to receive attention is an expenditure-based mea-
sure. Peter Travers and Sue Richardson describe its ad-
vantages thus: “Expenditure generates the flow of
services from which material well-being is derived . . . .
Generally income is valued not for its own sake but for
the ability it provides to buy goods and services. It is thus
more satisfactory to measure directly the level of goods
and services bought.”7 But there are a number of limita-
tions to using expenditure to gauge the standard of living.

What actually matters is the level of consumption rather
than of expenditure per se. Where a low level of expendi-
ture represents the choice of consumers, we cannot draw
inferences for their level of living. This is particularly
important in the context of poverty, which is character-
ized by constraint, not by preference. Wealthy misers
may spend little, but this does not make them poor.

It may be useful to consider income and expenditure not
as substitute measures of well-being, but as complemen-
tary. Using expenditure to supplement rather than re-
place income allows some account to be taken of the role
of choice in distorting poverty measures derived from
either alone. This is especially so if our interest lies in the
living standards of particular groups in the population,
for whom estimates of poverty have proved to be particu-
larly sensitive to whether income or expenditure is used.
For example, expenditure poverty among single people
below pension age (in Australia, age 65 for men and 61
for women) is less than income poverty.

The constrained-income approach

If people are constrained by lack of resources from meet-
ing all of their basic needs, they can legitimately be
defined as poor. In constructing a measure of poverty, it
is useful to think of a hierarchy of needs, beginning with
food, clothing, shelter, and health, and extending upward
from there. Hunger and homelessness demonstrate that
some cannot adequately meet even the most basic needs.

Once basic needs are met, other coping strategies come
into play. Those who cannot afford new clothes buy
second-hand clothing or make do. Furniture or household
appliances that wear out or break down are not replaced
or repaired. Insurance policies are allowed to lapse, and
large utility and other bills are a constant source of anxi-

The Australian social welfare systemThe Australian social welfare systemThe Australian social welfare systemThe Australian social welfare systemThe Australian social welfare system

In Australia, unlike most other industrialized countries, social welfare benefits are not based on contributions
made to the system. Instead, benefits are funded from general revenue and entitlement is related to a person�s
current situation (for example, unemployed, elderly, sick) as well as to income and assets (other than housing). A
variety of allowances are available to qualifying individuals and families, including age pension, family payments
(adjusted for number of children), guardian allowance (for single parents), newstart allowance (for the unem-
ployed), disability support, and rent assistance. Many pensioners also receive concessions on their pharmaceuti-
cal costs and pay subsidized rents in public housing to state governments. Health care is publicly and universally
provided; there are copayments and private and public supplementary insurance programs that expand the
choice of services and physicians. Updated details of various Australian pensions and allowances are available on
the World Wide Web from the Brotherhood of St. Laurence at <http://home.vicnet.au/~bstl/pov981.htm> or
from the federal Department of Social Security at <http://www.dss.gov.au>.

The Henderson poverty line was formulated 25 years ago for the Commonwealth Commission of Inquiry into
Poverty (its First Main Report: Poverty in Australia, in 1975, was authored by Ronald Henderson). It is updated
quarterly to reflect the amount of money needed by families of various sizes to cover basic living expenses,
including housing. For a couple with two children and the household head working, this level was A$450 a week
as of June 1997 (A$405 if the head was not in the workforce). This equates to an annual income of US$17,524
(1997 exchange rates). For 1997, the U.S. poverty guideline for a family of four was $16,050.
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ety. Some people resort to any means (including crime)
to increase their income.

These patterns suggest that one possible way of measur-
ing deprivation is to identify what we can call a “con-
strained expenditure level,” at which all income is spent
in meeting basic needs, and none of it is devoted to
purchasing or maintaining durable items, nor to expendi-
ture on luxury items. Such an inability to engage in any
discretionary expenditure links this method to the idea
that poverty is an involuntary constraint on choice.

This method utilizes data on the absence of expenditures
on durable goods and luxury items as a way of identify-
ing inadequate income, as opposed to using information
on the lack of ownership of certain durable items to
indicate deprivation. It thus allows us to take account of
the medium- and longer-term perspectives within which
people make purchases of durable items.

We have estimated three different formulations of this
method. The first includes expenditures on all of the
principal household durables, vehicles, and the main
electrical and recreational durable items. The second also
includes a range of expenditures on clothing, insurance,
repairs, and vehicle accessories. The third adds expendi-
tures on such items as gardening equipment, vacations,
private school fees, gifts, and charitable donations. These
expenditure constraints are in fact very stringent. Ac-
cording to the third formulation, the household’s income
is such that nothing whatever is spent on the major
household durables, nor on such items as tablecloths,
cutlery, light bulbs, household repairs, clothes (except
jeans, underwear, and children’s clothing), nor even a
pack of playing cards. No holidays of more than four
days are taken, and almost no expenditures on insurance
and repairs are incurred.

We tested these formulations with data from the Austra-
lian Household Expenditure Survey for 1988–89. As ex-
planatory independent variables, we used total household
commodity and service expenditures and the demo-
graphic, geographic, and economic characteristics of
each household. We then compared our constrained ex-
penditure estimates for different groups in the population
with the semiofficial (Henderson) poverty line estimates
for 1988.8 In general, the constrained expenditure values
for single people and couples, with or without children,
are higher than the poverty line, although as family size
increases, the difference narrows and finally disappears.
For sole parents and the elderly, the constrained incomes
are lower than the poverty line, although again the differ-
ence narrows with increasing family size. This partly
reflects the fact that sole parents and the aged spend
much less on durables and luxuries than other Austra-
lians, the former in response to what they may see as a
temporary period of low income, the latter because of
their stage in the life cycle.

The budget standards approach

The SPRC is currently engaged in a project to create
more reliable expenditure measures by deriving budget
standards that focus on the flow of expenditure over a
period of time rather than on ownership of durable goods
at a point in time. The research has been funded by DSS
as part of its comprehensive study of adequacy. The
research will develop a low-cost budget that may eventu-
ally form the basis of a revised poverty standard. The
value of such research, I believe, is that it can bring
together the variety of normative judgments about living
standards that already exist in the community. Combined
with behavioral data that reflect prevailing community
values and practices, these normative judgments are ana-
lyzed within a systematic framework that translates
needs into budgets, budgets into costs, and costs into
expenditures and hence incomes.

This statement raises more questions than it answers, of
course. First are the difficulties of obtaining the data. The
task of deriving budget standards has been described, per-
haps too generously, as “nothing less than a ghastly chore.”9

Establishing what kinds of budgetary information are avail-
able and how, when, and whether it can be obtained has
proved to be expensive and very time-consuming.

The data problems pale into insignificance when com-
pared to some of the conceptual issues. Judgments made
by a wide range of experts working in many different
fields—nutritionists, housing experts, health care spe-
cialists, financial counselors—are nonetheless still nor-
mative. The National Academy of Sciences panel that
studied the U.S. poverty measure expressed concern that
such expert judgments can be misleading, because they
convey an unwarranted impression of objectivity.10

On what basis are normative judgments to be made, when
none are available? How can one avoid making arbitrary
decisions that are difficult to defend and may have far-
reaching consequences, not immediately apparent? We
have tried to address this issue by establishing guidelines
such as the “75 percent rule.” This specifies that if 75
percent of the population own a particular good or use a
particular service, then that good or service is regarded as a
“socially defined and endorsed necessity” and is included in
the low-cost budget. But should this rule be applied to the
population as a whole or separately to different subgroups?
Probably more than 75 percent of young Australian fami-
lies, for instance, now own a computer, but fewer than 75
percent of all households own one. Should the rule be
adjusted in such cases? If so, what new rule should be used
to determine exceptions to the old rule? For each problem
for which a sensible solution can be found, another equally
difficult one emerges.

Yet determining standards of adequacy requires that
some judgments be made. The issue, then, is how this can
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be done convincingly, and in a way that combines sim-
plicity and transparency. Budget standards score rather
low on simplicity, but they do offer a framework that,
although complex, is transparent and flexible. In particu-
lar, they can be tested against actual behavior and modi-
fied in the light of comment and feedback from consum-
ers. Thus they potentially combine technical expertise
with community endorsement. We are attempting to
achieve this aim by using focus groups to provide feed-
back on our preliminary budgets and to explore how
relevant these standards are to groups with specific
needs—the disabled, noncustodial parents, or rural resi-
dents, for example.

Budget standards alone will not resolve all of the issues
surrounding the measure of poverty and the determina-
tion of adequacy. But they play a significant role in
developing a framework for benchmarking adequacy and
in informing the ongoing debate over income poverty. n

1This article summarizes P. Saunders, “Poverty, Choice, and Legiti-
macy,” Discussion Paper 76, Social Policy Research Center, Sydney,
March 1997. See the box, p. 40, for a brief characterization of the
Australian social welfare system and the Henderson poverty line.

2J. Mack and S. Lansley, Poor Britain (London: G. Allen & Unwin,
1985), p. 39.

3Mack and Lansley, Poor Britain, p. 47, cited in R. Walker, “Consen-
sual Approaches to the Definition of Poverty: Towards an Alternative
Methodology,” Journal of Social Policy 17:221. [Ed. note: See also
the next article, p. 43, for the comments of the 1980 expert committee
of the U.S. Bureau of Labor Statistics.]

4The study is investigating responses to recent changes in social
welfare programs. Among the young unemployed, whether living at
home or not, income estimates produced in response to the MIQ
exceeded respondents’ actual incomes, generally by between 30 and
80 percent. Many respondents had difficulty in answering the ques-
tion, and about 10 percent chose not to.

5For 1997, the U.S. poverty guideline was $7,890 for a single indi-
vidual. The NAS panel compared poverty thresholds for two-adult,
two-parent families set by various methods. These included two sub-
jective thresholds, one of $17,700 for 1989 (Gallup Poll) and another
of $17,200 for 1993 (General Social Survey). See C. F. Citro and R.
T. Michael, eds., Measuring Poverty (Washington, DC: National
Academy of Sciences, 1995), p. 47.

6A. K. Sen, Inequality Reexamined (Oxford: Oxford University Press,
1992), p. 28.

7P. Travers and S. Richardson, Living Decently: Material Well-Being
in Australia (Melbourne: Oxford University Press, 1993), p. 24.

8The detailed item lists are presented in the Appendix and results for
our regressions in Tables 4 and 5 of the full article.

9J. Bradshaw, “Rediscovering Budget Standards,” in The European
Face of Social Security, ed. J. Berghman and B. Cantillon (Avebury:
Aldershot, 1993), p. 72.

10Citro and Michael, eds., Measuring Poverty, pp. 32–34.

An Invitation to Minority Scholars
in Poverty Research

The Institute for Research on Poverty offers the
opportunity for minority scholars in the social sci-
ences to visit IRP, interact with its faculty in resi-
dence, and become acquainted with the staff and
resources of the Institute. The invitation extends
(but is not restricted) to those who are in the begin-
ning years of their academic careers. The intent of
the program, which is supported by the University
of Wisconsin-Madison, is to enhance the skills and
research interests of minority scholars and to
broaden the corps of poverty researchers.

Mark D. Turner, a Research Associate at The Urban
Institute, visited IRP as a minority scholar in March
1998 (see Visitors, p. 56).

Visits of up to two weeks duration by two scholars
can be supported during the academic year 1998–
99. The scholars will be invited to give a seminar,
to work on their own projects, and to confer with an
IRP adviser, who will arrange for interchange with
other IRP affiliates.

