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Re-Counting Poverty
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The November 2011 issuance by the U.S. Census Bureau of a new Supplemental Poverty Measure has
rekindled interest in questions that have been raised at various times over the nearly half century since the
first official measures were published. Are the poverty measures used for so many years really so flawed they
need a total overhaul? If so, why weren’t they fixed sooner? How and why did the new alternative recently
unveiled by Census emerge from the pack? What are the politics? What’s the social science? What core

values are put in play by the choices we as a society make about how to measure poverty?
The Current Count

Debate over how best to gauge the depth and extent of poverty in the U.S. was well underway when, in 1964,
the first government-produced poverty measures were published. The launching of the Kennedy/Johnson
War on Poverty had already stoked the interest of academic researchers, government officials and
policymakers in the subject, and critics were quick to highlight shortcomings in the methodology employed
by Social Security analyst Mollie Orshansky in devising income levels below which families of differing types

should be classified as “poor.”

To be sure, Orshansky’s methodology might now seem rather simplistic, given today’s sophisticated
computers and the elegant models they deploy. Orshansky’s starting point was the U.S. Department of
Agriculture’s 1955 Household Food Consumption Survey (the most recent then available), which revealed
that, on average, households that included three or more people spent about a third of their after-tax income
on food, with households of one or two people spending a slightly larger share. Orshansky applied these
multipliers to the costs of the economy food plan—the most frugal of USDA’s “four nutritionally adequate”
food plans—for families of each size. (A second set of thresholds was derived from the somewhat more

generous “Low-Cost” food plan, but these drew little attention at the time.)



Other adjustments took account of farm/nonfarm status, number of family members who were children,
families headed by females (a male spouse, if present, was assumed to head the family) and, for one and two-
person units, aged/non-aged status. These adjustments produced a matrix of 124 poverty thresholds,
although only the weighted average thresholds for each family size were typically cited. A detailed
description by Gordon M. Fisher of the derivation of Orshansky’s poverty thresholds, including

shortcomings and later modifications, can be found at the Census Bureau’s website.

With the help of the Census Bureau’s Demographic Survey division, Orshansky was then able to produce
estimates of the extent of poverty nationally and among various subgroups, using data from the annual
March supplement to the Current Population Survey, conducted by the Census Bureau in collaboration with
the Bureau of Labor Statistics, in which households are asked about their money income in the previous
year.! That survey, with some modifications and now dubbed the Current Population Survey Annual Social
and Economic Supplement (CPS ASEC), remains the basic data source from which the official poverty
estimates are derived.> In 1969, the Orshansky thresholds were formally adopted by the U.S. Bureau of the
Budget (now the Office of Management and Budget) as the official delineators between the American poor

and non-poor.3

The poverty thresholds, updated annually by the Census Bureau to reflect price changes, are still used to
prepare estimates of the number of Americans in poverty each year. The Department of Health and Human
Services also publishes a somewhat simplified version of these measures, the poverty guidelines, which are
used to determine financial eligibility for various income-tested federal programs and for other

administration purposes.

The Continuing Debate

Orshansky’s guidelines—with relatively modest modifications—remain the official word on who is and who
isn’t poor in America. This is despite recurring criticism from both the left and right and the periodic
convening, beginning in 1968, of numerous poverty-measure review committees, interagency task forces and
expert bipartisan panels, along with the issuance of extensive technical reports on their findings and
differences.4 And, on the basis of some of these deliberations, the Census Bureau has, in more recent years,

published several alternative measures on its website, although these generally draw little attention.

The most straightforward explanation for the durability of the Orshansky measure is that, while it is not
difficult to point to its deficiencies, devising widely acceptable remedies is far from simple. The sources of
controversy range from basic philosophical differences to practical difficulties in concept, measurement and

data collection. Here are a few of the most prominent:

*  Should poverty be defined as an absolute or a relative state? The official poverty lines are absolute

measures in that, apart from minor methodological modifications over time, they are adjusted



annually only for changes in the cost of living. However, as Fisher notes, even before the thresholds

