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TO THE CONGRESS OF THE UNITED STATES:

I am pleased to transmit the report on the measure of poverty, in
compliance with Section 823 in Public Law 93-380. A Poverty Studies
Task Force of the Subcommittee on Education for the Disadvantaged and
Minorities under the Federal Interagency Committee on Education was
established by the Assistant Secretary for Education to conduct the
study. It examines methods by which the measure of poverty used in the
allocation formula for Title I of the Elementary and Secondary Education
Act of 1965 may be made more accurate and current. To explore the
relevant areas in depth, the Task Force has had the support of many
Federal agencies and departments, for which we are greatly indebted.

The report discusses technical aspects of poverty measurement and lays
out the administrative, analytical, statistical, and budgetary
implications of alternative measurement schemes. We hope that this
effort will assist Congress and the various components of the Executive
Branch who are involved in deliberations about the measure of poverty
not only for the Elementary and Secondary Education Act but also for
other Federal programs and for general analytical purposes.

A series of Technical Papers will supplement the present report with
more detailed and technical material. These will be issued by the
Chairman of the Task Force as they become available.

Sincerely,

- .

Umg;zort—e AL

ecretary
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PREFACE
Section 823 of the Education Amendments of 1974 (PL 93-380) requires a

thorough study of the manner in which the relative measure of
poverty for use in the financial assistance program authorized
by Title I of the Elementary and Secondary Education Act of 1965
may be more accurately and currently developed.

The financial assistance program referred to is administered by the Com-
missioner of Education, through the Office of Education of the Department of
Health, Education, and Welfare. A prominent feature of the program is the
use of a formula prescribed by section 103 of the Elementary and Secondary
Education Act for the annual distribution of Federal funds to school dis-
tricts. The amount appropriated has increased from approximately $1 billion
in 1966 to $1.6 billion in 1976. A significant factor in the formula is the
number of school-age children 5 to 17 in poor families within each school
district.

Incorporation of the Poverty Measure in Title I

Prior to the enactment of the Education Amendments of 1974, the for-
mula which was used to determine the amount of a grant for which a local
educational agency was eligible (i.e., its "entitlement") under Title I was
based, in part, on the number of children in families having an annual
income of less than the "low-income factor." This factor was authorized to
be $2,000. (The low-income factor was $3,000 but was to be applied only
when authorization using $2,000 was fully funded. This never happened, so
$2,000 was the factor used until the 1974 Amendments.) The 1974 Amendments
revised the Title I formula and specified a new measure of low-income ~-
the Federal govermment's official statistical definition of poverty (also
known as the Orshansky poverty index, Social Security Administration (SSA)
poverty definition, the Census Bureau poverty lines, etc.). Maps showing
the geographic distribution of children aged 5 to 17 from families below the
poverty level for the Title I formula, follow this Preface.

The poverty level is only one element in the Title I formula. It is,
however, a critical element and is the subject of this study, which addresses
the accuracy and currency of the poverty measure.

In addition to this study of the measure of poverty, the Education
Amendments of 1974 mandated several other studies and special surveys which
could make possible future improvements in the allocation formula and other
aspects of the Title I programs. The following table shows the titles of
these studies, the agency responsible for their conduct, and their due dates:

Responsible Due
Study Agency Date
1. Study of purposes and effectiveness National Institute Sept. 1977
of compensatory education programs of Education

(section 821)

ix




Responsible Due

Study . Agency Date
2. Survey and study for updating Secretary of Commerce Dec. 1976 (822a)
number of children counted and Secretary of Health, June 1977 (822b)
(section 822) Education, and Welfare
3. An evaluation of the Title I Commissioner of Findings to
programs which is to include: Education be reported
(section 151) : as available

(a) Evaluations describing and
measuring program and project
impact, the most comprehensive
of which is the study of the
sustaining effects of compensatory
education on basic cognitive skills.

(b) Development and publication of
standards for program/project
evaluation.

(c¢) Provision, where appropriate,
for joint Federal/state sponsored
evaluations.

(d) Provision of technical assistance
to State Education Authorities (SEAs).

(e) Development of a system for the
P y ; :
gathering and dissemination of effective
projects, practices, and evaluation results.

4. Survey of the numbers of Commissioner of Fall 1977
economically and/or educationally Education
disadvantaged children who do or .
do not receive Title I services.
(section 417 (a)(2))

This "Participation Study" will be
incorporated under the "Study of the
Sustaining Effects of Compensatory
Education on Basic Cognitive Skills."
(section 151)

~ Related work has been mandated in two other recent legislative acts.
In the Comprehensive Employment and Training Act, the Secretary of Labor
is directed to develop and maintain comprehensive household budget data at
different levels of living, including a level of adequacy. Any such review
of the "level of adequacy" must necessarily be closely related to measures




of poverty. The Housing and Community Development Act of 1974 makes the
Secretary of the Department of Housing and Urban Development (HUD) res-
ponsible for adjustments in the poverty measure to reflect regional and
area variations in the cost of living. The Conference Report accompanying
it directs the Secretary to develop or obtain data with respect to the
"extent of poverty' by metropolitan areas and to submit such data to the
Congress as part of a March 31, 1977 report.

Scope and Performance of this Study

Coverage of this study has been broadened to include implications
of the findings of the study for the poverty-related programs of all affected
Federal departments and agencies. The Title I program of the Elementary
and Secondary Education Act is given the most detailed treatment, both to
meet the legislatively-mandated specifications for the study and also to
serve as a prime example of application of the concepts of poverty measure-
ment to Federal programs.

It is probable that a variety of poverty measures will continue to be
used for statistical and administrative purposes within the Federal govern-
ment. For this reason, an important objective of this report has been the
full discussion and documentation of the major elements of currently used
and potentially usable poverty measures. The material containing essential
supporting documentation for this study has been assembled into technical
papers. These have been written to stand alone as complete technical treat-
ments of specific subjects. They may, therefore, be repetitive when compared
to one another or to the text of the report. Similarly, within the text of
the report, some redundancy may occur. In both cases, the repetition of
material was considered to be beneficial from the point of view of complete-~
ness and clarity in the treatment of certain concepts.

This study was performed under the direct guidance of the Poverty
Studies Task Force of the Subcommittee on the Education of the Disadvantaged
and Minorities, Federal Inter-Agency Committee on Education. Technical
papers are being prepared at the request of, under the direction of, and
subject to review by the Task Force members. The study draws on material
in these papers, some of which have not been completed at the time of pub-
lishing this report. Some papers are primarily the work of one or two
persons; these are attributed to their authors. Others result from the
collective input of Task Force members or advisors and no specific attribu-
tion is given other than to the Task Force as a whole.

References relevant to this report are too numerous for a separate
listing. One can refer to Technical Paper III, "Literature Review and
Annotated Bibliography of Studies on the Measurement of Poverty'" which
contains a compilation of major sources and materials. Other pertinent
references are cited throughout the report in footnotes and in the individual
technical papers. The following listings show members of the Poverty Studies
Task Force by appropriate Federal departments and agencies, those deserving
special thanks, and the titles and authors of the technical papers.

X1
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EXECUTIVE SUMMARY

The 1974 Amendments to the Elementary and Secondary Education Act
included a mandate to the Department of Health, Education, and Welfare to
study ways of improving the accuracy and currency of the present measure
of poverty used in the formula that allocates funds authorized by Title I
of the Act. This 1s a summary of the report of that study.

Poor persons living in the United States in the 1970s are rich in
contrast to their counterparts in other times and places. They are not
poor if by poor is meant the subsistence levels of living common in some
other countries. Nor are most poor like their counterparts in this country
fifty or one hundred years ago. This country is concerned about poverty,
its causes and correlates. It is willing to relieve the poverty of some
of the poor and it wants to measure the effectiveness of its efforts to
do so. None of this can be done without some idea of who is to be con-
sidered poor and who 1is not.

The report deals with measuring the current status of the poor rather
than with the causes or solutions to poverty. A family is none the less
poor for having arrived at that state of its own accord. Similarly, the
fact that an individual could with modest and reasonable effort escape
from poverty has nothing to do with whether he is currently poor.

The current measure of poverty used in the allocation formula was
originally developed by Mollie Orshansky of the Social Security Adminis-
tration in 1964 and was, with revisions, officially adopted in 1969 by
the Office of Management and Budget as the Federal Government's official
statistical measure of poverty. The measure is built around the Department
of Agriculture's economy food plan of 1961 and the national average ratio
of family food expenditures to total family after-tax income as measured
in the 1955 Household Food Consumption Survey. It consists .of 124 separate
poverty cutoffs differentiating families by size, number of children, age
and sex of head, and farm or nonfarm residence. The cutoffs are updated
annually by changes in the Consumer Price Index. The weighted average
poverty cutoff for a nonfarm family of four in 1974 was $5,038. According
to the Census Bureau's report based on the March 1975 Current Population
Survey, in 1974 there were approximately 24.3 million persons, or 12
percent of the population, poor by this definition.

The Orshansky poverty definition is widely used to measure the
nation's progress in reducing the extent of poverty. It is also used as
a statistical tool to identify the target populations of government programs
that help the financially needy and to evaluate the effectiveness of such
programs. In recent years it has been adapted for administrative purposes.
The Title I program of the Elementary and Secondary Education Act provides
one example of its administrative use. A different example is its use in the
Head Start program where it plays a part in the determination of individual
eligibility and the amount of government benefits provided to beneficiaries.
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The Orshansky matrix of poverty thresholds is not the only poverty
or low-income measure used for statistical and administrative purposes.
Other measures include dollar cutoffs unadjusted for family size; various
percentiles of the income distribution; and various percentages of median
family income. These measures have advantages and disadvantages which
vary according to the specific statistical, analytical, or administrative
purposes intended. Each has subjective elements and limitations due to
unresolved conceptual problems or scarcity of data.