Applications will be reviewed, and the visitors se-
lected, by the IRP Executive Committee. Interested
scholars should send a letter describing their pov-
erty research interests and experience, the proposed
date(s) for a visit, a current curriculum vitae, and
two samples of written material, to Betty Evanson,
Institute for Research on Poverty, 1180 Observa-
tory Drive, Madison WI 53706; fax: 608-265-3119;
e-mail evanson@ssc.wisc.edu.
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Subjective assessments of economic well-being:
Cognitive research at the U.S. Bureau of Labor Statistics
Most American adults are confronted daily with the deli-
cate task of balancing their income and expenses, and it
seems reasonable to expect them to have a rather well-
developed budgetary sense. There has been consistent
interest in using such perceptions to create measures of
economic well-being. In 1980, for instance, an expert
committee advising the Bureau of Labor Statistics (BLS)
noted that “there is a general consensus about how much
it takes for an ordinary family to ‘get along’—perhaps
not an exact figure, but rather a range or ‘band’ of total
expenditure levels.” The committee recommended that
the BLS “evaluate and perfect” a survey methodology
that would move away from the notion that experts
should define what people need to get along and would
instead seek stable, reproducible estimates of what ordi-
nary people experience with their family budgets.1

Subjective questions such as “How much income does it
take for you and your family to make ends meet?” and
“How would you evaluate your income, say, on a scale
from very good to very bad?” have been part of a number
of government and academic surveys. For example, ver-
sions of the “minimum-income question” (e.g., question
1, below) have been asked in government surveys in
Canada and the United States, among other countries.
Data from such questions have been used to produce
equivalence scales and subjective poverty thresholds and
as a benchmark for assessing more objective measures of
well-being.2 But their reliability and validity have rarely
been examined.3

For some years now, the U.S. government has included
subjective assessments of health status and health-related
work limitations in federally sponsored surveys. It has
not so readily endorsed subjective measures of economic
well-being. The government’s first foray into the subjec-
tive assessment of income came when two subjective
questions (questions 1 and 4 from the list below) were
included in the 1979 Research Panel of the Income and
Survey Development Program of the Census Bureau. In
1982, on the recommendation of the 1980 expert com-
mittee, the minimum-income question was asked in the
Consumer Expenditure Interview Survey. Before ap-
proving further data collection, however, the Office of
Management and Budget (OMB) recommended that
laboratory testing be conducted to improve our under-
standing of what people were actually thinking when
they attempted to answer such questions.

In 1995, in response to OMB’s recommendation, BLS
began an exploration of subjective assessments of eco-
nomic well-being. As part of an agreement with OMB to
examine these measures, the Census Bureau was allowed
to ask subjective assessment questions in a topical mod-

ule of the Survey of Income and Program Participation
(SIPP).4 Data were collected in 1995–96. The focus of
this summary is the BLS work.

The BLS cognitive study

The BLS cognitive study focused on the following: how
people interpret such terms as “minimum income,” “nec-
essary expenses,” and “making ends meet,” how accu-
rately they describe their economic situation, and how
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difficult they find the process of answering the questions.
Garner and her colleagues anticipate that results from
these cognitive tests can someday be integrated with the
field data collected by the SIPP to assist in understanding
such questions.5 They hope that the study will give ana-
lysts better insight concerning how to combine subjec-
tive assessments and objective measures of economic
well-being, broaden their array of economic statistical
measures, test theories of consumption over the life
cycle, produce sufficiency thresholds (what does it take
to get along?), and design and implement better mainte-
nance and transfer programs for the neediest in society.

The BLS study was designed to lay the groundwork for
reliability and validity testing. These are related to
“nonsampling error.” Nonsampling error is a serious
problem in any attempt to measure subjective phenom-
ena. The respondent’s mood or experiences—or the
weather—may change. The context of the interview it-
self, the order of the questions, and the personality of the
interviewer may affect the way a respondent answers.
Given such circumstances, it may be difficult, if not
impossible, to determine whether different subjective as-
sessments represent real differences or real changes, or
are merely momentary blips—nonsampling error. If sub-
jective questions are to produce reliable and useful an-
swers, they must be framed in clear, precise, and unam-
biguous language and must contain response categories
that are not arbitrary and concepts that are clearly de-
fined.

Through one-on-one individual interviews and focus
groups at five sites across the nation, BLS researchers
and a contractor (the University of Michigan Survey
Research Center) conducted exploratory laboratory work
to understand how respondents understood the following
four self-assessment questions and how study partici-
pants tried to create their answers:

1. The Minimum-Income Question (MIQ): “Living where
you do now and meeting the expenses you consider nec-
essary, what would be the smallest income (before any
deductions) you and your family would need to make
ends meet?”

2. The Minimum-Spend Question (MSQ): “In your opin-
ion, how much would you have to spend each month in
order to provide the basic necessities for your family?”

3. The Income Evaluation Question (IEQ): “Which after-
tax monthly income would you, in your circumstances,
consider to be very bad? bad? insufficient? good? very
good?”

4. The Delighted/Terrible Question (D/T): “Which of the
following categories best describes how you feel about
your family income (or your own income, if you are not
living with relatives)? Do you feel delighted, pleased,
mostly satisfied, mixed, mostly dissatisfied, unhappy, or
terrible?”

These are not new questions; all have been used in previ-
ous research. What is new is their systematic exploration
by a federal government agency.

Because attitudes about income and expenditures are ex-
pected to be related to income and family structure, the
BLS exploratory work included different household
types: (1) single adults with no child under 18 years of
age, (2) adults (either single or sharing expenses with
another adult) with children under 18 living with them,
and (3) adults sharing expenses, but without any children
under 18 in the house. Using income data from the Cur-
rent Population Survey, researchers established three in-
come categories—low, medium, and high—in each test
site and drew respondents from all categories. One-on-
one interviews and focus groups were conducted at five
sites: Baltimore, Detroit, Los Angeles, Miami, and
Keyser, West Virginia. Results from all of these areas are
currently available in a report prepared by Linda
Stinson.6

In general, results from the BLS study can be grouped
into three main categories: ambiguity in the language,
complexity in the questions, and “new” language.

Ambiguity in the language

Both the MIQ and the MSQ appear to be plagued by
similar problems. At the heart of the MIQ is the thorny
problem of deciding what expenses are needed to “make
ends meet.” Some respondents interpreted the question
as asking for the bare minimum on which to survive,
“with no gravy”; to “make ends meet” was to be “hang-
ing on by the skin of your teeth.” Others interpreted
“making ends meet” as maintaining their current
lifestyle, including some gravy: “I just calculated what I
would need not to have to worry about expenses at all.”

Determining which expenses were “necessary” was one
of the more difficult judgments for respondents. They
generally agreed that this term meant items required for
existence—“without them you can’t live”—but differed
on what to include on the list in addition to the two
basics, food and shelter. When pressed to come up with
“absolutely necessary” items from the list, some focus
group participants shortened the list substantially, at
times by one-half to one-third (typically, people would
“do without” entertainment, clothing, and tuition). But
others indicated that they would probably make adjust-
ments by changing the quantity or quality of items or
buying used items, rather than omitting a category alto-
gether.7

The MIQ and the MSQ turned out to be full of ambigu-
ities for respondents. “Needs” may be those items strictly
necessary for survival, but for many people “expenses”
include various other items that can be seen as improving
the quality of life. “Living where you do now” is inter-
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preted variously to mean life circumstance or stage, place
in life, house, neighborhood, or city of residence. “You”
again proves itself to be one of the great ambiguities in
English. For some it refers to the individual, for others to
the family or housemates.

In evaluating their incomes (questions 3 and 4), people
were asked for judgments along two dimensions: “good/
bad” and “sufficient/insufficient.” For some, these two
scales ask very different questions: “good/bad” is seen as
a judgment about the quality of life, and “sufficient/
insufficient” as a judgment about what is absolutely nec-
essary for survival. A “very bad” income might yet be
“sufficient for survival.”

Question 4 (the “delighted/terrible” question) has been
one of the more popular approaches to collecting subjec-
tive quality-of-life data.8 Its seven-category scale was
intended to allow for more precise discrimination of feel-
ings than previous methods of measuring affective evalu-
ations. Perhaps the most notable aspect of the responses
in the interviews and focus groups was the rarity with
which respondents endorsed either extreme. They
seemed very hesitant to consider “delighted” or “ter-
rible” as appropriate terms to apply to income, reserving
such terms for responses to events that are unexpected or
unplanned, and using them to describe highly emotional
and possibly transient reactions to overwhelming
events—winning the lottery or a family disaster.

Respondents also found some of the intervening catego-
ries vague or redundant, although they were in general
comfortable in applying them to income. However, they
tended to see “sufficient/ insufficient” and “good/bad” as
two different ways of envisioning income. “Sufficient”
was more factual—either you have the money or you
don’t. “Good” evokes other aspects, such as emotional
security and self-esteem. And within the good/bad range,
respondents may have heard very different questions:
“What is a very good amount for basic survival?” or
“What is a very good amount for living life as you are
right now?”

Complexity of the questions

The researchers concluded that the MIQ and the MSQ in
particular are not easy questions. In order to answer
them, respondents had first to make a series of judg-
ments:

1. Do you want my current level of expenditures or the
minimum level I need for survival?

2. What are my current expenditures?

3. What is survival-level living and what would I need
for that?

4. How much income would I need to cover the expendi-
tures?

In many cases respondents’ lists, on further probing by
investigators, proved to be incomplete, though focus
groups in general came up with larger lists. Original
dollar estimates were often much too low, and some
participants had real trouble figuring out what would be
sufficient for survival, especially if they had never expe-
rienced hardship. Some proved totally unable to generate
dollar amounts, and others did so only in very gross
terms, often in increments of $1,000.

The process of determining expenses is not always de-
pendent upon the income level or family structure of the
respondent, but may hinge upon knowledge of the
family’s finances. If the respondent happened to be the
designated bill payer in a household, lists of expenses
and dollar estimates were likely to be different from
those of family members who did not pay the bills. In one
family, for instance, the bill payer’s estimate of monthly
expenses was twice that of the spouse who did not pay
the bills.

“New” language

Without prompting, respondents repeatedly referred to
stress, anxiety, and worry when talking about “bad” or
“insufficient” income. Referring to “good” income, they
spoke of “freedom,” “security,” “being more relaxed.”
This may well be a fruitful avenue for future subjective
assessment questions—along the lines of “How much
more money would you need each month to be free from
worry about your bills?”

Conclusions

In general, the BLS research team found that the ques-
tions that have been tried in the past are flawed and need
revisions if they are to come anywhere near meeting
minimal survey standards for avoiding serious measure-
ment error. For instance:

1. In general, it was difficult for some respondents to
itemize all their expenses, especially on the spur of the
moment. Providing cues and lists and involving other
household members should improve consistency. More-
over, obtaining an accurate estimate may depend upon
identifying the appropriate household member.

2. Respondents found it difficult to compute income “be-
fore deductions.” They knew their take-home or after-
deduction pay.

3. Respondents were asked to perform several tasks: (a)
define terms, (b) apply these definitions to their own
lives, and (c) generate monthly estimates. The heart of
the subjective assessment seems to lie in (b); if (a) were
provided, and respondents were supplied with consistent
definitions, all would, in effect, be performing the same
task.
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4. Respondents tended to like the more emotional lan-
guage, but did not provide consistent answers and had
real difficulties in the middle ranges of the “very good/
very bad” and “delighted/terrible” scales. Clearly, “suffi-
cient/insufficient” and “good/bad” scales should be sepa-
rated in the questions. And nothing would be lost from
the subjective aspect of the questions if it were made
clear what exactly was meant by good/bad—good for
what? bad in what way?

As other researchers have found, people in lower-income
groups often estimate their expenditures in excess of
their income.9 Garner, Stinson, and Shipp expressed their
hope that the subjective measures examined may provide
a fruitful path for exploring the relationship between
expenditures and income, help us to identify which com-
modities people consider necessary, and perhaps produce
subjective poverty or sufficiency thresholds.10 These is-
sues have not, however, been pursued in this research.

The cognitive study reported here provides greater infor-
mation than previously available about the subjective
questions that are now in use, both their obvious and
more hidden aspects. Through this research, the BLS
team was able to glimpse the strategies people use to
answer the questions. They discovered that people have
definite emotional reactions to their financial situations
and are willing and able to discuss their fears and con-
cerns. The consistencies found in the focus groups sug-
gest that the team was measuring something very real
when people were asked to examine their financial situa-
tion and report their reactions to it. But as yet unan-
swered are two central questions: Which subjective as-
sessments would be most useful to economists—that is,
what do economists really want to learn when they ask
about “making ends meet”—and how can we best obtain
such information? n

1The committee was chaired by Harold Watts, first director of IRP and
now at Columbia University. See H. W. Watts, “Special Panel Sug-
gests Changes in BLS Family Budget Program,” Monthly Labor Re-
view, December 1980, pp. 3–10.