@

were made official, Orshansky herself had written in a 1963 article that “”’As the general level of
living moves upward and expands beyond necessities, the standards of what constitutes an
irreducible minimum also change.” What counts as not-poor in, say Mumbai, would not be judged
so in Los Angeles or Houston. A review of evidences from Britain, Canada, and Australia, as well as
the U.S., finds that in practice presumably absolute poverty standards show a clear tendency to rise
in inflation-adjusted terms along with increases in real income among the general population. Still,
as noted in the recently issued report® on the design of an alternative poverty measure, the official
thresholds were equal to about half of median income in 1963-1964. Because of income growth, by
1992, half of median income was above the official thresholds—in fact, more than 20% higher.
Against the adoption of a relative measure, it is argued that once poverty is made relative, there is
practically no hope of ever eradicating or even substantially reducing it. As the Cato Institute’s
Michael Tanner put it in a recent NPR interview, under a relative measure even “if you doubled
everybody’s income, the number of poor people wouldn’t change because you’d be doubling people
at the top of the scale, as well as people at the bottom of the scale and you’d set up, essentially, an

equivalence there so that it really wouldn’t change.”

Apart from their absolute nature, don’t the current poverty thresholds set too low a standard for
determining who is poor? Fisher notes that Orshansky never intended her poverty thresholds to be
viewed as a measure of income adequacy, but rather of income inadequacy, noting that in the
January 1965 article in which she described her findings, she observed that “if it is not possible to
state unequivocally ‘how much is enough,’ it should be possible to assert with confidence how much,
on an average, is too little.” In Orshansky’s view, “...there is no generally accepted standard of
adequacy for essentials of living except food,”hence her reliance on multiples of observed food
consumption patterns in defining her thresholds. Critics of this technique point out that, as a result,
poverty measures do not take account of variations in work-related expenses such as transportation
and child care as well as taxes and medical expenses nor of possibly substantial differences in
available income between homeowners (with and without mortgages) and renters. Nor do they
adjust for variations in living costs across geographic areas, for changes in family structure such as
the increasing number of cohabiting unmarried couples or for child support obligations, all of

which can have a possibly important effect on family income and expenses.

On the other hand, don’t the techniques used to estimate the number of persons below the
thresholds exaggerate poverty since they don’t take account of non-cash government assistance
programs targeted at the poor and near-poor? As the magnitude of in-kind government benefit
programs—such as food stamps/supplemental nutrition assistance, housing aid, child care and
medical and energy bill reimbursements—has burgeoned, their omission from the CPS data used in

official poverty counts has become more important. The same is true of the Earned Income Tax



Credit a refundable federal income tax credit paid by the Internal Revenue Service to earners in
families (as well as some individuals) with low and moderate incomes. And while cash welfare
payments are enumerated in the CPS, they tend to be underreported. Of course, other possible
sources of income, notably illegal income or off-the-books income not reported to the tax
authorities are also likely to be substantially underreported, if reported at all, by household
members surveyed. But, since little is known about the magnitude of these exclusions, or their

impact on resources available to households, any imputation would be highly problematic.

e Isn'titdifficult, even impossible, to estimate the value of certain kinds of benefits—notably
medical benefits? Over the years, computer simulations by outside researchers as well as by the
Census Bureau have shown that imputing a value to government-provided non-cash benefits can
produce a significant reduction in poverty counts among children and certain other demographic
groups.” All of these simulation researchers have struggled with how best, if at all, to take account
of the value to families and individuals of the most costly of all government benefits—payments
made under the Medicare and Medicaid programs to cover the medical expenses of the elderly, the
disabled and low-income families with children. Early simulations experimented with assigning a
medical insurance value to the resources of eligible families and individuals. However, that type of
imputation was widely criticized on the grounds that medical benefit payments tend to be
concentrated among subsets of the eligible population—such as the long-term disabled or terminally
ill-and that, except to the extent that reimbursed medical costs would otherwise be paid out of-
pocket, families or individuals do not experience an increase in other disposable income as a result
of Medicare and Medicaid eligibility. (Receiving a million dollars’ worth of surgery, chemotherapy
or kidney dialysis does not make one a millionaire.) Moreover, income tabulations of the general

population do not take account of employer -subsidized private medical insurance.

The Proposed Improvement

Conscious of the political as well as theoretical controversy surrounding poverty measurement, the Census
Bureau has stressed that the recently unveiled “Supplemental Poverty Measure” is just that—supplemental. It
will neither replace the official count nor be used in determining eligibility for government programs.
Moreover, the Census Bureau, together with the Bureau of Labor Statistics, plans to continue research into
better methods to determine the thresholds that define poverty for families and individuals of varying
demographic characteristics, as well as the consistency and accuracy of procedures used to determine how

many of these families and persons have resources insufficient to raise them above those thresholds.

