ECO 450: Economics of Poverty, January 16, 2001

A&S118 Lecture Handout, Tuesday, September 10, 2002

Lecture III:  Measuring Poverty 
I. Measuring Poverty-Absolute or Relative
II. The Official Poverty Line
III. Concerns about the Current Poverty Threshold
IV. Measures of the Poverty Rate for the United States

V. Characteristics of the Poor
For Tuesday:

Read pages 109-136 in packet

For journal entry – answer the eight questions below.

Questions based on Lecture III:

1) How is the official poverty line determined?

2) Should the poverty line reflect general trends in income (relative vs. absolute)?

3) Is the poverty level an income or a consumption-based measure? Explain.
4) Why would we want to be able to measure the number of people in poverty?

5) Does the current measure of the poverty level reflect an absolute or relative standard?

6) Has the nature (who is in poverty) of poverty changed in the past forty years?

7) What type of households (age and marital status) are most likely to be in poverty?

8) What are some criticisms of the current poverty line used in the U.S.?

I. Measuring Poverty/Absolute or Relative?

A. The Absolute Approach

What is minimum subsistence?

Minimum Subsistence - the bundle of goods and services that is regarded as essential to the physical well-being of a family unit.  (You are considered poor if you don't have the economic 
means to obtain this bundle.)
What daily dollar amount does the World Bank use to define poverty?

How does this idea of the minimum of what we need vary across countries?

How does this idea of the minimum of what we need vary across time?

B. The Relative Approach

You are classified as poor if your income is significantly below the average income level of your comparison group.

Many ways to do this:

a) We might say you are in poverty if your income is half of the average income level.

b) We might say you are in poverty if you income puts you in the lowest 20% of the population.

The problem is that as income levels rise, the poverty line will move along with it so that.

1) With measure b) even if lot of everyone is improving, you will always say that 20% of the population is in poverty.  (So statistically - this measure perpetuates continual poverty.)

2) You can't tell anything about changes in the quality of life over time.

II. The Official Poverty Line

The current poverty index in the U.S. is an absolute measure based on the concept of minimum needs.

Current threshold is approximately $18,000 for a family of four.

This is money necessary to acquire minimum necessary food, shelter, clothing, and utilities.  

Issues:

What are some of the problems in putting this list of minimum needs together?

What did you put as a list of minimum needs on the survey completed on the first day of class?

History of creating the poverty threshold or poverty line:

The CEA Line

· Created in 1963 by President's Council on Economic Advisers (CEA)

· Poverty line set at $3000 -based on minimally adequate food intake

· They determined that people spent 1/3 of their income on food and that two adults and two children could eat using $2.74 per day.

· So if approximately $1,000 needed for food, $2,000 needed for other necessities to survive.

· Based on this measure 33.4 million in poverty in 1963 in U.S.

Major issue with CEA index, only designed for family of size four and not even for differences in structure within a family of size four.

The SSA Index

To deal with this issue of family size and structure, Mollie Orshansky of the Social Security Administration created an index to adjust for family size.

The Current Poverty Index - Same as SSA but adjusted for inflation

How the Census Bureau Measures Poverty Official Poverty data are collected using the Current Population Survey (CPS) March Supplement 

Following the Office of Management and Budget's (OMB's) Statistical Policy Directive 14, the U.S. Census Bureau uses a set of money income thresholds that vary by family size and composition to detect who is poor. If a family's total income is less than that family's threshold, then that family, and every individual in it, is considered poor. The poverty thresholds do not vary geographically, but they are updated annually for inflation using the Consumer Price Index (CPI-U). The official poverty def​inition counts money income before taxes and does not include capital gains and noncash benefits (such as public housing, medicaid, and food stamps). Poverty is not defined for people in military bar​racks, institutional group quarters, or for unrelated individuals under age 15 (such as foster children). They are excluded from the poverty universe--that is, they are considered neither as "poor" nor as "nonpoor."

(This comes from Census Bureau Web Site.)