The study examines (1) regional, climatic, metropolitan, urban,
suburban, and rural differences in the poverty measure, (2) differences
due to family size and head of household, and (3) the availability of
state and other subnational data more current than the decennial Census,
including cost of living, cost of housing, labor market and job avail-
ability, prevailing wage rates, unemployment rates, income distribution,
and the eligibility criteria for aid to families with dependent children
(AFDC) under state plans approved for Title IV of the Social Security Act.

The report reviews various topics; major discussion areas are:

1. Measures of poverty used for national policy purposes require
fundamental social, political, and ethical judgments which should
.reflect the following considerations: varying beliefs about the
proper norms or standards of need which should be adopted; a well
conceived purpose and reasoned use of the measure or measures;
the implicit government policy to redistribute income to or sub-
stantially assist those below the poverty line; and the necessity
for periodically reviewing any poverty measure in light of changed
perceptions of need, new data, resource limitations, changes in
the demographic composition, and social factors.

2. The official measure of poverty has a number of limitations, some
of which stem from the fact.that there are no commonly accepted
standards of need, other than for food; even the Department of
Agriculture's measure of this standard is approximate. A multi-
plier which reflects the average ratio of income to food consump-

"tion is used as only a rough measure of nonfood requirements. In
addition it, along with other measures discussed in this study,
does not account for geographic differences in the cost of living
or relative prices. Nor does it change over time with changes in
the standard of living, although it is adjusted for changing prices
to the extent they are captured by the Consumer Price Index.

3. Various proposals have been made to change the official poverty
measure. The most commonly discussed include: revising it by
using a more current USDA food plan and ratio of food expenditures
to income from the 1965-66 Household Food Consumption Survey;
simplifying it by removing the distinctions for farm residence,
sex of head, or presence of children; making year-to-year changes
through a price index specially weighted for poor persons;
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adjusting the definition of income for assets, taxes, and home-
produced goods and services; and measuring the effect of the
subsidy programs which are now more available to the poor than
they were when the measure was derived.

4. There may be cost—of-living differences between regions, and
among urban, suburban, and rural areas, but the extent and
nature of these differences is difficult to identify accurately.
Existing sources of data which are both accurate at the state
and local level and available on a timely basis cannot provide
a reliable proxy measure of poverty. Because cost-of-living
differences across areas are not satisfactorily measured by
existing data and because there is no agreement on the method-
ology for making such an adjustment, no geographic adjustment in

_the poverty threshold is made in the report. Nevertheless, even
in the absence of demonstrated cost-of-living or price differ-
ences, some believe that national programs could contain provisions
to overcome problems which could arise from the effects of local
labor and housing markets, local extent of poverty, or other
special circumstances.

5. The development of a poverty definition based on a fully
specified market basket of goods and services could provide a
basis for varying the thresholds to account for differences in
need due to variation in family size or composition. However,
the lack of commonly accepted standards of need makes it
difficult to construct a suitable poverty level market basket.
Equivalence scales used to adjust the current poverty thresholds
for family size and composition are based primarily on nutri-
tional requirements and are not fully satisfactory. Alternative
equivalence scales are examined in the report, but there is
disagreement about their validity and in some cases they are
quite arbitrary in their construction. Similarly, there are no
generally accepted techniques for adjusting poverty cutoffs for
other demographic characteristics such as health status or
occupation. Unaddressed is the question of standards of poverty
for the working poor compared with those dependent largely on
public programs for support.

Several findings related to changing the definition of poverty
are:

1. Commonly proposed changes in the definition of poverty would raise
the poverty cutoffs and increase the number of persons who would: be
counted as poor. However, there have also been a number of criticisms
of the way in which the poor are counted, which, if valid, suggest
that some persons are counted as poor who should not be. Commonly
proposed alterations vary from a revision of the current defini-
tion on the basis of more recent family consumption patterns to
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such entirely different approaches as specifying poverty in terms
of some percentage of median income. Changes which lower the
poverty .count, if the present poverty measure were not changed,
include counting non-cash subsidies like food stamps as income
and imputing income value to wealth when it does not generate
interest, dividends, or rental income.

Increasing the poverty income cutoffs results not only in more
persons and families being counted as 'poor," but also in a
significantly different composition of the poor population.
Increasing the poverty line results in a poverty population with
proportionately more whites than at present, more working poor,
an increased proportion of families with a male rather than a
female head, slightly higher concentrations of the elderly, and
slightly lower concentrations of children. It also causes a
relative shift in the proportionate share of the poor population
from the Southern to other states and from less populated to more
populated states. ' ’

_ Since no accepted standards exist for nonfood items (housing,
clothing, transportation, etc.), the current poverty threshold

is derived by assuming that the appropriate ratio of expenditures
on nonfood items to expenditures on food would be that observed
on the average in the United States. Based on more recent house-
hold food consumption data, the average proportion of income
devoted to nonfood items and the corresponding multiplier to be

" applied to food costs are higher than in the current poverty
measuré. Arguments have been made both for increasing and de-
creasing the multiplier. These are related to: the assumption
that food expenditures must not exceed the measured national
average proportion of total income spent on food; differences in
the statistical bases for calculatlng the multlpller and the
income definition to be used. : »

Under the official poverty measurement system (when backdated

by the Consumer Price Index), the number of poor families was
‘reduced from 18.5 percent in 1959 to 9.2 percent during 1974.
Revising the official poverty line on the basis of current
nutrition standards, food plans, food prices, and a higher
multiplier reflecting more recent overall consumption .data would
raise the poverty line in real terms and lessen the amount of
progress shown in reducing the extent of poverty. A poverty line
based on 50 percent of national median family income would
consistently show about 19 percent of all families as poor over
the past fifteen years, although at ever higher real income
levels.

In-kind benefits from'government and private sources have grown
sharply during the past decade. Empirical evidence for 1974 and
several earlier years indicates that, if food stamps were included
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as income and if the poverty thresholds were not changed, about

5 to 15 percent of the poor (depending on the method of valuation
used) would no longer be counted as poor. The number of poor
children would be reduced more significantly than other groups of
poor persons. Inclusion of the value of other in-kind subsidies
such as housing and health insurance would also reduce the number
of poor counted by the present measure if the poverty thresholds
were not changed. However, if the logic of the -existing measure
is maintained, the ratio of after-tax income to food expenditures
which is used in computing the poverty thresholds might be
altered. Although it is difficult to agree on what value of in-
kind benefits to include as income, failure to do so excludes some
of the fastest growing sources of income in the economy.

Addition of unrealized or imputed income from assets (or even
addition of stock of assets) to current income will also reduce
the count of the poor if the poverty thresholds are not changed.
The most dramatic reduction will occur for the self-employed, the
aged, whites, and other groups in which the average net worth is

_ higher than it is for the population as a whole. However, many
~of the poor have no sizable assets. Furthermore, if the poverty

definition were revised maintaining its current logic, whether
the number of poor would increase or decrease would depend on the
distribution of such imputed income.

Findings related to programs are:

7.

Except for a few programs, like child nutrition and food stamps,
raising the poverty line (or lowering it) need not in itself
increase (or decrease) the Federal budget, 'since in most programs
a fixed amount of Federal funds is distributed. Federal revenues
are linked to the poverty line to some extent through the minimum
standard deduction for income taxes. The primary administrative
effect of changing the poverty line (if administrative guidelines
were to be similarly changed) is not necessarily a question of
how much Federal money will be appropriated for the poor as of
which low-income persons or areas will receive the appropriated
funds. :

With respect to Title I of the Elementary and Secondary Education
Act, other elements of the distribution formula, such as the
individual states' per-pupil expenditure rates, the size of their
AFDC populations, the 'hold harmless' provision, and the failure
to update the count .of children in poverty between the decennial
Censuses, also have a significant effect on the proportionate
share of funds which each state receives. If the funds were
distributed solely on’the basis of the number of poor children,
the distributional effects would be much sharper than those
produced by any reasonable change in the poverty thresholds using
the current formula of allocation of Title I funds.
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This report does not recommend any particular changes in poverty
measurement or concept. It shows that there are many alternatives possible,
each with its own advantages and disadvantages. Unfortunately, many of the
more conceptually desirable changes are among the most difficult to imple-
ment. There are options that would increase the poverty count; there are
"equally valid changes that would reduce it. It can be concluded that any
poverty definition may be subject to valid criticism, and that any defini-
tion is inherently value laden. Nevertheless, there is an advantage in the
continued publication of an official statistical series of a poverty measure
as an index of national achievement in reducing the extent of poverty.
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INTRODUCTION

Poor persons living in the United States in the 1970s are rich in con-
trast to their counterparts in other times and places. They are not poor
if by poor is meant the subsistence levels of living common in some other
countries. Nor are most poor like their counterparts in this country fifty
or one hundred years ago. This being so, why worry about poverty and its
measure? The simple answer is that this country is concerned about poverty,
its causes and correlates. It is willing to relieve the poverty of some

of the poor and it wants to measure the effectiveness of its efforts to do

so. None of this can be done without some idea of who is to be considered
poor and who is not. -

It might appear a simple matter to define and measure poverty. After
all, it is easy to describe a hypothetical situation with temms so harsh
and stringent that most persons will agree they denote poverty. But agree-
ment that all persons at and below some level are poor does not constitute
agreement that persons above it are not poor. Poverty is not an "either-or"
state or condition; it is also a matter of degree.

Human beings vary in physical and mental ability. Some are favored
with better physical or mental health than others. Their tastes differ
and some suffer more from chance or bad luck than others. Moreover, all
relationships involving human beings are continuous and have no sharp,
obvious dividing lines. Thus, all poverty thresholds are necessarily sub-
jective no matter how objective the empirical data used to derive them are.
A point dividing a continuum is inherently subjective since one can always
argue that the point ought to be a little further to the right or to the
left.