2For example, equivalence scales derived from subjective measures
can provide information that helps determine the extent to which
more objective measures are in tune with public perceptions. The
National Academy of Sciences panel studying the poverty measure
considered the term “subjective thresholds” to be “unfortunate, given
that all types of thresholds involve subjective elements.” C. F. Citro
and R. T. Michael, eds., Measuring Poverty: A New Approach (Wash-
ington, DC: National Academy Press, 1995), p. 134n.

3Citro and Michael, eds., Measuring Poverty, p. 142, give examples
of subjective thresholds. The various uses of such thresholds are
discussed at length in Garner, Stinson, and Shipp, “Affordability,
Income Adequacy, and Subjective Self-Assessments of Economic
Well-Being,” and “Measuring Subjective Economic Well-Being:
Economic Foundations and Cognitive Methods.”

4The questions were included in a topical module of wave 9 of the
1993 panel of the SIPP. Thesia Garner of the BLS and Kathleen Short

of the Census Bureau are currently analyzing these data as related to
the production of subjective sufficiency or poverty thresholds. The
SIPP topical module data will be available to the public in late
autumn, 1998.

5Garner, Stinson, and Shipp, “Affordability, Income Adequacy, and
Subjective Self-Assessments of Economic Well-Being.”

6Stinson, The Subjective Assessment of Income and Expenses: Cogni-
tive Test Results.

7A composite list of “necessary monthly expenses” included rent,
food, clothing, health insurance, transportation, utilities, household
sundries, credit card payments, and four items on which there was no
consensus: school expenses, garbage, grooming expenses, and pets.

8The D/T question was developed and tested at the University of
Michigan during the 1970s by Frank Andrews and Stephen Withey.

9See, for example, K. J. Edin, “The Myths of Dependence and Self-
Sufficiency: Women, Welfare, and Low-Wage Work,” Focus 17, no.
2 (Fall/Winter 1995): 2.

10Garner, Stinson, and Shipp, “Affordability, Income Adequacy, and
Subjective Self-Assessments of Economic Well-Being” and “Measur-
ing Subjective Economic Well-Being.”

Order forms for Focus and

other Institute publications are

at the back.

Subscribe now to our Discussion Paper

Series and Reprint Series.

Please let us know if you change

your address so we can continue to

send you Focus.



47

Setting American standards of poverty: A look back
Gordon M. Fisher

Gordon M. Fisher is a program analyst in the Office of
the Assistant Secretary for Planning and Evaluation in
the Department of Health and Human Services.1

Historical discussions of poverty measurement in the
United States commonly begin with Mollie Orshansky of
the Social Security Administration (SSA) and the pov-
erty thresholds she developed in the early 1960s. This is
not surprising, because her poverty lines were adopted as
quasi-official by the Office of Economic Opportunity in
1965 and subsequently became the official federal pov-
erty measure in 1969. But efforts to measure poverty
began long before the 1960s. There is a rich intellectual
and political tradition that has sought ways to quantify
economic destitution, whether it be called poverty, or
minimum subsistence, or low income.2

The last third of the nineteenth century was a period of
major turbulence and change in the United States. A
society of small towns and farms was being replaced by
an urbanizing society as millions of Americans flocked
from rural areas to large, overcrowded cities whose pub-
lic and private facilities were unable to keep pace with
the influx of new residents. Millions of immigrants
streamed into the country, especially into the large cities
of the Northeast and Midwest. Family-owned businesses
were replaced by large corporations running railroads
and factories. Three serious multiyear depressions threw
thousands of workers out of their jobs. Widespread
strikes and worker riots were countered by violent re-
pression by employers and governments.

In this period of turmoil, some people hoped that social
statistics, the accumulation of data on social problems,
would lead to solutions for problems arising from labor
unrest, economic insecurity, and urban slums. State and
federal bureaus of labor statistics were established and
engaged in studies. Social workers undertook studies of
social and economic problems in the communities and
urban neighborhoods in which they toiled. These studies,
starting about 1870 and including quantitative assess-
ments of income and expenditure patterns, became more
sophisticated and frequent by the end of the century. For
example, in 1871, the first known Americans to link the
word “poverty” with a dollar income figure—the reform-
ist initial leadership of the Massachusetts Bureau of Sta-
tistics of Labor—associated a $2 daily wage (equivalent
to $526 a year after allowing for unemployment during
the year) with “poverty or want,” but did not indicate
how they arrived at this figure. In 1891 J. R. Sovereign,

the Iowa Commissioner of Labor Statistics, presented a
33-item standard budget (an item-by-item “market bas-
ket”) for a five-person family showing the “necessary
living expenses of laboring men with families” with an
annual cost of $549.84.3

During the nineteenth century, the word “poverty” had
commonly been used to designate what was more pre-
cisely known as pauperism—the state of being “depen-
dent” on relief or private charity. About 1900, some
social workers and others started using “poverty” with a
new meaning—insufficient income, regardless of the
source of that income or the reasons for the insufficiency.
The idea of a poverty line could only make sense in the
context of this new concept of poverty. In fact, much of
the work on poverty lines and standard budgets during
the first two decades of the twentieth century was done
by social workers—a professional group containing sig-
nificant numbers of activist social reformers during this
period.

As the concept of poverty as insufficiency of income
began to take hold, the opening years of the twentieth
century were marked by a number of informal estimates
of the cost of an acceptable minimum standard of living.
These estimates varied, but a number were in the neigh-
borhood of $600 per year for a five-person family.4

From Hunter to Orshansky

In 1904, Robert Hunter, a settlement house worker, pub-
lished Poverty, in which he defined poverty using the
new concept of income insufficiency, described what
was known about poverty in the United States, and pro-
posed legislative remedies for it. He conservatively set
poverty for the average family of five persons at $460 per
year in the industrial North, and $300 in the more agrar-
ian South.5

Unlike some other calculations, those relating to
poverty have no intrinsic value of their own. They
exist only in order to help us make them disap-
pear from the scene. . . . With imagination, faith
and hope, we might succeed in wiping out the
scourge of poverty even if we don�t agree on how
to measure it.

Mollie Orshansky, �Demography and Ecology of Poverty,�
Proceedings of a Conference on Research on Poverty (Wash-
ington, DC: Bureau of Social Science Research, 1968), p. 28.
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During this period, U.S. studies of poverty or minimum
living standards were largely conducted by social work-
ers and private charities, though there were some efforts
by state government agencies, as the work by Commis-
sioner Sovereign in Iowa shows. A federal government
agency made an isolated foray into the discussion in
1912, when the U.S. Bureau of Labor published a study
of the budgets of cotton-mill workers. Part of a much
larger federal investigation, the study was prompted by
persistent pressure from settlement house social workers
concerned about women’s working conditions and child
labor. The budget study grew out of the question whether
families in cotton-mill towns depended on the earnings
of their young children to achieve an income that a fam-
ily could live on.

Social concerns continued to motivate attention to in-
come and expenditure patterns throughout the progres-
sive era and World War I. Advocates of the disadvan-
taged were trying to develop figures that approximated a
rough social consensus about the level of a socially ac-
ceptable minimum standard of living at a specific point
in time. A number of them did this by developing stan-
dard budgets. A handful developed standards by examin-
ing and making judgments about the living standards and

At the start of his second term as president in 1937,
Franklin Roosevelt spoke of “millions of families trying
to live on incomes so meager that the pall of family
disaster hangs over them day by day . . . I see one-third of
a nation ill-housed, ill-clad, ill-nourished.”8 The lowest
third of the nation turned out to comprise all families and
unrelated individuals with annual income below $780, a
figure that was sometimes used as an approximate mea-
sure of poverty for this period—or at least remembered
as having been such a measure.9

In a 1938 book on American labor problems that in-
cluded a section on standards of economic well-being,
Carroll Daugherty, an economics professor, presented
dollar figures (based on family budget studies over the
previous two decades) for a “poverty plane” for five
years. Daugherty’s figures may well be the first with
separate figures for years with different price levels. For
a four-person family, his “poverty plane” incomes were:
1910, $490; 1918, $800; 1929, $860; 1932, $690; 1935,
$730. (These represent figures for a base year of 1929
adjusted to other years for price changes only.) Despite
Daugherty’s presentation of a constant-dollar poverty
line over a 25-year period, he commented in the same
section that standard budgets “must also be changed oc-

A significant proportion of those who over these years made important contributions to poverty line and budget
studies were women�including women economists and statisticians working for the federal government. In 1965
Eugene Smolensky, then at the University of Chicago and later director of IRP, pointed out �of course this field
[counting the poor] belongs to these ladies of the Federal Government. . . . What these ladies do, obviously, is
eminently sensible: they draw a poverty line; they try to establish some kind of minimum income on the basis of
some kind of definition of need.� Among those Smolensky named were employees in the SSA�s Office of
Research and Statistics, where the poverty thresholds had just been developed, in the Bureau of Labor Statistics,
and in the Bureau of Human Nutrition and Home Economics that had developed the USDA food plans. They
included Mollie Orshansky, Helen Lamale, Faith Clark, Faith Williams, Lenore Epstein, Margaret Stecker, Eleanor
Snyder, and Dorothy Brady, �who taught me everything I know in this area.�

Proceedings of the 23rd Interstate Conference on Labor Statistics, June 15�18, 1965, U.S. Dept. of Labor, Bureau of Labor Statistics, p. 35.

consumption patterns of relatively small groups of indi-
vidual families. One analysis presented a “definite line of
adequate subsistence” based on recent studies of infant
mortality by the U.S. Children’s Bureau.6

The Depression

After the prosperity of the 1920s, the social and eco-
nomic trauma of the Great Depression again turned pub-
lic and political attention to poverty. In 1934, the
Brookings Institution published America’s Capacity to
Consume, a study to “determine whether the existing
distribution of income in the United States among vari-
ous groups in society tends to impede the efficient func-
tioning of the economic system,” with low incomes
among the masses leading to low consumption, low ca-
pacity utilization, and slow economic growth. This study
set the “subsistence and poverty” line at $1,500 for fami-
lies and $750 for unattached individuals.7

casionally, whenever there are significant shifts in the
nature of the items concerned or whenever people’s ob-
jectives and standards change. . . . The budget of 1950
will undoubtedly make the present one look as antiquated
as the hobble skirt.”10 He discussed “relative standards of
economic well-being,” but did not propose any sort of
relative poverty line.

The postwar period

After about 1946, poverty lines in the United States were
not usually derived from standard budgets, as they gener-
ally had been earlier. Instead, analysts generally set a
dollar figure (or figures) with greater or lesser amounts
of supporting details and rationales. For most of this
time, neither poverty nor poverty lines constituted a
single field of discourse. Persons trying to develop or
revise poverty lines included congressional subcommit-
tee staff, union officials, Councils of Economic Advisers,



49

lobbyists, academics, federal civil servants, and social
commentators.

Among the more significant events of these years was the
appointment, in 1949, of a subcommittee to study low-
income families by the chairman of the Congressional
Joint Committee on the Economic Report (subsequently
renamed the Joint Economic Committee). The new Sub-
committee on Low-Income Families (SLIF) chose cash-
income levels for the purpose of identifying a target
population for intensive study, not as a definition of
poverty. The thresholds selected were $2,000 for non-
farm families (about $2,520 in 1962 dollars), and $1,000
for farm families and for all unrelated individuals—fig-
ures attacked by some as inadequate. (For example,
Walter Reuther, president of the Congress of Industrial
Organizations, suggested a figure of $3,000 for families.)
But in the relatively sparse poverty literature of the
1949–58 period, the SLIF’s $2,000 figure was widely
used.