The Supplemental Measure, the product of an Interagency Technical Working Group (ITWG),® draws heavily
upon the recommendations of a 1995 National Academy of Science report? as well as further research on
poverty measurement conducted over the past 15 years. The ITWG in its own report issued in March 2010,

endorsed many of the improvements in poverty definition and measurement recommended by the NAS, but



suggested additional enhancements. The final supplemental measure, as applied to 2010 CPS ASEC data, is
described in detail in the Census Bureau report issued in November 2011. In summary, the new construct

would:

*  Adopt a more sophisticated measure of need. Rather than being a simple multiple of food
expenditures, the new thresholds for differentiating between the poor and non-poor of various
types would be defined in terms of the costs of basic expenditures for food, clothing, shelter,
utilities plus a small additional allowance for other needs. Data from the Bureau of Labor Statistics
Consumer Expenditure survey would be averaged over five years to produce estimates for families
with two children and then adjusted to reflect differences in family size and composition as well as
variations in housing costs. The thresholds distinguish among three housing status groups: owners
without mortgages, owners with mortgages and renters. Data from the Census Bureau’s American

Community Survey are used to take account of geographic differences in housing costs.

e  Adopt a quasi-relativistic standard of poverty. The poverty threshold would be set at the 331
percentile of the expenditure distribution for all U.S. households. In other words, teetering on the
threshold of poverty would mean being able to spend less on these basic items than two-thirds of
Americans routinely spend. Adjustments would be made to these thresholds periodically to reflect
changes in overall expenditure patterns and levels. As a result, if inflation-adjusted consumption
levels, as measured by a five-year moving average of the CES, rise relatively evenly across all
income levels, the poverty thresholds would rise proportionately. But if consumption gains were
confined to higher income levels, and out-of-pocket spending among the lowest third rose little if at
all, the thresholds would register only slight or no increase. Thus under the alternative measure the
poverty line might rise in real terms if living standards at the low end of the income distribution

actually improve, but they will not necessarily rise if gains are concentrated at higher income levels.

e  Employ a more comprehensive measure of family resources. Family resources are defined to
include not only cash income but the variety of in-kind federal benefits that can be used to meet the
food, clothing, shelter costs included in estimating the poverty thresholds, plus tax credit payments.
From this total, deductions are made for non-discretionary expenditures not specifically taken into
account in the official measure computation, including tax obligations and work-related expenses
such as transportation and child care. The difficulty of estimating medical costs and
reimbursements is dealt with by excluding medical expenses in computing the poverty thresholds
while also excluding government medical benefits from the computation of family resources.
However, out-of-pocket medical expenses (elegantly dubbed MOOP) as well as child support
payments to other households are counted as income deductions, their inclusion having been made
possible by the addition of new questions to the CPS ASEC survey. Administrative data are also

employed in the estimation of certain housing and food assistance programs.



. Update the definition of family units. Unlike the current official poverty measures, the
supplemental measure employs a broader definition of the family unit, meant to include all those
living in a housing unit who can be assumed to share income and other resources. Included in the
enlarged family unit are not only all persons living in the household unit who are related by blood,
marriage and adoption as counted in the official definition, but also unrelated children, such as
foster children, who are being cared for within that residence. Cohabiting adults and their children
are also counted as family units. (See “Cohabiting Couples and Their Money,” by D’Vera Cohn, for

an analysis of the impact of this modification. )

*  Encourage further research and improvement of data sources. The report emphasizes the need for
continuing improvement both of estimating procedures and, resources permitting, data collection.
Items specifically mentioned for attention include estimating medical expenses of the uninsured,
including in-kind benefits in estimating thresholds taking account of geographic differences in
commuting and other transportation costs and employing other surveys to improve in-kind benefit

estimates and produce small area analyses. Some of this research is already underway.

The Bottom Line

In the aggregate, these many alterations have only modest effect on the overall measurement of poverty as
applied to data from 2009 and 2010. However, some important differences with the official counts are

observed:

*  Poverty Thresholds As expected, the new methodology resulted in a higher set of poverty
thresholds. For example, the official measure set the 2010 poverty line for a two-adult, two-child
family at $22,113 while the supplemental measure sets it at $24,343. The revised measure also
showed a somewhat larger increase in the poverty threshold between 2009 and 2010—$489 versus
$357 for the official measure. Even though income was defined more broadly, the number of people
counted in poverty also increased, from 46.6 million (a 15.1% poverty rate) under the official

definition to 49.1 million (16.0%) under the supplemental definition.