Policy issues and causality often get mixed up with the definition of
poverty. Many people believe that poor people are people who deserve some-
thing, sympathy only perhaps, but possibly some kind of assistance. Thus,
when 1t 1s said that persons of a given type are not poor, what may be meant
is that they do not deserve help or sympathy. And, when it is said that
somebody is not "that poor," what may be meant is that that someone does not
deserve "that'" much help. The feeling that poor people necessarily deserve
help inevitably leads to definitions.of poverty which reflect programmatic
and policy issues. The definition of poverty is easily confounded by
instilling into it a concern about the incentive effects of some program
presumed to relieve- poverty.

Whether and which of the poor deserve something from the rest is es-
sentially a moral or ethical question. How much they deserve is partly sub-
jective and partly ethical. How and whether they get it involves practical,
economic, political and a host of other issues. Who is poor and who is not
are campletely subjective questions. Nonetheless, the concept of poverty
can be, is, and should be defined without reference to cause, responsibility,
or potential anti-poverty programs. It is precisely because ethical and




subjective considerations inevitably enter into discussions of poverty that
this is important. Such considerations make the discussion more complex
and the issues more difficult to resolve.

The dictionary assigns to the word poverty a limited if imprecise
meaning lack of money or personal possessions. However, even a cursory
review of the literature on poverty reveals that for many people the word
has connotations broader or more narrow. than the dictionary definition.

For example, the dictionary does not limit -poverty to a condition arrived

at or remained in involuntarily. A family is none the less poor for having
arrived at that state of its own accord. Similarly, the fact that an indi-
vidual could with modest and reasonable effort escape from poverty has noth-
ing to do with whether he is currently poor.

If poverty is the lack of money or personal possessions, then poverty
must be measured with a scale of money and personal possessions. The scale
itself does not define poverty since only at the very top can it be said
that there is no poverty; every place else there is poverty relative to
some other place except for the very bottom where there is complete poverty.
To say that someone is poor merely because he occupies a place lower on the
scale than someone else (regardless of the complexities required to make
such a statement) is not a sufficient definition. To say that someone is
poor, then, must be to say that he lacks the money or possessions necessary
to obtain some state or condition. A poverty threshold is the point on the
scale of poverty below which people are deemed incapable of aclieving this
defined state; it has no intrinsic meaning apart from the state or condition

it is meant to de11m1t

A Most people have an intuitive notion that there is a subgroup of the
population that is poor; the term '"the poor" can be used repeatedly without
definition. But the criteria by which people distinguish the poor from-

the rest are almost inevitably circular in reasoning: the poor are people
who behave like poor people. This circular reasoning is hard to avoid.

In general we all take '"the poor'" to be persons on the lower end of the
measure of poverty. But how do we decide how far down7 Where is the poverty
threshold? What is the state of being poor?

The further down on the scale of poverty, that is, the closer one

. approaches mere physical subsistencef or the more limited the degree of
consumer choice assumed, the more likely it is that there will be agreement
that people there and below are '"poor." This is so because there are sev-
eral, perhaps many, possible senses of the word poor and persons on the lower
end of the measure are more likely to fit one of these senses than persons
further up. Because of this, it 1is tempting to think that there is a con-
sensus poverty threshold, a point on the scale of poverty below which people
would be considered poor by almost everyone. Nonetheless, it is unlikely
that a measure of poverty can be developed which will serve equally well

for all purposes. Poverty can be defined in the abstract but whether someone
is to be considered poor ultimately depends on who is asking the question and
why he wants to know. Moreover, some measures suggest a requirement or a




need that lasts just for a brief time but others relate to a phase or time
of life and others could apply them over an entire lifetime. Persons turned
away from hospital emergency clinics because they had neither cash nor
evidence of insurance know one meaning of poverty. People who never have
quite enough to make ends meet know another.

Experts discussing poverty have distinguished between absolute and
relative thresholds. An absolute threshold is a fixed bundle of goods
and services that does not vary in mix, quantity or quality regardless
of when or where it applied. Relative poverty changes directly with
prevailing income.. One reason for the focus on absolute versus relative
poverty thresholds is to show that the level of living associated with being
poor varies over time and from place to place. .

People have different living arrangements, they face different cir-
cumstances, live in different places and have different kinds of preferences
and possessions. These differences create substantial problems in deter-
mining whether two persons are equally poor or in measuring the difference
in their poverty. In some cases, they may involve matters.of taste which
means that precise measurement is impossible. Such differences affect both
the determination of where on the poverty scale a person belongs and the
particular poverty threshold to apply to him.

The problems of measuring poverty are the subject of this report.
Chapter I, The Federal Poverty Definition, provides the background for the
study. It briefly discusses the purposes of a Federal poverty measurement

-system, gives a brief history of the current official poverty line, describes
its construction in detail, identifies available statistical series on the
number of poor persons and their limitations, and describes the various
current administrative and legislative usages of poverty terminology. As a
whole it introduces the key empirical issues connected with the current
poverty measurement system to which this report is addressed.

Chapter II, Concepts of Poverty Measurement, describes the concepts
implicit in a poverty definition. It explores some alternative conceptual
definitions of poverty as well as some theoretical difficulties with de-
fining standards of need, with constructing equivalence scales for family
size and composition across geographic areas and over time, with measuring
total resources availability, and with employing other normative measures.

Chapter III, Data Availability and Limitations, describes both the
availability and limitations of existing data for making more current and
accurate determination of poverty measures and estimating numbers of the
poor once defined. The focus is on data sources relevant to updating and
modifying the current Orshansky measure, although data sources that could
permit developing other kinds of measures are also reviewed.

Chapter IV, Constructing Poverty Definitions, explains the kinds of
poverty measures which can presently be constructed using available data
and known conceptual frameworks. It also displays the available evidence




for some concepts even when the data or theoretical constructs are not
adequate for developing an alternative measure now.

Chapter V, Alternative Poverty Counts Based on Available Data, des—
cribes alternative measures which are possible using existing data, indi-
cating what the number and demographic characteristics of those counted
as poor would be under each. All alternative definitions are based on
straight forward simplifications or adaptations of the official Federal
statistical definition or on readily available income Yata. The alterna-
tives have been chosen to illustrate common usages or concepts. Some of
them are not recommended for adoption within Federal programs.

Chapter VI, Analytic and Statistical Agenda, outlines the kinds and
scope of research and survey activities which could lead to improved methods
of measuring poverty. Time, cost, and utility are discussed in relation
to particular research and statistical programs. The interrelationship
among major surveys, and necessary .planning around it, is also covered.

Chapter VII, Program Impact, describes the impact of the alternative
poverty indexes (developed in Chapter V) on Federal poverty-related pro-
grams, particularly on the allocation of funds under Title I of the Elemen-
tary and Secondary Education Act.




I THE FEDERAL POVERTY DEFINITION — HISTORY AND APPLICATIONS

This study'deals with the Federal govermment's poverty measure., As
required by Public Law 93-380, section 823, the study is aimed specifically
at the measure of poverty used in the program of financial assistance
authorized by Title I of the Elementary and Secondary Education Act of 1965.
This measure is the Federal govermment's official statistical poverty index,
and any recommendations concerning the index will affect all other programs
which use it. Therefore, before examining its applications to the Title I
education program, it is instructive to look at the concepts and background
underlying this measurement system.

This chapter describes the fundamental features of the Federal poverty
line. First, it reviews the main historical events leading to adoption, by
the Bureau of the Budget, of the Orshansky poverty index as the official
Federal statistical poverty definition. Second, it describes the economic
concepts underlying the index and the data supporting its construction.
Third, it summarizes the major statistical series published by the Census
Bureau that are based on the poverty line, The final section summarizes the
most common administrative and legislative usages of the Orshansky poverty
measure (as well as of other measures that define low income or poverty).

{

As a whole, this chapter identifies the major issues that need to be
resolved in meeting the requirements of section 823. The remainder of the
report focuses on the resolution of these issues.

History

Concern with defining which persons and groups are poor goes back as
far as the mid-nineteenth century. Congress has, from time to time, commis-
sioned reports on the number of low-income families, their characteristics
- and their problems. 1/ Various Federal agencies have established data-gath-
ering 'activities with a view toward setting standards of need in connection
with specific programs. Some studies analyzed patterns of expenditure, but
there was no of ficial statistical poverty measure until the mid-1960s. The
"War on Poverty" was announced January 8, 1964, in the President's Annual
Message to the Congress on the state of the Union. In order to indicate
the number and types of families that might be classified as "poor" under
the various new anti-poverty programs, the Council of Economic Advisors
(CEA), in its Annual Report 1964 issued in January of that year, designated
as poor any family of two or more persons with an annual income of less
than $3,000 or any person living alone (or with nonrelatives only) on less
than $1,500. In assigning these as the critical thresholds, the Council
cited a Social Security Administration (SSA) study appearing in the July
1963 Social Security Bulletin which estimated $3,165 as the minimum income
needed (in 1961) for a nonfarm family of two adults and two children. That
study, "Children of the Poor" by Mollie Orshansky, an economist with the
Social Security Administration, developed income criteria of need by famil
size, but only for families with children. .