In 1959, Robert Lampman, an economics professor at the
University of Wisconsin, prepared a paper on the low-
income population in connection with a Congressional
Joint Economic Committee study of employment,
growth, and price levels. He presented a low-income line
that was essentially a revision of the 1949 SLIF thresh-
old. He applied this figure to four-person families, and
used a Bureau of Labor Statistics equivalence scale to
develop figures for other family sizes. He updated these
figures to 1957 and, later, to 1963 using the Consumer
Price Index.

1947 1957 1963
3-person family $1,674 $2,106 $2,296
4-person family 2,000 2,516 2,74211

In 1960, Mollie Orshansky, a social science analyst at the
SSA, in two publications that are almost unknown, de-
veloped her first measures of income inadequacy. She
applied multipliers derived from the 1955 Household
Food Consumption Survey to the cost of the U.S. Depart-
ment of Agriculture’s low-cost food plan (at that time the
cheapest of the USDA’s three food plans) to develop two
rough measures of income inadequacy for an elderly
couple. Her measures were included in unattributed ma-
terial supplied at an April 1960 congressional hearing
and were utterly ignored. The complete contrast between
the fate of these 1960 measures and her subsequent work
illustrates her comment, in 1988, that “Apparently the
right timing is as important as the right idea.”12

Timing, indeed, was a central issue. In 1958, John Ken-
neth Galbraith had published The Affluent Society, in
which he spoke of American poverty as “an after-
thought” and “a special case,” although he noted that
“poverty does survive.”13 But the persistence of poverty
in the most affluent nation on earth had begun to move
into greater public view, and attention accelerated when
the Kennedy administration came into office in 1961. In

1962 two influential books marked the change in public
and political attitudes—Michael Harrington’s The Other
America and Gabriel Kolko’s Wealth and Power in
America.14

When the Johnson administration announced its War on
Poverty in January 1964, it became essential, for both
administrative and political reasons, to have some kind
of measure of who was poor. How, otherwise, could
eligibility for the new programs be determined and ad-
vances against poverty be measured? The 1964 Report of
the President’s Council of Economic Advisers (CEA),
which contained a chapter on poverty in America (prima-
rily authored by Robert Lampman), set a poverty line of
$3,000 for families of all sizes (for a single individual,
the line was $1,500). This was a consensus choice, based
on such factors as the minimum wage level, the income
levels at which families began to pay federal income
taxes, and public assistance payment levels.15

Mollie Orshansky—unaware that a War on Poverty was
about to be declared—was then working on a measure to
assess the relative risks of low economic status among
different demographic groups of families with children.
She was basing her work on two of the USDA’s four
family “food plans,” the economy plan and the somewhat
less stringent low-cost food plan.16 Concerned because
the CEA report did not adjust its poverty line for family
size and, as a consequence, would understate the number
of children in poverty relative to the aged, Orshansky
undertook to extend her two sets of poverty thresholds to
the entire population. In January 1965 she published her
research, just as the Office of Economic Opportunity
(OEO) was being established.17 OEO adopted the lower
of Orshansky’s two sets of poverty thresholds (the set
based on the economy food plan) as a working definition
of poverty in May 1965.18

Orshansky did not develop the poverty thresholds as a
standard budget because, except for food, no definitive
and accepted standards of minimum need for major con-
sumption items then existed (nor do they today).19 She
knew from the USDA’s 1955 Household Food Consump-
tion Survey that families of three or more persons spent
about one-third of their after-tax money income on food
in 1955. Accordingly, she calculated poverty thresholds
for families of three or more persons by taking the costs
of the economy food plan for families of those sizes and
multiplying those costs by a factor of three—the “multi-
plier.” In effect, she took a hypothetical average family
spending one-third of its income on food, and assumed
that it had to cut back sharply on its expenditures and that
expenditures for food and nonfood would be cut back at
the same rate. When the food expenditures of the hypo-
thetical family reached the cost of the economy food
plan, she assumed that the amount the family would then
be spending on nonfood items would also be minimal but
adequate. (She followed somewhat different procedures
to derive poverty thresholds for one- and two-person
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units.) Poverty thresholds for farm families were set, as
of May 1965, at 70 percent of corresponding thresholds
for nonfarm families.

These poverty thresholds were presented as a measure of
income inadequacy. Orshansky noted “if it is not pos-
sible to state unequivocally ‘how much is enough,’ it
should be possible to assert with confidence how much,
on an average, is too little.” She said, accurately enough,
that the thresholds were a “relatively absolute” measure
of poverty, inasmuch as they were developed from calcu-
lations that made use of the consumption patterns of the
U.S. population at a particular point in time. They were
not a purely relative measure, such as the 50-percent-of-
median-income definition proposed by Peter Townsend
in Great Britain in 1962 and Victor Fuchs in the United
States in 1965. Nor were they considered to be purely
absolute. Ida Merriam, then Assistant Commissioner in
the SSA’s Office of Research and Statistics, wrote in
1967 that “It is easy to observe that poverty in the U.S.
today cannot meaningfully be defined in the same way as
in the U.S. of 1900. . . . [O]bviously today’s [poverty]
measure, even if corrected year by year for changes in the
price level . . . should not be acceptable twenty, ten, or
perhaps even five years hence.”20

What happened over the next several years may help to
explain why, thirty years later, the Orshansky measure is
still in its essentials the official U.S. poverty measure.

The politics of the poverty count, 1967–69

Quite soon after the thresholds were adopted, SSA ana-
lysts had begun to worry about how to adjust the thresh-
olds to reflect the historical fact that poverty/subsistence
levels have tended to rise in real terms as the real in-
comes of the general population have risen.21 By late
1967, a second worry had been added. Prices as mea-
sured by the Consumer Price Index (CPI) had been rising
more rapidly than the food prices (the per capita cost of
the economy food plan) that were then being used to
adjust the poverty thresholds for inflation. As measured
against the CPI, the thresholds were actually decreasing
in real terms. At an April 1968 meeting of representatives
from federal agencies with an interest in poverty, SSA
analysts thus proposed to take a very modest step toward
raising the poverty thresholds for the generally higher
level of living by using a revised economy food plan
reflecting 1965 rather than 1955 food consumption
data.22 The net effect would have been to raise the thresh-
olds based upon the economy food plan by 8 percent in
real terms.

When SSA began to prepare poverty population figures
for 1966 and 1967 on the basis of the revised poverty
thresholds, however, several agencies, notably OEO and
the CEA, objected. In July 1968, the Bureau of the Bud-
get directed the Census Bureau to make no change in the

criteria for computing the poverty thresholds for 1967. It
also appointed a task force to “re-evaluate the poverty
thresholds for future use.”

The SSA proposal ran into difficulties because it con-
fronted federal agencies with two serious policy prob-
lems. OEO was using the poverty index to determine
eligibility in a number of its programs, and the change
might have seriously affected budgets and regulations.
This was, however, a much lower concern (since these
programs were not entitlements) than the fact that higher
thresholds would have resulted in a higher count of the
poor. Having proclaimed a war on poverty in 1964, the
Johnson Administration was, in 1968, able to report that
the poverty population had dropped by 5.6 million per-
sons in three years. Contemporary records make clear
that it was simply politically unacceptable in such a con-
text to report a 2.8 million “increase” in the poverty
population—and that would happen if the poverty line
were raised in real terms.

The overruling of SSA’s decision to revise the poverty
thresholds raised the question of who should be respon-
sible for the thresholds. In the outcome, the Census Bu-
reau was given responsibility for publishing poverty sta-
tistics, but no federal agency was given primary
responsibility for maintaining the definition of poverty
and doing research related to it.

Thus the poverty measure was both decoupled from
changes in the general standard of well-being and made
an “agency orphan.” As the comment by Ida Merriam
makes clear, “freezing” the measure was not the intent of
its proponents, nor had it been previous practice in set-
ting budget standards. For example, the $3,000 line pro-
posed by the CEA was 19 percent higher, in real terms,
than the low-income line of $2,000 that had been used in
1949 by the congressional Subcommittee on Low-In-
come Families mentioned earlier.23 What had changed,
by 1969, were the political constraints under which these
decisions were made.

In early 1969, the task force reviewing the poverty mea-
sure decided to make two changes in the measure: (1) to
base the annual adjustment of the poverty thresholds
upon the annual change in the CPI, not the per capita cost
of the economy food plan and (2) to set farm poverty
thresholds at 85 rather than 70 percent of corresponding
nonfarm thresholds. In August 1969 the Bureau of the
Budget directed all federal agencies to use the revised-
definition statistics and thresholds, as issued annually by
the Census Bureau, for statistical purposes.

Thereafter, the poverty measure remained unchanged for
over a decade. Various committees and subcommittees
were appointed, made suggestions, and disbanded. In
1973, three interagency subcommittees were formed to
conduct a thorough review of federal income and poverty
statistics. No changes were made in the poverty defini-
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tion as a result of their deliberations and recommenda-
tions.24

The 1981 revision

The detailed poverty thresholds for families distin-
guished between families headed by men and families
headed by women, and the thresholds for male-headed
families were higher than those for female-headed fami-
lies of the same size and composition. These distinctions
had never been carried through into the poverty guide-
lines used in setting program eligibility.25 Nevertheless,
in 1979, the Justice Department Task Force on Sex Dis-
crimination found that “the use of separate male and
female thresholds may have a significant impact on pro-
gram evaluation uses.” An interagency committee con-
ducted a review of the poverty measure. Minor changes
in the measure, somewhat delayed though not altered by
the change in presidential administrations in 1981, were
made in December 1981. The distinction between thresh-
olds for male- and female-headed families was elimi-
nated, the two sets of thresholds being merged by averag-
ing into a single set. At the same time, the farm/nonfarm
distinction was abolished: farm family thresholds went to
100 percent of nonfarm thresholds.

Throughout the 1980s, there was no official review of the
poverty thresholds. Nor were there any changes made in
the official definition of poverty, despite extensive pub-
lic debates about the way poverty was being measured—
particularly over whether to count noncash benefits as
income, without making corresponding changes in the
thresholds. As more nonentitlement programs and a few
entitlement programs (food stamps, the school lunch pro-
gram, and relatively small portions of the Medicaid pro-
gram) began to use the poverty guidelines for eligibility,
objections to raising the poverty line were less on the
grounds of a higher poverty count and more on the
grounds of (perceived) effects on program caseloads.

In 1990 the Bush administration reviewed the poverty
measure, among many others, as part of an initiative to
improve the quality of federal economic statistics. But no
changes in the official poverty measure have been made
during the 1990s. In 1992, however, Congress requested
that the Committee on National Statistics of the National
Academy of Sciences (NAS) conduct an examination of
the statistical issues involved in measuring and under-
standing poverty. The panel that the NAS convened is, of
course, the one whose recommendations are now at the
center of discussion about measuring poverty. n

1The views expressed in this article are those of the author, and do not
represent the position of the Department of Health and Human Ser-
vices.

2This article is based upon two lengthy historical discussions of
poverty lines by Gordon M. Fisher, “From Hunter to Orshansky: An

Overview of (Unofficial) Poverty Lines in the United States from
1904 to 1965” (1993, revised 1997), and “The Development of the
Orshansky Poverty Thresholds and Their Subsequent History as the
Official U.S. Poverty Measure” (1992, revised 1997), both unpub-
lished papers, Department of Health and Human Services, Washing-
ton, DC.

3This would be roughly $1,900 in 1963 dollars—about 52 percent of
Orshansky’s 1963 average nonfarm poverty threshold of $3,685 for a
family of five.

4For the pre–World War I period as a whole, poverty lines and mini-
mum subsistence budgets were, in constant dollars, generally be-
tween 43 and 54 percent of Mollie Orshansky’s poverty threshold for
1963. The estimate of $600 per year would be equal to roughly
$2,000 in 1963 dollars.

5A modern edition of Hunter’s book is Poverty: Social Conscience in
the Progressive Era, ed. P. d’A. Jones (New York: Harper and Row,
1965). The $460 figure would equal roughly $1,600 in 1963 dollars,
about 43 percent of Orshansky’s 1963 five-person threshold.