*  Demographic Differences While the size of the overall poverty population differs only modestly
between the official and supplementary counts, some striking differences emerge in the
configuration of the poverty population. As shown in Table 1 of the Census Bureau report,
(reproduced below) 3.2 million fewer children under age 18 are counted as poor in the new measure
as compared with the official count. Other groups showing declines include renters, blacks and
those covered by only government-provided health insurance.’® Poverty rates show an especially
substantial increase among the elderly (from 9.0% to 15.9%), as MOOP more than offset non-cash
benefit receipts. The new measure also records a significant increase in poverty among Asians (4.6

percentage points) and, to a lesser extent, among Hispanics (1.5 points)—two groups with relatively



large proportions of recent immigrants who may not qualify for in-kind benefits. But poverty
among non-Hispanic whites rises by nearly as much as among Hispanics, a statistically significant
1.0-point increase. Rates for female-headed family units show no significant difference between the
two measures, while rates for married couples rise slightly. Among newly defined units in the

supplemental measure (primarily cohabiting couples), poverty declines by 12.2 percentage points.

Degrees of Need More striking are the impacts on the measured degree of need. The revised
measure shows a somewhat smaller percentage of the population with financial resources less than
half the poverty line (5.4% vs. 6.8% in the official measure), a result to be expected from the
inclusion of non-cash benefits in the count. More striking is the far larger estimate of the “near-
poor” —people whose resources place them in the range between the poverty threshold and twice
that level. By the official count 18.8% of Americans reside in that borderline territory, whereas the
supplemental alternative—which takes account of taxes and other non-discretionary expenses—finds

nearly a third (31.8%) so situated.

Geographic Differences The Supplemental Poverty Measure tabulations as well as the official
counts derived from the CPS and American Community Survey provide breakdowns by geographic
region and metropolitan statistical areas. However, the use of American Community Survey data to
adjust for differences in housing prices among geographic areas permits a finer differentiation
among areas. Among regions, the new measure records significant increases in poverty in the West
(19.4% up from 15.4% in the official count) and Northeast (14.5% vs. 12.9%). Lower rates are
observed in both the South and Midwest. While somewhat higher rates are computed for
metropolitan areas, especially those outside principal cities, poverty rates in non-metro areas
decline from 16.6% officially to 12.8% under the alternative measure. Because of sample size
limitations, the Census Bureau cautions against using single year CPS-ACS data to compute
estimates by state. The bureau recommends, when and if the data become available, using three-
year averages for initial estimates and two-year averages to estimate state changes over

time. However, the Census Bureau’s Trudi Renwick has produced estimates of poverty by state' for
2009 under the official and supplemental measures, using a five-year average of ACS data to
estimate alternative measures of housing costs. She finds the largest increases in poverty rates in
Alabama (up 3.76 percentage points from the official measure), Florida (3.11), Colorado (2.85),
Tennessee (2.67) Georgia (2.53) and Nebraska (2.27). States with lower poverty rates under the new
measure include Arkansas (-2.01 percentage points), New Mexico (-1.34), the District of Columbia

(-1.24), Vermont (-1.09) and Michigan (-.081), West Virginia (-0.77) and New York (-0.33).



Table 1.

Number and Percent of People in Poverty by Different Poverty Measures: 2010
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The Future

Despite the likely employment of the alternative poverty measure by researchers, any significant impact on

government programs in the near future is probably unlikely. Conservative critics, as well as academics

generally, will likely welcome the inclusion of a more complete measure of income among the needy.

However, many may oppose the inclusion of even a modestly relativistic element in determining poverty

thresholds. And across the political spectrum, arguments will continue about whether benefits are properly

valued on an annual basis and other factors affecting imputations.



Absent federal action—and congressional reaction—the poverty guidelines, as derived from the official
poverty thresholds (see above), will remain the standards used by federal agencies in determining eligibility
for various cash and in-kind benefit assistance programs. Eligibility for these programs is generally
determined on an individual not geographic basis (though states may set different standards for welfare and
Medicaid assistance). However, should agencies propose to adopt the revised measure in computing
program guidelines, Congress would no doubt pay attention to the possible impact of any shift in benefit
distributions among states. Congress will also have to decide if it will provide the funds needed to continue
some of the survey upgrades used in computing the current version of the Supplemental Measure as well as

further recommended improvements.