In January 1965, the Social Security Bulletin contained another article
by Mollie Orshansky entitled, "Counting the Poor: ' Another Look at the Poverty
Profile," whi¢h updated and extended the criteria to all types of households.
She used, as before, a concept of poverty based on budgets which can sustain.
an adequate nutritional level. Instead of a single income cutoff like that
cited by the Council, or a measure which counts a constant proportion of the
population, she used a sliding scale of income requirements for different
family sizes and compositions. As an additional refinement, a lower income
level was specified as the threshold for farm families. '

Using a special tabulation of 1963 incomes from the March 1964 Current
Population Survey, Orshansky showed that, although the total number of poor
persons was nearly the same as that obtained by using the CEA's single-
dollar income cutoffs, the characteristics of the two populations differed
. greatly. Small families with requirements of less than $3,000 were no lon-
ger counted as poor. Larger families with many children and with require-
ments exceeding $3,000 were included. The number of children counted as
poor increased substantially, while the number of childless couples, young
and old, decreased.

The Orshansky statistical definition appeared at a time when the need
for a poverty measure was great: the Economic Opportunity Act of 1964 had
recently been enacted. The Research Division of the Office of Economic
Opportunity (OEO) adopted the Orshansky poverty measure not only as a work-
ing tool for budget and planning purposes but also as an administrative
guideline for program purposes. Political implications result from this.
For example, the statistical differential for farm income could affect eli-
gibility of farm communities and farm families for Federal financial assis-
tance (although there is no evidence of the extent of the impact).

4 The-Social Security Administration continued to update the poverty
thresholds annually for changes in food prices (as reflected in USDA esti-

mates of economy food plan costs) and to apply each year's new thresholds

to the Census Bureau income samples. At the request of the Council of E£co-

nomic Advisors for trend data on poverty for its 1966 report, poverty counts

were provided for all years back to 1959, the earliest date for which rele-

vant Census Bureau data tapes were available. :

By 1968, there was concern about updating the poverty concept. The
poverty «cutoffs had been updated with the increasing price of the food bud-
‘get, but the cost of other consumer items as measured by the Consumer Price
Index did not always change at the same rate. The 1960-61 BLS Consumer Ex-
penditure Survey, published in 1965, suggested that a smaller proportion of
total income was spent on food ‘than was reflected in the 1955 Survey of
Household Food Consumption, which had been used for the original Orshansky
calculations, although methodological differences in survey procedures
blurred the difference. (Orshansky had noted the differences when she devel-
oped the poverty matrix.) In addition, the Department of Agriculture was
pressing for lowering the differential between farm and. nonfarm poverty lines.’




The poverty measures, and the poverty population they delineated, re-
mained quasi-official numbers until:-August 1969, when the Budget Bureau
designated them as the official statistical series to be published regular-
ly by the Census Bureau. Agreement was reached by a Federal Interagency
Committee headed by the Bureau of the Budget to continue the SSA index (Or-

" shansky matrix) in order to have a stable measure for evaluation purposes,
but to incorporate two modifications. One was to move the thresholds for
1963 incomes forward by the annual average changes for all items in the
Consumer Price Index (for urban middle-income families), rather tham by the
December-to-December changes in the price of the economy market basket of
foods. The other was to set the poverty thresholds for farm residents at
85 percent of the nonfarm thresholds, instead of the original 70 percent.

In 1971, a new Technical Committee on Poverty Statistics met to discuss
various proposals for changes in terminology and ‘definitions of the poverty
line and related statistics. The committee produced a report, Administra-
tive and Legislative Use of the Terms 'Poverty" and 'Low Income'", and agreed
to a new definition of poverty areas. Because a complete technical review
required considerable expenditure, it was not undertaken by the committee at
that time.

A more complete review was undertaken in 1973. At that time, three
subcommittees were formed to study the poverty threshold, the measurement
of non-cash income, and the improvement of the measurement of cash income.
The consolidated report by the subcommittee chairmen recommended one immedi-
ate change in the threshold -- that the differential for farm and nonfarm
families be eliminated. The recommendation was not adopted by the Office
of Management and Budget (OMB). In addition, the consolidated report recom-
mended that no other changes be made in the threshold until a new food plan
incorporating revised nutritional standards became available. Substantial
improvements in reporting cash income and non-cash income could not be made
at that time. The subcommittee recommended a substantial research program
to accomplish a major revision in the poverty thresholds after the proposed
1975-1976 Food Consumption Survey.

An edited collection of early publications dealing with the Orshansky
poverty index is provided in Technical Paper I to this report. It includes
a summary of the research recommendations of the technical committee just
cited and.a detailed account of the statistical construction of the poverty
index, which is described next.

Statistical Construction

The SSA (Orshansky) index provides a range of income cutoffs adjusted
by such factors as family size, age and sex of family head, number of chil-
dren under 18 years old, and farm-nonfarm residence. Families and unrelated
individuals are then classified as above or below the poverty level and also
by the amount of their income shortfall. The index is an attempt to specify
in dollar terms a minimum level of income adequacy for families of different
types in keeping with American consumption patterns.




Orshansky developed her index from an estimate of the outlay with which
American households wiﬁh low incomes might provide household members with
diets meeting nutritional goals as established by the National Academy of
Sciences-National Research Council in the Recommended Dietary Allowances
(RDA). Specifically, Orshansky's thresholds were based on the cost for
the Department of Agriculture's economy food plan, originally developed in
1961 as the least costly of the USDA's family food plans at four levels of
cost -~ economy, low-cost, moderate-cost, and liberal. 2/ The economy plan
specified, for men, women, and children of different ages, quantities of 11
different food groups that together made up a nutritious diet. The plan
reflected both the RDA and food use of low-income households surveyed in
the USDA's 1955 Household Food Consumption Survey. Between 1961 and 1967,
the cost of foods in the economy plan was estimated annually. 1In 1967
procedures for costing the food plans were revised to reflect food use from
the USDA's 1965-66 survey. Because of demographic problems with the 1965-66
data for very low-income households, however, the cost of the economy plan
was estimated at 80 percent of the low-cost plan between 1968 and July 1975,
when the plan was replaced by the thrifty food plan (see Technical Paper
XII). The USDA economy plan specified quantities of food for 20 age-sex-
categories, reflecting each category's nutritional and caloric requirements.
Costs for any family could be figured by totaling costs for plans for the
age and sex of family members and adJustlng the total by economy-of-scale
factors for fam111es of different sizes.

Orshansky used the costs for the plan to estimate costs for 62 differ-
ent family types, classified on the basis of sex and age of head, number of
persons in the family, and number of related children under 18. The final
step in producing the Orshansky dollar cutoffs whs to add to.the food
costs an estimate of the additional income needed to purchase necessities
other than food; this estimate was based on the inverse of the percent of
income an average American family devoted to food expenditures as reported
in the 1955 Household Food Consumption Survey..

The proportion of income expended for necessities -- for food, in
particular -- is indicative of the relative well-being of both individuals
and the society in which they live. The 1955 survey reported an average of
one dollar for food outlay to three dollars of family income. Using this
ratio, Orshansky set the poverty level for families of three or more
persons at three times the cost of the economy food plan for that size and-
type of family. For smaller families and persons residing alone, slightly
higher multiples were used to compensate for the relatively higher fixed
expenses of these smaller households.

It should be noted that the income deflnltlon used in the Household
Food Consumption Survey is income after taxes. The poverty cutoffs,
however, are applied to before-tax income. Generally, the poor do not pay
Federal income taxes. However, some _poor families do pay state income
taxes, and those who work usually pay a 5.85 percent Social Security tax
on their earnings. These taxes are excluded in the Household Food
Consumption Survey.




Finally, the SSA poverty cutoffs allowed for the fact that farm fami-
lies customarily obtain housing and food as part of the farm business opera-
tion, rather than by direct expenditure. On the basis of data available at
that time, a farm family was assumed to need only 70 percent as much cash to
maintain a canparable level of living as a corresponding nonfarm family.
Hence, proportionately lower poverty thresholds were set for farm families
than for nonfarm families, resulting in 124 thresholds in all. The 1969
Federal Interagency Committee changed the farm-nonfarm differential to
85 percent. There was a lack of conclusive evidence on which to substan-—
tiate the earlier farm-nonfarm differential or to revise it. However, USDA
studies of equivalent levels of living based on the 1961-62 Consumer
Expenditure Survey and the increasing number of farm residents who derive
much of their income from nonfarm work supported the Agriculture Depart-
ment's contention that the 70 percent figure was unjustifiably low.

Table 1 shows the entire set of Orshansky poverty indexes for income
in 1974. Because it is impractical to use the entire set of 124 poverty
lines for anything other than Census surveys or computerized analytical
studies, the Census Bureau publishes the indexes in a simplified form as
weighted average cutoffs. The simplified version of Table 1 is displayed
in Table 2. For many purposes it is inconvenient and unnecessary to
consider 77 weighted average cutoffs, since it would be more convenient
to refer to only one number for each family size. Frequently cited cut-
offs are the weighted average threshold for a nonfarm family of four and
for an elderly person living alone, which in 1974 were $5,038 and $2,364,
respectively, as indicated in Table 2. For 1975 these cutoffs are esti-
mated to be $5,500 and $2,580, respectively,

The SSA thresholds were originally developed in terms of 1963 incomes
and prices. Subsequently adjusted only for price changes, they were extend-
ed forward without modification through 1967 and backward to 1959. These
changes were originally based on changes in .the December cost of the econo-
my food plan market basket. During the late 1960s, the cost of the economy
food plan did not increase as much as overall prices. Thus, price changes
between 1959 and 1968 were not the same as changes in the poverty threshold,.
As a result of deliberations of the Federal Interagency Committee in 1969,
annual ad justments in the low-income thresholds were thereafter based on
average annual changes in the Consumer Price Index (CPI).