6W. Jett Lauck and E. Sydenstricker, Conditions of Labor in Ameri-
can Industries: A Summarization of the Results of Recent Investiga-
tions (New York: Funk & Wagnalls, 1917), p. 371. Some standard
budgets were developed to represent levels of living higher than
poverty or minimum subsistence.

7M. Leven, H. G. Moulton, and C. Warburton, America’s Capacity to
Consume, Publication no. 56, Institute of Economics of the
Brookings Institution, Washington, DC, 1934), p. 1. The authors’
family subsistence/poverty line of $1,500 would be equal to about
$2,680 in 1963 dollars, 86 percent of the Orshansky threshold of
$3,128 for a family of four.

8F. D. Roosevelt, Second Inaugural Address, January 20, 1937.
Roosevelt’s address also offered a criterion of equitable economic
growth: “The test of our progress is not whether we add more to the
abundance of those who have much, it is whether we provide enough
for those who have too little.”

9The $780 figure was derived from an extensive national survey, the
Study of Consumer Purchases, conducted in 1936. It combined data
for families and single unrelated individuals in one chart. See Na-
tional Resources Committee, Consumer Incomes in the United States:
Their Distribution in 1935–36 (Washington, DC: U.S. Government
Printing Office, 1938). This amount would be about $1,740 in 1963
dollars. In the late 1930s, two other subsistence/low-income lines
were developed in studies by federal agencies, but none was adopted
as an official measure of poverty.

10C. R. Daugherty, Labor Problems in American Industry, 4th ed.
(Boston: Houghton Mifflin, 1938), pp. 137 (quotation) and 139 (fig-
ures). Daugherty’s figure of $860 for a family of four in 1929 would
be equal to about $1,540 in 1963 dollars, 49 percent of the Orshansky
threshold of $3,128.

11R. J. Lampman, “The Low Income Population and Economic
Growth,” in U.S. Congress, Joint Economic Committee, Study Papers
Nos. 12 and 13: The Low Income Population and Economic Growth. .
. (Washington, DC: U.S. Government Printing Office, 1959), pp. 1–
36. When expressed in 1963 dollars, Lampman’s low-income line for
a family of four ($2,742) was about 88 percent of Orshansky’s 1963
average nonfarm poverty threshold of $3,128.

12M. Orshansky, “Commentary: The Poverty Measure,” Social Secu-
rity Bulletin 51, no. 10 (October 1988): 22.

13J. K. Galbraith, The Affluent Society (Boston: Houghton Mifflin,
1958), p. 323.

14On the origins of the War on Poverty, see, for example, L. Friedman,
“The Social and Political Context of the War on Poverty: An Over-
view,” in A Decade of Federal Antipoverty Programs: Achievements,
Failures, and Lessons, ed. R. H. Haveman (New York: Academic
Press, 1979), pp. 21–54, and H. J. Aaron, Politics and the Professors:
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The Great Society in Perspective (Washington, DC: Brookings Insti-
tution, 1978), ch. 2.

15The $3,000 figure was consistent with a rough consensus among
experts about the level that represented “poverty” at this time. Of 11
poverty lines (besides the CEA and Orshansky poverty lines) applied
to families of four between 1959 and 1964, 7 were between $3,000
and $3,500 (in current dollars).

16The USDA first introduced its four diets or food plans at various
levels in 1933, characterizing the lowest of the food plans (the quasi-
predecessor of the economy food plan that was used to develop the
current poverty thresholds) as providing approximately the minimum
requirements of the body for various nutrients, but allowing “little
margin for safety. It represents good food selection when a fully
adequate diet is beyond reach.” H. K. Stiebeling and M. M. Ward,
Diets at Four Levels of Nutritive Content and Cost, U.S. Department
of Agriculture Circular no. 296, Washington, DC, Nov. 1933, p. 4.

17M. Orshansky, “Counting the Poor: Another Look at the Poverty
Profile,” Social Security Bulletin 28, no. 1 (January 1965): 3–29.

18A brief characterization of the official (Orshansky) poverty line
appears in this Focus, p. 3.

19The USDA had developed the 1962 revisions of the food plans using
data from the 1955 Household Food Consumption Survey. It de-
scribed the economy food plan as a plan “designed for temporary or
emergency use when funds are low.” It has been estimated that fami-
lies spending for food at the dollar level of the economy plan had
about 1 chance in 2 of getting a fair or better diet, but only about 1
chance in 10 of getting a good diet. See B. Peterkin and F. Clark,
“Money Value and Adequacy of Diets Compared with the USDA
Food Plans,” Family Economics Review (September 1969): 6–8.

20Orshansky, “Counting the Poor,” p. 3; I. C. Merriam, “The Meaning
of Poverty-Effectiveness,” unpublished paper, January 4, 1967, p. 2.

21This is a phenomenon sometimes known in the United States as the
“income elasticity” of the poverty line. For instance, one study has
shown that over the years from 1905 to 1960, Oscar Ornati’s group of
“minimum subsistence” standard budgets rose 0.75 percent in real
terms for each 1 percent increase in the real disposable income per
capita of the U.S. population. See Gordon M. Fisher, “Is There Such a
Thing as an Absolute Poverty Line over Time? Evidence from the
United States, Britain, Canada, and Australia on the Income Elasticity
of the Poverty Line,” unpublished paper, 1995.

22The idea of using a higher multiplier derived from 1965 data was
also discussed at the meeting, but this idea was not part of the formal
SSA proposal for revising the thresholds.

23The relativity of poverty standards had been recognized by econo-
mists as far back as Adam Smith: “By necessaries I understand, not
only the commodities which are indispensably necessary for the sup-
port of life, but whatever the custom of the country renders it indecent
for creditable people, even of the lowest order, to be without.” Adam
Smith, An Inquiry into the Nature and Causes of the Wealth of
Nations, 1789 ed. (New York: Modern Library, 1937), p. 821.

24Subcommittee suggestions for improving income reporting led ulti-
mately to the Survey of Income and Program Participation.

25The distinctions between the thresholds and the guidelines are ex-
plained on p. 6.
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Better tools for poverty measurement: A look ahead
Each year, billions of government dollars are divided
among states, counties, and other local jurisdictions on
the basis of economic profiles from the latest decennial
census. In fiscal year 1994, for instance, more than $30
billion in federal funds were allocated to states or local
jurisdictions using the official poverty measure along
with income and poverty data from the 1990 census. But
economic conditions can change rapidly, and some cen-
sus data are obsolete before they are even published.
Data from the 1990 census, for example, reflect a period
before the recession that began in 1990. From other data,
such as the March Current Population Survey (CPS), we
know that median household income declined by 7 per-
cent between 1989 and 1993 and that the number of
people with incomes below the official poverty line in-
creased by 25 percent. Moreover, these changes were not
uniformly distributed. From 1989 to 1993, the number of
poor people increased by 52 percent in Florida and 44
percent in California, but by only 4 percent in Texas and
7 percent in Illinois. From 1993 to 1995, the situation
changed again: median income increased by 3 percent
and the total number of poor decreased by 5 percent.

Clearly, more current estimates of income and poverty
would improve the administration of public programs
and more effectively target federal and state funds to
local jurisdictions in greatest need. This article briefly
summarizes two initiatives of the Census Bureau that are
intended to provide those data: a model-based program,
the Small Area Income and Poverty Estimates Program,
and a survey program, the American Community Survey
(ACS). The plan is to combine estimates from the two
sources to obtain more accurate, regularly updated state
and local poverty rates.

The Small Area Income and Poverty Estimates
Program

Between 1971 and 1987, the Census Bureau produced
biennial estimates of per capita income for local govern-
ments; such estimates were a major component in the
allocation of funds under the General Revenue Sharing
program. The estimates were discontinued when the pro-
gram expired. But strong interest in such updated infor-
mation continued, and in 1993 a consortium of five fed-
eral agencies agreed to provide funding for a Small Area
Income and Poverty Estimates Program.1

Considerable impetus was given to this project by the
passage, in September 1994, of PL 103-182, the Improv-
ing America’s Schools Act. Title I of this law specified
that federal funds should be distributed to school districts
largely on the basis of the number of children aged 5 to
17 who were from families below the poverty level ac-
cording to “the most recent satisfactory data” available

from the Department of Commerce, beginning in 1997,
unless those data proved to be inappropriate or unreli-
able.2

In January 1998, the Bureau issued its latest set of esti-
mates for 1993, the most recent year for which federal
income tax statistics were available when the project
began. Estimates for 1995 should also be available in
1998. These estimates include (1) all people in poverty,
(2) related children aged 5–17 in poverty,3 (3) people
under age 18 in poverty, (4) median household income,
and (5) children under 5 years old in poverty.

These estimates are based upon the only method that is
currently practicable, statistical modeling.4 Census ana-
lysts developed regression models that relate income, the
number of poor people, or poverty rates to data derived
from administrative and other sources. The dependent
variables are income and poverty estimates derived from
the March CPS, which provides the nation’s official esti-
mates of income and poverty. The independent variables
include direct estimates of income and poverty from the
1980 and 1990 decennial censuses. The state and county
models use selected variables based on administrative
data, including data summarized from federal individual
income tax returns, numbers of Food Stamp program
participants, and Bureau of Economic Analysis personal
income estimates. Demographic estimates of the 1994
population of states and counties are another important
source for the models. These are further adjusted to pro-
vide crude estimates of denominators for state and
county poverty rates.

The multiple regression models thus created predict in-
come and poverty for 1993. For each of the five key
income and poverty statistics the Bureau constructed an
estimation model at the state level and, for four of them,
an estimation model at the county level. (The county
estimates of a particular statistic are produced by com-
bining estimates from the two models.) At the state level,
the Bureau models poverty rates; at the county level, it
models numbers of poor people in various age groups.5

Results of the estimation models are posted on the Cen-
sus Bureau’s web site (see box below).

How do the model-based estimates compare with census
estimates? As a rough test of their estimation methods,
Census Bureau analysts made model-based estimates for

This brief summary of the characteristics of the SmallThis brief summary of the characteristics of the SmallThis brief summary of the characteristics of the SmallThis brief summary of the characteristics of the SmallThis brief summary of the characteristics of the Small
Area Income and Poverty Estimates Program and theArea Income and Poverty Estimates Program and theArea Income and Poverty Estimates Program and theArea Income and Poverty Estimates Program and theArea Income and Poverty Estimates Program and the
American Community Survey draws heavily upon theAmerican Community Survey draws heavily upon theAmerican Community Survey draws heavily upon theAmerican Community Survey draws heavily upon theAmerican Community Survey draws heavily upon the
extensive information that appears on the U.S.extensive information that appears on the U.S.extensive information that appears on the U.S.extensive information that appears on the U.S.extensive information that appears on the U.S.
Census Bureau�s World Wide Web site, atCensus Bureau�s World Wide Web site, atCensus Bureau�s World Wide Web site, atCensus Bureau�s World Wide Web site, atCensus Bureau�s World Wide Web site, at
<http://www.census.gov/hhes/www/saipe.html><http://www.census.gov/hhes/www/saipe.html><http://www.census.gov/hhes/www/saipe.html><http://www.census.gov/hhes/www/saipe.html><http://www.census.gov/hhes/www/saipe.html>
and <http://www.census.gov/CMS/www/>.and <http://www.census.gov/CMS/www/>.and <http://www.census.gov/CMS/www/>.and <http://www.census.gov/CMS/www/>.and <http://www.census.gov/CMS/www/>.
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states and counties in 1989 to compare with 1990 census
data. They did not expect the models to provide precisely
the same estimates as the census, because the census
estimate of total poverty differs from the official esti-
mates that are derived from the March CPS data used to
calibrate the models. Nonetheless, analysts found the two
sets of estimates to be “reassuringly close.” County
model-based estimates of the total number of poor people
were, on average, 4.4 percent lower than census esti-
mates; for the number of related children aged 5 to 17 in
poverty they were 4.4 percent higher.

The model-based procedures provide the best estimates of
income and poverty for states and counties for 1993, reflect-
ing the large increase in poverty and decline in the median
household income that occurred from 1989 to 1993. Esti-
mates derived from the census long forms that were sent to
approximately 16 percent of U.S. households as part of the
1990 census will be more statistically precise than the
model-based estimates, but they are less current; they de-
scribe the world as it existed in 1989.