Table 2.4 Poverty Thresholds

	Size of Family
	Poverty Standard 2001

	One Member
	$8,955

	Two Members
	$11,452

	Three Members
	$14,003

	Four Members
	$17,940

	Five Members
	$21,193

	Six Members
	$23,937

	Seven Members
	$27,199

	Eight Members
	$30,332

	From U.S. Census Bureau 2001

Page 30 in Schiller Text


III. Concerns about the Current Poverty Threshold

1) Adjusting for inflation, but not for the rising standard of living

· The poverty threshold is indexed or adjusted for inflation 

· Originally based on rises in the prices of the goods in the bundle used to determine the threshold

· Later indexed based on the consumer price index (CPI)-more universal

· So the current threshold of $17,940 for a family of four buys the same bundle of goods outlined in 1963.  But the bundle considered adequate in 1963 isn't now if our national standard of living has risen.

· So the threshold is higher, but we haven't expanded how far we let the threshold income go even though the living standard of Americans has risen.

· This implies a declining relative standard - the poor are relatively poorer now when compared to the wealthy.  So there is a growing disparity between the status of the poor and the rest of the population as the economy grows and living standards rise.

**This implies current measure no longer provides an accurate picture of poverty, differences in poor and everyone else, and trends in poverty over time.

2)Have absolute needs changed?

1963 bundle doesn't include new things we need now.

In 1963 more two-parent poor families.

Now more single parent poor families - 

So day care costs and other work expenses need to be included in the bundle.

Is this a liberal or conservative criticism?

Would this flaw lead us to overestimate or underestimate the true level of poverty?
3) Currently families spend 1/5 of income on food.

Multiplier of 3 from 1963 based on 1/3 of income spent on food.

If this is the criteria, current poverty threshold should be 5 times food budget.

Is this a liberal or conservative criticism?

Would this flaw lead us to overestimate or underestimate the true level of poverty?

4) In-Kind Transfer Income isn't included in measuring income for poverty threshold comparison.

In-kind Transfers - 

food stamps

housing subsidies

medicare

medicaid

These cover some things we would normally use our cash income to buy, so if the government is covering these expenses, people don't know as much income to not be in poverty.

Many proposed "experimental" poverty measures include in-kind transfer income. 

Is this a liberal or conservative criticism?

Would this flaw lead us to overestimate or underestimate the true level of poverty?

5) People generally underreport their income level - especially in lower income populations.

Avoiding taxes and reporting illegal activity

This leads to on overestimation of the poverty rate, since for many, actual income might be higher.
6) Current measures disregard regional differences in the cost of living.

Might be easier to live at the poverty threshold income level in a small town in the south than it is in New York City.

State-level welfare payments do vary based on these differences.
7) The current poverty line looks at pre-tax income.
8) The time horizon of current poverty measures is too short.
Some families might be out of work for 2-3 months and this puts annual earnings below poverty level even though family doesn't experience hardship.

Only 1 out of 10 families stays in poverty for more than 5 years.
9) With current measures - the latent poor exist.
People who are only not counted below the poverty threshold because government cash assistance keeps them above that level.
10) The Uncounted Poor
The Census Bureau only counts those living in households so the homeless, institutionalized, and those living with relatives aren't counted.

The call for poverty measurement reform

National Academy of Sciences, Measuring Poverty: A New Approach, 1996, Executive Summary, http://www.nap.edu/readingroom/books/poverty/summary.html
"Improving the Measure of American Poverty," Focus Vol. 19, No. 2, Spring 1998, pp. 2 http://www.ssc.wisc.edu/irp/pubs/foc192.pdf.
IV. Measures of the Poverty Rate and V. Characteristics of the Poor
Our handbook for the class

U.S. Census Bureau,  “Poverty in the U.S., 2000”  

· Current Poverty Rates

· Trends in Poverty Rates over Time

· Characteristics of the Poor

· Regional Differences in Poverty Rates
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