In recent years, changes in the CPI may not, however, have reflected
all the changes in the living costs incurred by the poor. For example,
the poor tend to spend a higher proportion of their income on food than
the total population. Between 1972 and 1973, the cost of the food com-
ponent of the CPI increased considerably more than the total CPI (14.5
percent compared to 6.2 percent). Figure 1 illustrates the annual changes
between 1959 and 1975 in the cost of the economy food plan, compared to
the changes in the CPI for all items and for only the food component.
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Table 1. Poverty Cutoffs in 1974 by Sex of Head, Size of Family, and
Number of Related Children Under 18 Years 0ld, by Farm-Nonfarm Residence
. . . Number of Related Children Under 18 Years 01ld
Size of Family Unit -
None ! 1 I 2 [ 3 l 4 [ 5 l 6
NONFARM
Male Head
1 Person (Unrelated Individual): :
Under 65 years $2,658 ’ - Caee - - - -
65 Years and Over 2,387 - - - - . - -
2 Persons:
Head Under 65 Years 3,324 $3,724 - - - -— -—
Head 65 Years and Over 2,985 3,724 - - - - -
3 Persons 3,870 3,996 -$4,223 - - - -
4 Persons 5,103 5,178 5,000 $5,252 - -- -
5 Persons 6,158 6,232 6,032 5,881 $6,006 -- -
6 Persons 7,063 7,087 6,937 6,786 6,585 $6,686 -
7 or More Persons 8,896 8,972 8,796 8,645 8,445 8,142 $8,068
Female Head
1 Person (Unrelated Individual): !
Under 65 Years $2,458 - - - - - -
65 Years and Over 2,357 - C-= -- -- - -
2 Persons: . . .
Head under 65 Years ' 3,072 $3,353 - - - - -
Head 65 Years and Over 2,948 3,353 - - b= - -
3 Persons 3,745 . 3,568 $3,946 " - - - -
4 Persons 4,900 5,075 5,053 $5,000 - - -
5 Persons . 5,881 6,058 6,032 5,982 $5,781 - -
6 Persons 6,862 6,987 6,937 6,886 6,660 $6,457 --
7 or More Persons 8,619 8,746 8,720 8,645 8,419 8,244 $7,841
FARM v
Male Head
1 Person (Unrelated Individual):
Under 65 Years $2,258 - e - - - -
65 Years and Over 2,030 -— - - - - -
2 Persons: .
Head Under 65 Years 2,825 $3,165 -- s - -- --
Head 65 Years and Over 2,537 3,165 - - -- - -
3 Persons 3,291 3,397 $3,590 - - - -
4 Persons . . 4,338 4,402 4,429 $4,465 - - -
5 Persons . 5,235 5,298 5,127 4,998 $5,106 -- -
6 Persons . 6,003 6,024 5,897 5,768 5,597 $5,683 -
7 or More Persons 7,562 7,627 7,477 7,179 6,179 6,921 $6,858
Female Head
1 Person (Unrelated Individual):
Under 65 Years $2,089 - - - - - -
65 Years and Over 2,002 - -- - . - - -
2 Persons:
Head Under 65 Years 2,611 $2,851 - . - - - -—
Head 65 Years and Over 7/ 2,506 2,851 - - - - --
3 Persons 3,183 3,033 $3,355 - - - -
4 Persons ) 4,165 4,313 4,294 $4,249 - - - -
5 Persons ’ © 4,998 5,149 5,127 5,085 $4,914 - -
6 Persons . 5,832 5,939 5,897 5,853 5,662 $5,489 -
7 or More Persons 7,325 7,435 7,412 7,348 7,156 7,007 $6,665

SOURCE: U.S. Bureau of the Census, "Characteristics of the Population Below the Poverty Level:
1974," Current Population Reports, Series P-60, No. 102, Table A-2.
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Table 2. Weighted Average Poverty Cutoffs in 1974
by Size of Family and Sex of Head, by Farm—Nonfarm Residencg

, Nonfarm Farm
Size of Family Unit Total Male Female Male Female
Total 4] Head ] Head Total I Head l Head

1 Person (Unrelated Individual)  $2,487 $2,495 $2,610 $2,413 $2,092 $2,158 $2,029
14 to 64 Years 2,557 2,562 2,658 2,458 2,197 2,258 2,089
65 Years and Over 2,352 2,364 2,387 4 2,357 2,013 2,030 2,002

2 Persons 3,191 3,211 3,220 3,167 2,707 2,711 2,632
Head 14 to 64 Years 3,294 3,312 3,329 3,230 2,819 2,824 2,706
Head 65 Years and Over 2,958 2,982 2,984 2,966 2,535 2,535‘ 2,533

3 Persons 3,910 ] 3,936 3,957 3,822 3,331 3,345 3,13}
4 Persons 5,008 5,038 5,040 5,012 4,362 4,303 4,262
5 Persons 5,912 5,950 5,957 5,88% 5,057 5,057 %,072
6 Persons 6,651 6,699 6,706 6,642 5,700 5,700 5,702
7 or ‘More Persons® " 8,165 §:253 8,278 8,079 7,018 7,017 7,066

SOURCE: U.S. Bureau of the Census, "Characteristics of the Pbpulation Below the Poverty Level:
1974," Current Population Reports, Series P-60, No. 102, Table A-2.

Represents an average for families with 7 or more persons.

Statistical Series on Poverty

Since 1968, the Census Bureau has regularly published information on
the number and characteristics of poor persons and poor families, using the
concept, of poverty operationalized by Orshansky in the matrix of 124 poverty
thresholds. The number of poor persons from 1966 to 1974 and the percent of
the population in each of these years is shown in Figure 2.

The major data source providing annual poverty counts is the Current
Population Survey conducted in March of each year by the Census Bureau. 1In
addition, the Decennial Census provides detailed information on the low-
income population at 10-year intervals. Both sources make available data
‘on many characteristics of the poverty population, including age, race,
sex, education, weeks worked, and family type; these are published in the
Current Population Reports P-60 series 3/ and in Chapter D, "Detailed
Characteristics," of Volume I of the 1970 Census of Population. Selected
characteristics of persons and families below the poverty level in 1969 are
presented in Chapter C for each of the states, counties, SMSAs, urbanized
areas, and urban places having a population of 2,500 or more. 4/
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U.S. Bureau of the Census, '"Characteristics of the Low-Income Population: 1973," Current Population Reports, Series P-60,

SOURCE :
No. 98 (January 1975),Tab{f A4,
Bureau of Labor Statistics, Monthly Labor Review (June 1974, June 1975). (Provided 1973-74 percent changes.)
In 1969 the official poverty cutoff was updated by price changes 1in the total CPI rather than
The Department of Agriculture has continued to prepare and make available data on the economy food
The composition in the plan changed in 1966 so that comparable data are

Note:
the economy food plan.

plan through July 1975.
not available after 1966-67.

Average Annual Percent Change

Figure 1.
in the Cost of the Economy Food Plan and in the
Consumer Price Index (All Items and Food), 1959-1973
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Figure 2. Number of Persons in Poverty

and Percent of Population in Poverty, 1966-1974
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As Figure 2 shows, the 1970 Census and the 1970 Current Population
Survey (CPS) yield different estimates of the poverty population for 1969;
the number reported in the Census is 27.4 million poor persons, compared
with 24.1 million in the CPS. The apparent inconsistency has two explana-
tions. Although both surveys use -a similar concept of income and the same
definition of poverty, the income collected in the CPS by trained inter-
viewers is more accurate than the less detailed income reported by self-
enumeration in the 1970 Census. ‘Furthermore college students, who are
generally enumerated at their family home in the CPS, are enumerated at
their college residence in the Decennial Census, tending to increase the
number of low-income persons in that data source. 5/ It is more important,
however, to recognize the limitations shared by both the Census and the CPS
as sources of data for measuring the low-income population. 1In both surveys
there is an undercount of persons, and some sources of income are known to

.be substantially underreported. This underreporting is particularly true,

among sources of income affecting the poor, the Social Security and welfare
payments. The number of poor persons would be substantially reduced below
both CPS and Census estimates if underreporting did not occur in these
surveys. This is discussed further in Chapter III, Data Availability and
Limitations.

The most important practical difference between the Current Population
Survey and the Decennial Census is the fact that the CPS cannot yield valid
estimates of the poverty population at the state level. The annual March
CPS, while nationally representative, can provide poverty counts only for
the ten Federal regions on the basis of its sample of about 47,000 house-
holds. The Decennial Census, on the other hand, does provide information
on the poverty population for states and for Standard Metropolitan Statis-
tical Areas (SMSAs) having a population of 250,000 or more. 4/

A more detailed discussion of these data bases and their limitations
for measuring poverty is contained in Chapter -III, Data Availability and
Limitations, and in Technical Paper'IX, Inventory of Federal Data Bases
Related to the Measurement of Poverty

Administrative Usage of Poverty Measures

Many Federal programs are designed to help the poor (nheedy, low-income,
disadvantaged) and use a poverty measure or income eligibility standard for
administrative purposes. Although the Orshansky measure, which was origi-
nally developed as a statistical measure, has been widely adopted, it is
not the only administrative measure of poverty used. Moreover, the offi-
cial measure is usually modified to some degree, and frequently it is used
in conjunction with still other criteria. Often programs use different
definitions of income, increasing diversity still further. Such variation
in Federal administrative practice occurs because of the broad spectrum of

~objectives covered by these programs.

Federal programs'for the poor differ in design. Some programs are
devised to aid areas and some are devised to aid families or individuals
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directly. In the former case, the poverty measure is used in an alloca-
tive formula to distribute the appropriation, typically a fixed amount,
among the subunits of the nation designated by the legislation. 1In the -
second type of program, a poverty cutoff may be used as an income eligi-
bility criterion for individual applicants.

Title I of the Elementary and Secondary Education Act, as amended, is
an example of a program using a poverty measure as part of an allocative
formula. The appropriated funds are distributed partly on the basis of the
number of poor school-age children in each county. Where county boundaries
are not coterminous with school districts, county amounts are then suballo-
cated to the school districts by state departments of education. Children
living in school attendance areas which have an incidence of poverty as high
as or higher than the district-wide average are eligible for Title I ser-
vices. Children are selected for participation on the basis of educational
deficiencies, regardless of family income.