The American Community Survey

The ACS is intended to provide annual estimates of hous-
ing, social, and economic characteristics for all states,
and for cities, counties, metropolitan areas, and popula-
tion groups of 65,000 persons or more. For smaller areas,
two- to five-year samples will be used to generate the
estimates. For example, for rural areas and city neighbor-
hoods or population groups of fewer than 15,000 people,
it will take five years for the survey to accumulate a
sample approximately 90 percent as large as the census
long-form sample. These five-year averages, updated
each year, will be produced down to the level of census
tracts, which have an average population of 4,000, and
block groups.

The survey is conducted by mail, backed up by com-
puter-assisted telephone interviewing and personal inter-
viewing for subsamples of those who do not respond to
the mail survey. It will be administered continuously:
each month, surveys will be mailed to a systematic
sample of all U.S. households (the Census Bureau in-
tends that the survey will not be sent to the same address
more than once in any five-year period).

The survey is still in the demonstration phase; the Census
Bureau’s current plans envisage full implementation in
2003. At that time, the survey will be administered in
every county in the United States, with an annual sample
of three million housing units. The Bureau also proposes
that by the time of the 2010 census, the survey will
replace its traditional means of gathering such detailed
social and economic information, the census long form.6

The goal of the Census Bureau is to provide survey data
to users within six months after the end of a calendar

year. For larger governmental units, these will be the
direct annual estimates; for smaller units or population
groups, estimates will be based on refreshed multiyear
accumulations of data.

The Census Bureau sees numerous advantages to the
survey. Regarded from the perspective of policy makers,
analysts, and government agencies, it will be able to
identify rapid changes in an area’s population and give
an up-to-date statistical picture yearly, not just once ev-
ery ten years. The changes in the social safety net that
have taken place over the last two years, at both federal
and state government levels, have raised the premium on
accurate and timely information. States and counties with
large new responsibilities for social welfare policies and
programs will have better data for tracking the well-
being of particular groups such as children and the eld-
erly and for monitoring the effects of programs. The
survey can, furthermore, screen for households with par-
ticular characteristics—elderly Hispanics, for instance,
or the disabled. Thus the survey potentially provides a
robust sampling frame for other household surveys of
economic or social well-being, without the prohibitively
expensive screening interviews that are now required.

Unanswered questions

Problems that any household survey encounters are the
response rate that it achieves and whether certain groups
are underrepresented. Neither the Small Area Income
and Poverty Program nor the ACS is exempt from these
questions.

Response rates. Commentators have noted that the
“widespread and intense publicity and sense of legiti-
macy” associated with the decennial census evokes better
public response than other household surveys. Even so,
the mail-in response rate to the long form in the 1990
census was only 65 percent, about 10 percent lower than
in 1980. Two National Academy of Sciences panels that
reviewed the Bureau’s early plans for continuous sam-
pling expressed the concern that the ACS might not
achieve a response as high as that of the census.7 In the
demonstrations, however, ACS mail response rates were
higher than expected. As with the census, return of the
ACS survey form is mandatory, and research conducted
since the 1990 census has improved mailing techniques
and clarified the instructions.

Mail response rates and difficulties in completing fol-
low-up interviews have been cited as reasons for the
lower quality of sociodemographic data on hard-to-enu-
merate populations—minorities, poor people, and mobile
and transient individuals—in the 1990 census.8 Because
the administration of a continuous sampling program
requires a well-trained, permanent staff, the Bureau be-
lieves—and demonstrations suggest—that the ACS is
likely to produce better information than that which
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emerges from the compressed and hectic schedule of the
census long-form interviews.

Coverage and quality of data. The Small Area Income and
Poverty Program uses the CPS to calibrate its estimates;
errors in the CPS will therefore pass through to those esti-
mates. The Bureau is still conducting research to determine
whether the ACS will, as it anticipates, achieve more accu-
rate within-household coverage than the March CPS and the
Survey of Income and Program Participation (SIPP). After
correction for nonresponse, the CPS and the SIPP cover
only 80 to 85 percent of black men compared with unad-
justed census-based population estimates.9 Even though ad-
justments for this shortfall are made during the CPS and
SIPP weighting, these weighting adjustments do not correct
for differences between the characteristics of the black men
who are missed by the survey and those included in the
survey.

In addition to these general problems of all household
surveys, there is one that relates specifically to the ACS.
For very small areas, the ACS data will consist of five-
year averages. How interpretable will these data be? For
instance, rural counties in many states have very small
permanent populations and quite large seasonal popula-
tions, predominantly of the well-to-do. It is not yet clear
how these circumstances might affect the data, but ex-
amples of such counties are to be included in future tests.

The Census Bureau’s plans for the Small Area Income
and Poverty Estimates Program and for the ACS are
linked together as part of the Bureau’s continuous mea-
surement program. When ACS data are available, their
use in the small-area models is expected to improve the
reliability and geographic detail of the estimates. The
NAS Panel on Estimates of Poverty for Small Geo-
graphic Areas took brief note of the potential role of the
ACS data, commenting that: “The American Community
Survey, when it is fully operational, will be an important
component of any approach to providing updated esti-
mates of poor school-age children for small areas. . . .
However, given that each year of the CPS and the 2000
census will also provide evidence on poverty, it will be
important to find ways to use all these sources together,
for multiple time periods (for the CPS and the ACS) to
produce the best small-area estimates.”10 It is proposed to
test the accuracy of each method by how well it predicts
the state poverty rate obtained by the 2000 census. The
relative accuracy of the predicted poverty rate compared
to the census will determine the weights (importance) of
each procedure in the combined estimate. n

1The agencies were the Food and Nutrition Service (Dept. of Agricul-
ture), National Center for Education Statistics (Dept. of Education),
Head Start Program (Dept. of Health and Human Services), Office of
Policy Development and Research (Dept. of Housing and Urban De-
velopment), and the Employment and Training Administration (Dept.
of Labor). The Statistics and Income Division of the Internal Revenue

Service also participated; their data were essential for several antici-
pated estimation methodologies.

2The law also directed the National Academy of Sciences to establish
a panel to review the suitability of Census Bureau estimates. The first
report of the Panel on Estimates of Poverty for Small Geographic
Areas strongly endorsed the model-based approach but urged further
testing before any decision was made to base Title I allocations solely
on those estimates. See M. L. Cohen, G. Kalton, and K. K. West, eds.,
Small-Area Estimates of Children in Poverty: Interim Report I—
Evaluation of 1993 County Estimates for Title I Allocations (Wash-
ington, DC: National Academy Press, 1997). A second report, C. F.
Citro, M. L. Cohen, and G. Kalton, Small-Area Estimates of School-
Age Children in Poverty: Interim Report 2—Evaluation of Revised
1993 County Estimates for Title I Allocations (Washington, DC:
National Academy Press, 1998) was published March 31, 1998.

3“Related children” refers to children aged 5–17 related to the house-
holder by blood or adoption, but not marriage.

4When 2000 census  data and ACS data become available for all
counties and school districts, model-based estimates will no longer be
the “only practicable method.”

5Estimates for children under 5 years old are provided at the state
level only. Creation of postcensal estimates for states and counties
was divided into separate, though related, modeling efforts in part
because of the nature of the available data. The sample sizes for some
states are large enough to permit the derivation of direct state esti-
mates for some of the key statistics, but they are not sufficient for all
statistics in some states or any statistics in most states. Direct, usable
estimates from the CPS are possible for only a handful of counties,
and only slightly more than one-third of all counties contain any
March CPS sample households.

6Developmental work on total costs and savings associated with the
survey, though not complete, suggests that, when fully implemented,
the savings in the 2010 census will offset a large portion—perhaps
all—of the total cost of the ACS between 2003 and 2012.

7The report of the NAS Panel on Census Requirements in the Year
2000 and beyond is B. Edmonston and C. Schulze, eds., Modernizing
the U.S. Census (Washington, DC: National Academy Press, 1995)
(see esp. pp. 124–36). The panel’s concerns focused on issues of cost
and completeness of within-household coverage. The final report of
the Panel to Evaluate Alternative Census Methods, Counting People
in the Information Age (Washington, DC: National Academy Press,
1994), also considered the continuous measurement issue (see esp.
pp. 180–96). The successor to that panel, the Panel to Evaluate
Alternative Census Methodologies, has produced two interim reports
(1996 and 1997), mostly dealing with sampling procedures.

On the nonresponse issue, see Counting People in the Information
Age, pp. 189–90; Modernizing the U.S. Census, p. 132 (quotation).
On the drop in census response rates, see Decennial Census: Prepara-
tions for Dress Rehearsal Leave Many Unanswered Questions, GAO/
GGD-98-74, March 6, 1998, p. 7.

8In 1990, data were gathered either by imputation or indirectly, from
someone outside the household, on 14.4 percent of black non-His-
panic households and 10.2 percent of Hispanic households that were
mailed the long form (response rates were much better for the short
form). Counting People in the Information Age, p. 192.

Unlike the census, the CPS collects none of its data by mail. There is
at this point no agreement on whether mail returns are superior to
interviews conducted by permanent, trained interviewers such as are
used in the ACS and the CPS. Census follow-up interviews are con-
ducted by temporary enumerators. (Charles H. Alexander, Jr., U.S.
Census Bureau, personal communication.)

9Modernizing the U.S. Census, p. 132.

10Citro, Cohen, and Kalton, eds., Small-Area Estimates 2, pp. 85–86.
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Visitors to IRP in the 1997–1998 academic year
Education of At-Risk Children and from a Spencer
Foundation fellowship. Professor Temple’s primary
interests are in public sector economics, especially in
policy evaluation and state and local expenditure and
tax policies. The main project that she is pursuing
while at IRP involves estimating the longer-term ef-
fects of an educational intervention for children who
come from low-income families, the Chicago Child-
Parent Centers. These centers, started in 1965, provide
Head Start-type services to poor children and their
families in high-poverty neighborhoods in Chicago.
They include compensatory education that continues
beyond preschool into the primary grades. (For discus-
sions of this program, see Focus 19, no. 1 [Summer-
Fall 1997]: 18–21, 39–40.)

Mark D. Turner  is a Research Associate in the In-
come and Benefits Policy Center at the Urban Institute.
He spent a week at IRP in March 1998 as the Institute’s
first visiting minority scholar (see p. 42 for a descrip-
tion of this program). Dr. Turner received the Ph.D.
degree in Economics from the University of Maryland
at College Park in 1996. His research focuses on issues
of child support, youth employment, and the minimum
wage. Most recently, Dr. Turner examined fathers’
ability and willingness to pay child support and ana-
lyzed systemic barriers in child support policy. He is
also supervising a survey of unwed mothers in the
Washington and Baltimore areas and will be examin-
ing the factors influencing paternal acknowledgment
nationally. While at IRP, Dr. Turner gave a seminar on
“Nonresident Fathers and Child Support Modifica-
tions.”

IRP Summer Research Workshop

June 15–18, 1998
Designed to build a community of research interest around topics concerning the low-income population, this annual

invitational workshop gathers about 50 junior and senior researchers for formal and informal discussions over the
course of the week. The workshop focuses on the application of methods on the frontier of empirical analysis.

AGENDA

Monday, June 15, and Tuesday, June 16: Mobility, Poverty, and Neighborhood Effects
Tuesday, June 16: Immigrants • EITC and Labor Supply  •

Roundtable: “Welfare Reform in the States: A Ground-Level View”
Wednesday, June 17: Welfare, Workfare, and the Labor Market • Education

4:00-5:30 First Annual Robert Lampman Memorial Lecture
The Lampman Lecture is open to the public; see this Focus, p. 60.

Thursday, June 18 (a.m.): Child Care

Hilke Kayser is an Assistant Professor of Economics
at Hamilton College, Clinton, NY. She is spending the
entire 1997–98 academic year as a visitor at IRP. Her
current research project compares the distributional
impacts of the income tax systems in Germany and the
United States, using data from the German Socio-Eco-
nomic Panel and the Michigan Panel Study of Income
Dynamics.