The Community Services Administration (CSA), formerly the Office of
Economic Opportunity, provides an example of administrative use of the
Orshansky measure for determining income eligibility. Uniform income eli-
gibility standards are issued for poverty-related programs administered by
CSA. Based directly on the official Federal poverty measure, these guide-

‘lines eliminate many of the distinctions and smooth some of the remaining
variations. The CSA poverty thresholds allow for variations by family size,
with equal increments for additional family members. Cutoffs for farm
families are 15 percent below those for nonfarm families. In addition,
two major geographic variations are partly taken into account by raising
these thresholds by 25 percent for Alaska and by 15 percent for Hawaii.
The CSA thresholds are updated annually according to the change in the
Consumer Price Index. Table 3 presents the 1974 CSA poverty cutoffs for
the continental United States, along with the comparable weighted: average
cutoffs from the Orshansky system from which these were derived. For
each of the weighted Orshansky averages in Table 3, the numbers in
parentheses indicate the range of varlatlon across all other thresholds
for the same family size. '

The basic dichotomy between allocative and eligibility .uses is not
necessarily exclusive, for a single legislative act may contain both an
allocative formula for distributing fixed program funds and eligibility
criteria for determining which individuals in.each area are entitled to
receive assistance. Furthermore, entirely different poverty measures may
be used in the various stages of one program, as with the Comprehensive
Employment and Training Act (CETA). The measure of poverty used for distri-
buting CETA funds is a single-dollar threshold, with the allocation based
partly on the number of families in an area with an iacome below that level.
At the local level, however, individual eligibility is determined in part by
an income criterion based on a modified Orshansky measure and in part on
such other factors as unemployment or underemployment.
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Table 3. 1974 Orshansky Poverty Thresholds and
Community Services Administration Income Eligibility Guidelines

Community Services
Administration Orshansky Poverty Measure

Family Size Nonfarm® Farm® Nonfarm Farm

1 person $2590 .$2200 $249S(2358—2659)b $2092(2004-2260)

2 persons 3410 2900 3211(2948-3724) 2707(2506-3165)

3 persons ' 4230 3600 3936(3568-4223) 3331(3033-3590)

4 persons ' 5050 4300 5038(4900-5252) 4362(4165—4465)

5 persons 5870 5000 5950(5781-6232) 5057(4914-5298)
' 6 persons 6690 5700 6699(6457-7087) 5700(5489-6024)

SOURCE: Federal Register, Vol. 40, No. 132 (July 9, 1975), p. 28794.
U.S. Bureau of the Census, "Characteristics of the Population
Below the Poverty Level: 1974," Current Population Reports,
Series P-60, No. 102, Table A-2.

All States except Alaska and Hawaii. The thresholds for Alaska
are 25 percent higher, and those for Hawaii are 15 percent higher.

Figures in parentheses indicate the range of variation across the
thresholds in the measure.

<

In many cases the Orshansky thresholds are used but in a modified form.
The most common variations of the Orshansky measure are scaling the thresh-
olds by a multiplicative factor, as is done, for example, in child nutrition
programs. Another common adaptation is to include status as a recipient of
welfare, in conjunction with the thresholds, to identify target populations.
This may be done to avoid penalizing those states whose higher welfare
benefits may have brought many families out of poverty, or to insure that
benefits which may lead to self-sufficiency are provided to welfare families.
Thus, a person may be eligible for benefits in a program either by the fact
that his family income falls below the poverty cut-off or because he is in
a family receiving welfare payments. In addition, various characteristics
of the recipient, such as employability, are sometimes used to determine
categorical eligibility.

Measures of poverty or income €ligibility and concepts of need other
than the Orshansky measure are also used in Federal programs. A single-
dollar threshold that is unchanged for family size is currently used as an
eligibility criterion in the College Work-Study program authorized by the
Higher Education Act of 1965. This type of measure is also used in the
allocation formula of the Comprehensive Employment and Training Act and was
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used in the allocation of funds under Title I of the Elementary and Secondary
Education Act until 1974.

Another measure of income eligibility is one based on some percentage
of median income. Title XX of the Social Security Act (social services)
adopted 80 to 115 percent of median family income in each state as its
standard. Title II of the Housing and Community Development Act of 1974
uses 50 and 80 percent of median family income in the "area" as its eligi-
bility criteria. The use of standards based on median income is a rela-
tlvely new development in Federal programs although there is precedence
in social service programs.

Finally, administrative and legislative references abound in terms that
target Federal programs to the "disadvantaged," '"needy," "dependent,"
"economically disadvantaged," and "individuals whose income and resources
are insufficient." In many such references, the terms are employed without
definition, The various administrative and legislative uses of poverty
terminology are described more completely in Technical Paper II.

There are several arguments in favor of using an official poverty
measure. Determining public policy, setting program goals, and evaluating
program success all benefit from the external referent provided by an
official measure, even if the measure is altered to fit programs. It
allows comparisons over time. Also, various Federally funded programs
are required by law to identify their target populations in terms of low-
income status or extent of poverty in terms of this official poverty matrix.
There may be value, however, in updating or revising the present measure.
Moreover, publication of more than one series of poverty statistics may be
desirable. There are advantages, both statistical and administrative, to
other concepts.

Quite obviously, it is easier to agree that some official measure of
poverty is useful than it is to agree on its precise definition and appli-
cability to specific uses. Conceptual, statistical, and administrative
constraints interact in a very complicated way. In attempting to establish
as sound a methodology as possible, one must accept at the outset that no
poverty measure will be purely scientific, free of value judgments.

Even if the most fundamental principles of "well-being" and "poverty"
were clearly articulated and universally agreed upon, some debate would
continue about whether or not any one poverty measurement series could or
should be used as an index of national achievement, as a source of statis-
tical data for the design and evaluation of programs, and as an adminis-
trative parameter in Federal programs. The focus of this report is on
definitions which can be used to help policy makers design and evaluate
programs. However, the current administrative uses cannot help but
affect the analyses in this report.
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NOTES TO CHAPTER I

1. See, for example, Low-Income Families and Economic Stability,
Staff of the Subcommittee on Low-Income Families; Joint Committee on the
Economic Report (Washington, D. C.: Govermment Printing Office, 1949).

_ 2. See E. Cofer, E. Grossman, and F. Ciark, Family Food Plans and
Food Costs, U.S. Department of Agriculture, HERR 20 (November 1962).

3. See, in particular, Series P-60, Nos. 54, 68, 76, 81, 86, 91,
95, 98, and 102.

_ 4. Further information on data availability from the 1970 Census is
contained in Low-Income Data from the 1970 Census, Data Access Description,
No. 29, Collection, Evaluation, and Processing Series CEP-7 (May 1972).

5. Another difference between the ' two surveys does not affect their
differential poverty counts, The CPS excludes the institutional population
and all members of the Armed Forces living in barracks. Although the Census
includes these groups, the institutional populations are not included in
the poverty universe. because of the difficulty of classification by income.
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II. CONCEPTS OF POVERTY MEASUREMENT

The term poverty connotes a large and complex set of economic, social
and psychological conditions.l/ Most people would probably agree that any- '
one who does not have enough resources to cover their perception of his
needs is '"poor" and that needs could include food stuffs if a person were
hungty or medical services if his health were poor. Beyond this basic
notion of poverty people have different individual views and philosophies.

Poverty definitions serve two quite different functions for public
policy purposes: first, they allow program administrators to identify
individuals or families that require and are eligible for help. Second,
they are essential to policy makers in the design and evaluation of
programs to help the poor. Often the same definition can serve both
purposes. But, there are situations in which it is more appropriate to
separate the two. For example; in determining whether a family is eligi-
ble for medical assistance, a definition might include some measure of
the family's '"medical needs'" compared with its available resources. On
the other hand, for designing programs to meet medical needs, it may not
be necessary to identify medical needs by individual family; aggregate
statistics may be all that is necessary.

The impetus for undertaking a study on the measurement’ of poverty
came from Congressional concern over the allocation of funds distributed
to school districts under provisions of Title I of the Elementary and
Secondary Education Act. The Title I formula reflects the Congressional
view that poverty and education are related and allocates proportionately
more funds to school districts with higher incidences of poverty.
Resources are given to those schools whose attendance areas have con-
centrations of children from low-income families so that local school
programs can be developed for those children who have need of special
educational assistance.

A "thorough evaluation and study of compensatory education programs"”
is being undertaken by the National Institute of Education (NIE) under the
instructions of section 821 of the Education Amendments of 1974 (P.L. 93~
380). The study is to be completed by September 30, 1977 —- in time to
provide Congress with information during its deliberations on the reauth-
orization of Title I. The NIE study will be a comprehensive examination
of educational disadvantage. In contrast, the present study is on poverty
measures, one of which is used in the Title I allocation formula. :

Social and Cultural Conceptions of Poverty

Some social scientists would like to use general '"social indicators"
as measures of poverty. Attention has been focused on ways, other than
lack of money, in which the poor differ from the rest of society -- on
how the poor compare with the rest of society in terms of "well-being,"
"quality of life," and "social health." Some of the indicators which
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have been examined are adult and infant mortality, morbidity, nutrition
and malnutrition, literacy and educational levels, housing, and neighbor-
hood conditions (such as overcrowding and criminal victimization).

It is not so much a non-economic measure of poverty which is desired,
but a conception of poverty that goes beyond simple economic notions. The
causes, correlates, and solutions to the problems of poverty cannot be
limited to economic ones. However, economic attributes never correlate
perfectly and sometimes correlate quite poorly with the psychological and
cultural behavioral patterns often thought of as characteristic of the
poor. Therefore, social indicators which are meant to be a measure of the
"quality of life" of the poor cannot be limited to the poor. It may be
possible for further research using a variety of economic measures of
poverty to provide more insight into the relation between lack of
resources and quality of life.

Economic Measures of Poverty ‘

Economic definitions of poverty can be formulated in two rather dif-
ferent ways. In one, poverty is defined specifically in terms of what the
overall population has. These are usually called relative definitions. A
purely relative measure defines a fixed percent of the population as poor.
A quasi-relative measure defines the poor -as those whose income is below a
fixed percent of the median income. A commonly proposed purely relative
definition is the lowest quintile or quartile. A commonly proposed quasi-
- relative definition of poverty would set the threshold at 50 percent of
‘median income. :

In the second type of definition, poverty is defined in terms of a
family's ability to purchase a specified market basket of goods and ser-
vices. These are usually called absolute definitions because the cost of
the market basket is determined objectively and serves as the threshold.
However, the composition of the market basket is subjective and represents
a judgment about some minimally acceptable level of living. Since this .
judgment varies with the general standard of living, absolute definitions
of poverty .are meaningful only with reference to a given period and place.

Underlying many conceptions of poverty is some notion of the ideal
(or at least an acceptable) shape of the income distribution. Formal
expressions of some minimally acceptable amount of inequality go as far
back as Plato, who suggested that in an ideal society no man should be
more than four times richer than any other (The Laws). A modern day-
philosopher, John Rawls, has suggested that a just income distribution
would be that which people would select if they did not know in advance
where on the distribution they would be. He believes that the amount of
inequality that would be acceptable would be that amount which would
produce the greatest amount of well-being for the least advantaged. 2/
Rawls' work was widely acclaimed when first published but has lately
been receiving extensive theoretical criticism.
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Poverty need not, however, be conceived of in ethical terms. It can
also be simply a notion of what it takes to ''get along,” without regard to
any obligation to those who have less than that. Over the years Gallup
polls have included questions on the minimum amounts of money needed
by families to get along. These questions address only the bottom portion
of, and not the entire, income distribution; they do not address issues
of redistribution. They also do not consider the difference between
what people think they, themselves, would consume and what they would
be willing to be taxed for in order to provide for others.

A fundamental decision in any of the poverty definitions 1s how to
determine the level of the threshold, that is, the level below which
people are designated poor. This is clearly the case in the absolute
definition. However, the fixed percent in the purely relative definition
or the fixed percent of the median in a quasi-relative definition must
also be arbitrarily chosen. Those measures based on community views are
to some extent free from this difficulty. 3/ The Council of Economic
Advisors Report in 1964 chose 20 percent, but justified it by referring
to a study using a market basket approach. The quasi-relative definition
most frequently used is 50 percent of the median income, chosen in 1967
by Victor Fuchs as an arbitrary but reasonable number. 4/ It was at
about the same level as the Orshansky level in 1959. B

The relative definitions arose largely in response to difficulties
inherent in revising an absolute level to reflect growing affluence. Even
when an absolute threshold is adjusted for changes in the level of prices,

a diminishing proportion of the population is classified as poor when income
shifts upward due to increases in real productivity over time. 'Purely rela-
tive measures, on the other hand, are criticized because the poverty popu-
lation will be the same fixed percent whether examined in different places

or at different times, even though the level in real terms will be different.
Similarly, a definition which is a fraction of the median income has been
criticized because, although it does allow for the possibility of diminishing
or eliminating poverty, this will happen only if the income distribution
changes. Since the overall income distribution has not changed measurably
during this century, analyses using this measure differ little from those
using a purely relative measure.

For all economic definitions, setting the level of poverty and defining
income are required.

Setting a Poverty Level

Needs can be defined as what is required to survive or to get along
at a "minimum standard' compared to the rest of society. Until the last
two centuries, nations generally had little choice except to define it
in terms of survival; only a small proportion of the population did much
better than subsist. But typical levels of living improved in the last
two centuries, and some people began to look at poverty as a comparative
state. Adam Smith in 1776 (Wealth of Nations) wrote:
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By necessaries I understand not only the commodities which
are indispensably necessary for the support of life, but

whatever the custom of the century renders it indecent for
creditable people, even of the lowest order, to be .without.

By the 20th century, this view of poverty as a comparative state
gained considerable support in the United States. The budgets prepared
by the Bureau of Labor in 1907 mark a distinct turning point in the con-
cept of poverty: budgets were devised to meet "minimum standards" (i.e.,
subsistence) as well as a "fair standard" -- to include goods needed for
the 'development and satisfaction of human attributes." It is to be
noted, however, that more recent budgets developed by the BLS since 1948
for a city worker's family have not centered on the concept of poverty
but on various levels of living for a year-round full-time worker in the
United States. ,

Most Americans today would probably agree that a poverty standard
ought to include the ability to satisfy needs in addition to those
necessary for survival. However, just what the minimum standard should
be is subject to considerable debate. .

Standards of Physical Needs .

Two alternative techniques were used in early studies to calculate
resources needed to achieve subsistence: surveys of actual expenditures
of the poor, and the "pricing out'" of a hypothetical market basket. Both
techniques have survived to some extent today, but only the latter is
discussed here in depth. The former, surveying actual expenditures,
requires some notion of the total level of resources considered adequate,
which is often derived from a consideration of the total resource dis-
tribution. DevVelopment of a hypothetical market basket requires the
determination of those commodities or goods in specified amounts to be
included in the market basket. Currently, state welfare agencies use
this approach as one consideration in determining the size of payments.
The problem with determining a meéasure using the hypothetical market
basket approach is that there is currently no objective method for deter-
mining all needs. The two components most often considered are food and
housing. ‘ '

Nutritional standards exist from several sources. Some of the more
prominent are: Recommended Dietary Allowances, Eighth Edition, National
Academy of Sciences (RDA); Handbook of Human Nutritional Requirements,
Food and Agricultural Organization of the United Nations (FAQ); and
Standards for Evaluation of Daily Dietary Intake used in the Health and .
Nutrition Examination Survey United States 1971-72 (HANES Survey). These
standards specify amounts of nutrients for various age-sex combinations.
The standards can be translated into combinations of foods that might be
expected to sustain life and good health. Furthermore, it is possible to
examine diets and measure the actual intake of nutrients of individuals
or subgroups of the population. But, it is important to note that even
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the nutritional standards -- that is, the amount recommended for optimal
consumption or to avoid consequences of nutritional deficiency -- are not
without question. Many countries use lower standards and even in this
country there is disagreement as to whether the margin of safety is set
too high.

Moreover, adequate nutrition can be obtained from diets varying
widely in- quality and cost. The determination of which foodstuffs and in
what -quantity constitute an appropriate diet even when empirically based
requires some arbitrary assumptions. Finally, studies have shown that,
even at upper income levels, 30 percent or more do not consume 'nutri-
tionally adequate" diets -- diets that provide recommended amounts of all
nutrients considered.

There are no commonly accepted standards of need for housing. It is
important to distinguish here between housing standards and standards of
need for housing. There is no lack of housing standards such as building
codes which define acceptable methods of construction and materials or
home inspection criteria used in connection with private or Federally
supported loans.. Housing standards also pertain to the existence of
facilities (toilet, bath, sink, electricity), to the level of maintenance
(both structural and sanitary), and to occupancy.

None of these housing sta;dards, however, are widely accepted as a
standard of need. They do not tell what kind or how much housing is
necessary for the basic health of occupants, although there may be some
relationship. Currently, there is little agreement about the character
of a threshold description of housing, without which families are con-
sidered to be deprived or poor. Despite this, the Housing and Community
Development Act of 1974 refers to 'decent, safe, and sanitary dwellings,"
but without setting standards.

One of the reasons why standards of need for shelter are so difficult
to construct is that differences due to climate, to type of residential
area (farm-nonfarm, inner city-suburb), to type of dwelling (high-rise
apartment, duplex, single family dwelling, mobile home), and to type of
financial arrangement (renting, buying, joint ownership) require highly
flexible standards of need. For example, most Northern residences need

heating systems, some Southern residences do not.

A good example of the theoretical problems associated with standards-
of need for housing is the "number of rooms" component sometimes used for
analytical purposes. By this definition, a house or apartment is considered
substandard if the number of rooms is less than 1.0l rooms per occupant.
(Previous definitions used 2.0 and then 1.5 occupants per room). While
this may appear reasonable for small families, it is not when applied
to large families.

Nonetheless, it may yet be possible to develop a standard of need
for housing based, perhaps, on minimum floor space per person and on
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existence of basic facilities like running water, power, and on the main-
tenance of acceptable temperatures. '

For other categories of basic needs, there are no generally accepted
scientific standards. Thus, to measure poverty using such an approach
requires either resolving the conceptual problems involved in determining
such standards, or using less rigorously defined notions of deprivation.
Chapter IIl, Data Availability and Limitations, describes the significant
surveys and statistical series which are applicable to the subject of
standards. In Chapter IV, we explore those alternatives which can be
derived from existing data. :

Adjustments for Family Size and Composition

Thus far, we have discussed family needs as though all families were
alike or could be averaged. The needs of individuals or families clearly
depend on their circumstances, as well as on the ethical or normative
principles of society in general. One normative principle calls for
equal treatment for families enjoying equal well-being. In the case
of poverty, equal well-being is usually interpreted as economic well-
being. Unfortunately, the only straightforward application of such a
principle is that families which are identical in every relevant respect
should be treated equally. Although some.theoretical work in consumption
economics has been directed to determining equivalent incomes for families
that differ in size and composition, its application is constrained both
because of theoretical and data limitations.