Tim Maloney is a Senior Lecturer in Economics at the
University of Auckland, New Zealand. He spent the
Fall 1997 semester as a visitor at IRP. Dr. Maloney’s
primary area of teaching and research is labor econom-
ics, and while at Wisconsin he taught a course in in-
dustrial relations and labor problems. His article,
“Welfare Reform and Labor Supply Behavior: The
New Zealand Example,” appears in this Focus, pp.57–
60. He also worked on other publications, including a
monograph on the effects of the 1991 industrial rela-
tions reform in New Zealand on unionization, wages,
employment, and productivity. This work, The New
Zealand Labour Market: Five Years After the Employ-
ment Contracts Act, will be published by the Institute
for Policy Studies, Victoria University, Wellington,
New Zealand, in 1998. He also began work on a large-
scale project for the New Zealand Treasury Depart-
ment on the determinants of cognitive achievement
and educational attainment.

Judy Temple is an Associate Professor of Economics
at Northern Illinois University and currently a Na-
tional Academy of Education Spencer Postdoctoral
Fellow. She is spending the entire 1997–98 academic
year as a visitor at IRP, with funding from the U.S.
Department of Education, National Institute for the
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Welfare reform and labor supply behavior:
the New Zealand example
Tim Maloney

Tim Maloney is Senior Lecturer in the Department of
Economics at the University of Auckland, New Zealand.
He was a visitor at IRP for the fall of 1997.

The argument for restructuring social welfare programs
has often turned on the issue of work incentives. But
there are no easy empirical answers for those who seek to
determine whether, and to what extent, particular pro-
grams influence the duration of unemployment, discour-
age labor force participation, or reduce hours of work.
Most countries have a myriad of social welfare programs
with rather complicated and interrelated structures. Even
a single welfare program may create budget constraints
with different effective wage rates and benefit
discontinuities that confound labor supply choices and
frustrate the analyst attempting to understand them.

Furthermore, serious measurement problems confront
analysts of labor supply behavior. The opportunity to
perform controlled experiments with random assignment
of individuals to groups receiving different benefit pack-
ages and structures is rare.1 Researchers who try to use
aggregate data to measure the effects of welfare reforms
may encounter problems caused by small sample sizes,
the difficulty of boiling complex reforms down to a few
simple measures, and uncertainty about whether their
measures are capturing the effects of macroeconomic
conditions rather than specific reforms. There are uncer-
tainties also in analyzing cross-sectional data, in which
variations in benefits are related to particular factors
such as age, sex, marital status, region of residence, or
numbers of children. If benefit levels are set on the basis
of a demographic group’s past labor market perfor-
mance, the results of analysis may reflect the original
policy-making process rather than any behavioral re-
sponse by benefit recipients.

Succeeding New Zealand governments have over the last
15 years drastically restructured the country’s economic
and social policies. These changes present an unusual
opportunity to examine labor market responses to wel-
fare reforms in a modern industrialized nation—unusual
because the difficulties described above are largely ab-
sent. The nature of the social welfare system in New
Zealand makes it relatively easy to identify the key com-
ponents of the welfare programs that would affect labor
supply behavior. For example, unemployment and retire-
ment benefits do not depend on past earnings, as they do

in the United States. Many changes targeted specific
demographic groups, and it is possible to measure their
effects as they were phased in for such groups. More-
over, benefit reductions were not uniform across demo-
graphic groups nor programs, nor did they take place at
the same time. These variations in the magnitude, timing,
and objectives of the benefit changes provide analysts, in
effect, with something close to a natural experiment.

Economic and social welfare policies in New
Zealand

Before 1984, New Zealand was characterized by perva-
sive government regulation and ownership in the
economy at large: commodity exports and imports, cur-
rency holdings, exchange rates, banking, transport, and
utilities were tightly regulated or publicly owned. The
labor market was regulated and highly centralized: arbi-
tration and union membership were both compulsory,
and wage rates were determined by a national Arbitration
Court. Social legislation from the 1890s on reflected a
widespread expectation that the state could provide
cradle-to-grave protection against economic uncertainty.
In 1972, the government-appointed Royal Commission
on Social Security spoke for a welfare state directed to
ensuring that “everyone is able to enjoy a standard of
living much like that of the rest of the community and
thus is able to feel a sense of participation and belonging
to the community.”2 In the 12 years following this ambi-
tious declaration, government social welfare expenditure
rose from 5.9 percent of GDP in 1971–72 to 11.6 percent
in 1983–84.

In 1984, a decade of persistent inflation, poor economic
performance, and rising public debt invoked a foreign
exchange and constitutional crisis. In its wake, New
Zealand embarked on a radical and far-reaching program
of economic reforms that included financial market and
trade deregulation and privatization of public sector in-
dustries. These policies were not merely pragmatic re-
sponses to difficult circumstances, but also reflected pro-
found changes in economic thinking among policy
makers. Since that year, economic reform has continued,
although its pace has often been irregular and its inci-
dence unevenly distributed. New Zealand governments
were much slower to address social welfare policies than
economic policies, and social welfare expenditures con-
tinued to rise, reaching 14 percent of GDP by 1990–91.

The main programs are listed in Table 1. The Domestic
Purposes Benefit provided income support to single-par-
ent families and to women aged 50 and over living alone.
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The basic benefit guaranteed to a family was determined
by the number of children in the family. Once earned
income exceeded a predetermined threshold, benefits
were cut back at rates that rose from 30 to 70 percent. An
increase in real expenditures on the Domestic Purposes
Benefit between 1990–91 and 1995–96 can be explained
by a steady increase in the proportion of single-parent
households over this period.

The Superannuation program provided benefits to all
people “above retirement age.” Benefit amounts were
dependent upon marital status, but were traditionally set
at around two-thirds the level of average earnings. In
1977, the age of eligibility for the basic retirement ben-
efits, funded out of general revenues, was lowered from
65 to 60.

By default, nearly everyone else over the age of 16 was
potentially eligible for income support through the Un-
employment Benefit program. Basic benefits varied by
age, marital status, and number and ages of children.
There was no time limit on the receipt of unemployment
benefits, and persons working part time were not cat-
egorically ineligible for these benefits. However, the
benefit reduction rates of 30 and 70 percent applied to the
Domestic Purposes Benefit also applied to the Unem-
ployment Benefit. For families with children, Family
Support and Family Benefit programs supplemented
these basic benefits.3

Welfare policy changes and labor supply
consequences

The recession following the global equity market shock
of October 1987 had serious repercussions in New
Zealand also. In 1990, a new, conservative National Gov-
ernment took office. Faced with a sharply deteriorating
fiscal position, rising unemployment and debt levels, and
the likelihood that Standard & Poor’s was about to down-
grade the country’s debt rating, the government quickly
cut public expenditures and deregulated the labor mar-
ket, replacing centralized bargaining structures with

decentralized enterprise bargaining and moving labor
market institutions closer to the U.S. model. In this round
of policy changes, major revisions in social welfare poli-
cies also took place. Both the economic and social policy
changes were widely opposed. Nevertheless, strong real
GDP and employment growth began shortly thereafter,
and the last five years have seen generally improving
economic circumstances.

In April 1991, nominal social welfare benefits were re-
duced, on average, by approximately 10 percent (derived
from Table 2). The cuts were not uniform across demo-
graphic groups nor programs. In practice, they were the
same, on average, for men and women (9.5 percent), and
deeper for youth aged 16–24 (11.6 percent) than prime-
age adults (10.6 percent) and older adults aged 55–64
(7.1 percent). Significant user charges were introduced
for health and other services, with the exclusion of low-
income earners.

Structural changes were introduced at the same time. The
minimum age of eligibility for both Unemployment and
Domestic Purposes benefits was raised from 16 to 18.
The waiting period for the Unemployment Benefit was
increased from 6 to 26 weeks for individuals who left
work voluntarily or were dismissed for misconduct. In
April 1992, the age of eligibility for Superannuation was
raised from 60 to 61, and since that time it has increased
by three months of age for every six months of time. The
scheduled increases will end when the age of eligibility
reaches 65, in 2001. Thus effective benefits for those
aged 60–64 fell after April 1992, as the age of eligibility
for Superannuation was steadily raised.

The five years from 1990–91 to 1995–96 saw a decline of
5.6 percent in total spending on social welfare (Table 1).
One of the motives for these reforms was the belief, as in
the United States, that reducing benefits and tightening
eligibility criteria would cause people to work more.4

Evidence on this point in the United States has been
inconclusive, and the extent of the labor supply response
remains unclear. The New Zealand data provide us with
an unusual opportunity to estimate how much employ-
ment behavior changes when incentives change.

What, in essence, were the financial consequences for
recipients of the policy changes just described? Figure 1
shows the change in benefit replacement rates—that is,
the proportion of full-time earnings that could be “re-
placed” by the benefits for which for the average indi-
vidual would be entitled if there were no other source of
income between 1987 and 1995. The reforms announced
in December 1990 took full effect by about June 1991,
causing an immediate drop in the replacement rate from
over 56.5 percent to under 53 percent. Thereafter, re-
placement rates remained relatively constant.

Because my ultimate objective was to determine whether
these benefit changes affected labor supply, Figure 1 also

Table 1
Expenditure on Social Welfare Programs in New Zealand,

as a Percentage of Gross Domestic Product (GDP)

Program 1990–91 1995–96

Unemployment Benefit 2.2 1.5
Domestic Purposes Benefit 1.9 1.7
Superannuation 0.8 0.6
All Other 0.15 0.13
Total 13.5 10.8

Source: New Zealand Department of Social Welfare.

Note: Fiscal years run from July 1 to June 30. The total amount for
1990–91, in billions of current New Zealand dollars, was $9.660, and
in 1995–96, it was $9.118. (In January 1996 N.Z.$1 = U.S.$0.65.)
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plots the aggregate, seasonally adjusted labor force par-
ticipation rate. Between early 1987 and the time of the
general benefit cuts, participation declined steadily, and
continued to decline until the end of 1992, when it stood
at 63 percent. By December 1995, it had rebounded to
65.1 percent. But these descriptive statistics do not allow
us to claim a simple cause-and-effect relationship be-
tween welfare reforms and labor supply. During this
same period, for example, New Zealand underwent a
deep recession, followed by a vigorous recovery. More-
over, gross wages fell and effective income tax rates
rose, so that the potential benefits associated with full-
time work diminished. So, although real benefit cuts
amounted to 9.5 percent, on average, between 1990 and
1995, benefit replacement rates over the same period
declined by only 5.5 percent.

To isolate the effects of specific benefit changes for
particular groups and to control for external factors such
as those just noted, it is necessary to use regression
analysis.5 For these analyses I used data from the House-
hold Labor Force Survey (HLFS), a random sample of

New Zealand households drawn each quarter from the
population and retained in the database for eight con-
secutive quarters. Data are available for samples of
16,000 to 32,000 households over the years 1985–95. I
supplemented these data with the Household Economic
Survey, which provides information on family income
that is lacking in the HLFS.6 Because labor force partici-
pation alone may not adequately capture changes in labor
supply, I also examined the effects of the benefit changes
on hours of labor supplied per week.

The results of these calculations appear in Table 2, which
shows quite significant, though somewhat mixed, effects
from the changes in benefit policy, especially for those
aged 60–64 and for youth. Eligibility changes for those
aged 60–64 were expected to increase labor supply, but
the increase actually observed is quite large. By 2001,
when the full impact of the increase in the age of eligibil-
ity for Superannuation takes force, labor force participa-
tion among those aged 60–64 is likely to have increased
by around 30 percentage points.

The effects for young people seemed at first counter-
intuitive—labor force participation actually decreased
for those aged 16–18—but became positive when I
broadened the definition of “economic activity” for
youth to include participation in either the labor force or
in schooling. Raising the age of eligibility for basic ben-
efits from 16 to 18 increased educational participation
significantly, offsetting reductions in labor force partici-
pation. This is perhaps because reductions in future wel-
fare benefits increase optimal schooling levels and the
returns to schooling.

It surely comes as no surprise that those of working age
will respond to benefit reductions by increasing their
labor supply. What is significant here is the size of the
response. Overall, the benefit reforms implemented in
New Zealand since 1990 are estimated to have increased
aggregate labor force participation by more than 3 per-
centage points.7

One cannot draw lessons for U.S. welfare policy from the
circumstances of the New Zealand labor market. Yet the
New Zealand experience suggests the need for policy
makers to bear in mind that different groups in the popu-

Table 2
Estimated Effect of Benefit Reforms on Labor Supply, 1990–1995

                                                   Estimated Effect                                                _
Change in Participation

Change in Labor Avg. Change in in Labor Force
Program change Force Participation (%) Hours Worked/Wk and Education (%)

Maximum benefits decline by 9.5% 2.74 1.22 4.34
Partial benefits for those in full-time work decline by 1.0% -0.33 -0.12 -0.38
Age of eligibility for UB and DPB rises from 16 to 18 -0.25 -0.16 0.21
Age of eligibility for Superannuation rises from 60 to 62.75 0.99 0.39 1.01
Net effect 3.15 1.33 5.18

Figure 1. Aggregate labor market trends, 1987–1995.

Note: The aggregate, seasonally adjusted labor force participation
rate is taken from Statistics New Zealand for all individuals 16 years
old and over. The mean replacement rates are based on the author’s
calculations using HLFS and HES data for those aged between 16 and
64.
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lation may respond very differently to similar incentives
and offers some clues to the nature and size of the re-
sponse that we may expect from welfare policy
changes. n

1Well-known examples in the United States are the New Jersey and
Seattle/Denver Income Maintenance Experiments.

2This section draws heavily upon L. Evans, A. Grimes, B. Wilkinson, and
others, “Economic Reform in New Zealand, 1984–95: The Pursuit of
Efficiency,” Journal of Economic Literature 34 (1996): 1856–1902.

3Housing and accommodation supplements, which replaced public hous-
ing, are not considered in this discussion because I have no way of
comparing the value of the in-kind housing benefit provided before the
policy changed with the value of the cash supplements now in force.

4The government’s primary concern in making these changes was not
a general labor shortage, given that the unemployment rate was
around 10 percent. Until just a few years ago, New Zealand was
experiencing a net outmigration of the population, mostly to Austra-

lia, but also to the United Kingdom, North America, and other places.
Those leaving tended to have slightly higher qualifications and to be
younger, evoking fears of a “brain drain.”

5Methods and calculations used are fully described in T. Maloney,
“The Impact of Recent Welfare Reforms on Labor Supply Behavior in
New Zealand,” IRP Discussion Paper 1149-97, University of Wiscon-
sin–Madison, 1997. See also T. Maloney, Benefit Reform and Labour
Market Behaviour in New Zealand (Wellington, NZ: Institute of
Policy Studies, 1997).

6Factors which were included in the equations because of their pos-
ited effects upon labor supply were age, gender, educational attain-
ment, status as a Maori or Pacific Islander, marital status, and number
of children. Maoris and Pacific Islanders are less likely to be working.
Marital status and the number and ages of children have substantially
different effects upon the labor force participation of men and
women. Those outside the prime working age of 20–54 were also less
likely to be in the labor force.

7In the long run, it remains unclear whether these positive labor
supply effects might be reduced, if the reforms indirectly lower the
returns from employment.

Robert J. Lampman Memorial Lecture, 1998

Welfare Reform, Welfare Recipients, and the Labor Market
How Did We Get from the Negative Income Tax to the Personal Responsibility and

Work Opportunity Reconciliation Act?

The first Lampman Memorial Lecture will be given by Sheldon Danziger, Henry J. Meyer Collegiate Professor of
Social Work and Public Policy, University of Michigan, Ann Arbor. Professor Danziger is director of the Research
and Training Program on Poverty, the Underclass, and Public Policy at the university. The Lecture will take place on
Wednesday, June 17, 4–5:30 p.m. in Room 2080, Grainger Hall, 975 University Ave., Madison, WI.

Professor Danziger’s current research projects include a longitudinal study of welfare reform and barriers to
employment, and trends in poverty and inequality. Professor Danziger was director of the Institute for Research on
Poverty from 1983 to 1988. He has been associated with IRP since 1974, when he joined the staff as a Research
Economist. From 1976 to 1988 he was a faculty member of the Department of Social Work at the University of
Wisconsin–Madison.

Among his most recent books are America Unequal (with Peter Gottschalk), published in 1995 by Harvard University
Press, and three edited volumes, Uneven Tides: Rising Inequality in America (with Peter Gottschalk; Russell Sage
Foundation, 1993); Confronting Poverty: Prescriptions for Change (with Gary Sandefur and Daniel Weinberg;
Harvard University Press, 1994); and Child Poverty and Deprivation in the Industrialized Countries, 1945–1995
(with Giovanni Andrea Cornia; Clarendon Press, 1997).

Robert J. Lampman Memorial Lectures
To honor Robert Lampman, founding director and guiding spirit of the Institute for Research on Poverty until his
death in 1997, a fund has been established to support an annual lecture by a distinguished scholar on the topics to
which Lampman devoted his intellectual career: poverty and the distribution of income and wealth. This memorial
has been established by the Lampman family, with the help of the University of Wisconsin Foundation. The lecture
series is organized by the Institute for Research on Poverty, in cooperation with the university’s Department of
Economics. The series offers a special opportunity to maintain and nurture interest in poverty research among the
academic community and members of the public. The Institute extends its deep appreciation to the Lampman family
and other donors for making this opportunity possible.

Further contributions to the fund are welcome, to ensure continuation of the lectures in future years. Donations may
be made to the Robert J. Lampman Memorial Fund, University of Wisconsin Foundation, 1848 University Avenue,
P.O. Box 8860, Madison, WI 53708-8860.

Welfare reform and labor supply behavior, continued
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The IRP Evaluation of the Wisconsin Works Child
Support Waiver Demonstration
Wisconsin Works (W-2), the state’s welfare reform pro-
gram that began in September 1997, contains more gen-
erous child support provisions than those in the AFDC
program. Under AFDC, families received the first $50
per month paid on their behalf; the remainder went to
public agencies as partial reimbursement for their wel-
fare expenditures. Under W-2, families will generally
retain all of the child support paid on their behalf.

Wisconsin’s experiment with “passing through” all child
support to resident-parent families is unique among the
states. Given new flexibility by federal welfare reform
legislation, most states have decided to retain all child
support paid to families receiving assistance; others plan
to maintain the $50 pass-through. The Wisconsin experi-
ence offers an opportunity to evaluate the potential ad-
vantages and disadvantages of this new approach to child
support, and to increase our knowledge concerning the
way the child support system is working for low-income
families.

The child support component of W-2 is operating as a
waiver demonstration program, which began in October
1997. In granting the waiver, the federal government
required a random-assignment evaluation of the pro-
gram.1 In response to a Request for Proposals issued by
the state, the Institute for Research on Poverty submitted
an evaluation proposal, which subsequently received the
contract award. A four-year evaluation is planned, using
a control group of 4,000 who will receive either 41 per-
cent of the amount paid or $50, whichever is greater, and
a treatment group of 4,000 (plus all others participating
in W-2) who will receive the full amount of child sup-
port.

The IRP plan includes three types of evaluation: an
implementation/process study, an impact analysis, and a
nonexperimental study (the last must still receive federal
approval).

Implementation and process study

As required by the waiver, the evaluation will contain an
implementation analysis of the program during its first
six months and a process analysis that describes imple-
mentation and operation of the program over the full four
years of its existence. Data from several sources will be
used:

administrative data on client placement and progression,
staff resources, expenditures;

policy documents, including administrative rules, con-
tracts, and policy directives;

formal surveys of program staff and administrators and
of program participants; and

field research, entailing observation of programs in op-
eration and discussions with program officials.

The project will explore agency actions: for example,
how and when program information is given to the coun-
ties and how the computer system that calculates benefits
is structured and operating. It will look at agency-client
interactions: how the pass-through is explained to cli-
ents, what custodial and noncustodial parents are told
about the duration of the benefit structure in which they
are participating, control group attitudes and local staff
responses. And it will examine the effects of the policy
on the enforcement activities of the child support system:
for example, does the full pass-through influence staff
efforts to establish paternity or revise support orders?

Experimental evaluation: The impact study

The impact analyses are sorted into eight different do-
mains, each with its own theory, rationale, and proce-
dures. The domains are:

1. Effect on child support collections: amount of support
paid by nonresident parents, compliance with obliga-
tions, amount of support actually received.

2. Effect on orders and paternity establishment: paternity
establishment, order establishment, order amount,
change in order amount.

3. Effect on W-2 and related program costs: time spent in
each tier of W-2, likelihood of moving up or down the
tier ladder, total W-2 benefits paid, likelihood of partici-
pation in other public assistance programs, level of food
stamp and child care benefits.

4. Effect on self-sufficiency of the resident parent: em-
ployment rate, level of earnings, total income, income
relative to needs, assets of resident-parent families.

5. Effect on the earnings of the nonresident parent: earn-
ings, wage rate, hours worked, income, employment his-
tory, W-2 participation of nonresident parents.

6. Effect on formal versus informal payments: type (cash,
in kind) and amount of information payments, relation to
formal payments.

7. Effect on the nonresident parent’s involvement with
the child: time spent with children, participation in child
care and in decisions about children’s medical care and
education, time spent directly in helping children with
medical and education needs.
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8. Effect on child well-being: health, education, parenting
behavior and practices.

Data for the impact evaluation will be taken from linked
state administrative-record databases and from a survey
of resident and nonresident parents, who will be inter-
viewed twice, once in 1999 and once in 2000. The inter-
views will cover knowledge of W-2, details on child
support payments, involvement of the nonresident parent
with the child, informal cash and in-kind payments, liv-
ing arrangements, parental conflict and child-parent con-
flict, employment history, other program participation,
and health insurance status. These survey data will pro-
vide measures of independent and dependent variables
not available in the administrative records, permitting a
check on the extent to which participants in experimental
and control groups are aware of the requirements and
procedures of the group, and providing some capability
for an independent assessment of the completeness of the
administrative records.

Nonexperimental evaluation

The nonexperimental effort has several components.
First, administrative data on child support payments and
order compliance will be compared under three policy
regimes: before 1984 (when all child support collected
on behalf of welfare recipients was retained by the state),
1984–97 (when $50 a month was passed through), and
after 1997 (when all support was passed through). The
second component will compare effects of the $50 pass-
through with the full pass-through, using child support
parent surveys conducted by IRP in 1987, 1989, and
1996–97 for AFDC and the survey described above for
the W-2 regime. The IRP surveys include information on
informal or in-kind payments, nonresident parents’ con-
tact with their children, parental conflict, and child well-
being. The third component will draw upon national sur-
vey data to compare Wisconsin under the ful l
pass-through with other states that did not alter their
pass-through policy.

The fourth component involves ethnographic research, in
collaboration with the Manpower Demonstration Re-
search Corporation. Intensive interviews with fathers in
Milwaukee will explore fathers’ knowledge of the pass-
through policy and its influence on their payments, their
employment patterns, and their involvement with the
children.

Finally, the nonexperimental evaluation will involve col-
laborative work with the Urban Institute’s New Survey
of American Families (NSAF), a comprehensive national
study designed to document the well-being of families at
two points in time: before the reforms that introduced
Temporary Assistance for Needy Families (1997) and
after (1999). Containing detailed questions on child sup-
port orders and payments and on paternity establishment,
the NSAF oversampled families in Wisconsin when it

became clear that the state would be a leader in welfare
reform. Three types of comparisons will be possible:
child support in Wisconsin before and after the pass-
through change; child support in Wisconsin after the
change versus child support in other states; and differ-
ences in payments before and after the reform in Wiscon-
sin, compared to differences in other states before and
after they change their pass-through policy. n

1Within each group, half are to be those receiving assistance when W-
2 began and half are to be those who subsequently joined the pro-
gram.
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