Recently, there has been some question of whether tax and poverty
programs ought to consider the need differences of particular family
~groups. The argument against adjustments has taken two forms. First,
there has been concern that coupling tax deductions or income main-
tenance payments to family size provides incentives for having larger
families. Empirical evidence on this issue is liwited and conflicting,
and no definite resolution is possible at present.

The second, more subtle, argument against making such adjustments
comes from the comparatively new theory of "human capital" in economics.
It argues that, to a large extent, family configurations can be viewed
as the result of a rational, deliberate choice, in which the costs and
benefits of family size are weighed and optimal familial relations are
decided. Decisions on living arrangements -- like whether a woman marries,
lives alone or lives with her grown children -- are considered the result,
to a significant degree, of the same rational procedure conventionally
assumed to explain a consumer's choice between apples and oranges. To the
extent that one believes that the decision to marry or to have children
is the result of deliberate choice, small families may not, be better off
than large families with equal incomes. The human capital argument does
not state that family physical needs are not greater the more persons
there are, but that non-monetary benefits may balance the greater physi-'
cal needs. :
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This position has been attacked on two basic grounds. First, the
assumption of rationality and control in decisions of marriage and
children has been challenged. Second, the argument assumes that a family
is somehow better off for having achieved its status voluntarily. Most
opponents have concentrated on the ironic inconsistency that some members
of the family may not have been volunteers.

The majority view is that poverty budgets should be keyed, to some
extent, to family size and composition. Determining the nature and size
of adjustments, however, is no easy matter. First, the particular
attributes of family structure which create need differences must be
identified. Family size is the first .and most obvious candidate: some
needs such as food and clothing increase with family size. Indeed, most
state welfare departments, as well as the Federal income tax system, allow
adjustments for family size. Age, both of children and of the head of the
household, also appears to influence need. Employment status of the head
of household, mother's employment status (and child care needs), and
residence are also suggested as possible determinants of need.

Both the relevant attributes and the size of the adjustment to be
made for each particular attribute need to-be determined. The basic
problem here, and one which has occupied social scientists and policy-
makers since Engel's work in the nineteenth century, is to quantify
equivalent living scales for families of different types. 2/

The simplest technique available to adjust budget requirements for
differences in family size is a simple linear expansion: each individual
is assumed to have equal ''meeds'" -- needs which are independent of either
his own characteristics or the characteristics of the family unit to
which he belongs. The linear expansion technique assumes that needs are
constant across individuals; only the number of people and not the type
of people is relevant to budget requirements, and there are no economies
of scale.

Empirically, however, it has been determined that needs do vary with

individual characteristics, particularly with age and sex. In addition,
the linear expansion technique does not take into account the degree to
which some consumption goods, like television sets and automobiles, are
shared without proportionate increases in costs as family size increases.
While the old adage that "two can live as cheaply as one" is no doubt an
expression of romantic optimism, the empirical evidence does indicate real
savings from shared expenses. \

Early consumption studies suggested that the percentage of income a
family would spend on a particular group of goods would change as the
level of the family's income changed. For some goods —-- termed necessi-
ties —-- the percentage would decline as income level increased. In
general, then, two equivalently composed families with different incomes
would spend different percentages on given items; the higher-income
family would, in general, spend a smaller percentage of its budget on
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necessities such as food. Some current "equivalent' income'" techniques
assume that families which spend equal proportions of their income on
food have attained equal levels of living. 6/

There are several problems with this technique. The underlying
assumption of equivalence is arbitrary. Also, it assumes that the degree
of. satisfaction achieved is independent of the absolute level of expendi-
ture (or consumption). There is no empirical evidence or theoretical
" basis to support such an assumption. Furthermore, the results are sensi-
tive to the commodity chosen for the index. ' Percentage of income spent
on food has frequently been used in the past; however, the proportion of
income spent on housing may be as good a measure 6f well-being and leads
to quite different equivalence scales. The scaling index will differ
" depending on which commodity is used. . Chapter III describes the consump-
tion surveys which can be used to derive equivalence scales. Chapter IV
further examines the equivalence scales presently used.

The equivalence scale underlying the current poverty matrix is
different from those described above. It attempts to derive the equiva-
lence scale on the basis of need rather than actual expenditures. Food
costs for families of different age-sex composition (family types) were
derived by 'costing out'" food needs based on nutritional requirements
(for men, women, and children of different ages) suggested by the
National Research Council; this allows consideration of age and sex
differences in need. A multiplier was then applied to the food require-
‘ments to reflect nonfood needs. The assumption that for certain family
sizes the equivalence scale for nonfood items is the same as for food
items has been criticized. Other chapters discuss this methodology in
much more detail, and Chapter IV examines the implications of updating
the matrix using the same methodology and more current data.

Geographic CostroffLiving Differences,

Many people believe that the cost of living varies across geographlc
areas. Income levels do vary 31gn1f1cant1y from region to reglon and
between rural and urban areas, but the extent of variation in the cost of
living is difficult to determine. Technical Paper XV, Analytic Support
for Cost-of-Living Differentials in the Poverty Thresholds, Technical Paper
1V, The Bureau of Labor Statistics Family Budget Program, and Technical
Paper XIII, Geographic Differences and Relative Poverty discuss this in
more detail. To show why this issue is so problemat1cal some basic con-
ceptual problems are presented below. If prices do vary from place to
place, then obviously the price of a fixed market basket of goods and
services would also vary. But, if taste preferences also vary from place
to place, the fixed market basket may not be an appropriate indicator of
the cost of living. '"Needs" vary, especially those which are related to
climate or the particular economies and diseconomies coming from dense or
sparse population. Also; some goods are not available uniformly. The
variations in quality and availability of medical service and of publicly
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provided goods and services are examples of striking variation among
geographic areas.

The fact that in a given area the notion of what is considered poor
depends upon the general level of living of the area itself poses a special
dilemma in attempting to measure geographic variations in the cost of
living. A standard of need determined on a natidnal basis may appear
unduly generous in local areas if the local cost is less than the national
average. If a large proportion of a local population would be considered
poor under a national definition, it is easy to believe that the national
definition is somehow unfounded. For that reason, a national standard
benefit level could cause problems. For example, when the Senate Finance
Committee debated the proposed Family Assistance Plan in the early 1970s,
committee members were very disturbed that a benefit of $2,400 for a
family of four meant 35 percent of Mississippi's population would be
eligible while -only 7 percent of Illinois' would be. Within a state it
is also important to consider how a program benefit may distort levels of
living between those who are eligible and those who are not. Accordingly,
although cost-of-living differences from place-to-place are hard to define
and even harder to measure, it is sometimes expedient to administer a
program differentially to accommodate differences in prevailing local wage
rates or costs of specific items such as housing or medical care.

With any geographically defined deflator there arises the problem of
boundaries. Conceptually one could imagine a perfectly continuous func-
tion defined on the basis of U.S. latitudes and longitudes. But the
practical alternatives have the drawback of treating neighbors on differ-
ent sides of the SMSA, state, or regional boundaries quite differently.
This is not a severe problem if the objective is limited to aggregate
measures in which the inequities roughly balance out. But if the poverty
indicators are used to determine whether individual persons or families
are eligible for various programs or benefits, inequities might arise.
One would want to avoid making one individual eligible for particular
benefits when a neighbor across the street -- which serves as a boundary
-~ is ineligible but equally poor.

Updating thne Standard

‘Although it may be desirable to change the level of any poverty mea-
sure from time to time, no regular changes for differences in prices are
required for the relative measures of poverty mentioned in the section
above on Economic Measures of Poverty. They are iwmplicitly updated both
for combined changes in the price level and for changes in general
levels. No such implicit adjustment occurs for the absolute definitions.
The cost of the market basket used by the absolute measures must be ad-
justed to account for changes in prices over time. The most appropriate
way to adjust for prices is to determine the prices of each of the commod-
ities in the market basket. To the extent that such pricing cannot be
done, price indexes not based on the specified market basket are often
used. .
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Index numbers suffer from several limitations for updating poverty;
one of these comes from the so-called "aggregation problem." Index )
numbers are usually derived from observing what goods are consumed by a
group of different individuals. These goods are then used to represent
what a "typical' consumer buys or to represent a '"typical' market basket.
To the extent that there may be significant differences across individuals,
price changes that affect commodities differentially will have different
effects on individuals. If groups of families have substantially dif-
ferent consumption patterns, one might wish to use several price indexes,
appropriate for particular subgroups of society. Two final limitations
arise with currently published price indexes: the market basket may be
restricted to private goods and services, omitting such things as public
goods and services, leisure, and goods received in kind; and accounting
for changes in the quality of goods over time is difficult.

Price changes over time may lead to changes in the cost of living
which are not reflected in a price index. A basic postulate of consumer
or welfare economics is that individuals purchase goods in order to maxi-
mize their satisfaction, subject to the constraints imposed by their
incomes and the existing price levels. The extent to which a price change
of a single good will affect an individual's welfare depends on his pref-
erences and on the size of the price change. For most individuals, an
increase in the relative price of a good causes the individual to change
his purchases of that good (and those goods that are complementary to it)
and to increase his purchases of '‘substitute goods. That is, a change in
the price of a good probably alters the market basket that is purchased,
i.e., a change in relative prices is likely to alter expenditure patterns.
Thus, the weights attached to goods in the market basket prior to price
changes may no longer be appropriate. '

Income and Resources

Poverty levels are generally compared to income or resource levels.
Within a money economy there 1s a strong tendency to confine the notion
of income to those receipts which are in the form of money or are '"payments
in kind" for production of goods and services to be used for or by someone
else. Such income does not include the returns for goods and services
provided for oneself. Resources include both those which produce money
earnings and the rest of our accumulated stock, to which cooking utensils
and houses both belong. Whether items produced or used at home should be
counted as income, or the associated stock of consumer goods counted as
resources; depends on the purpose for which the definition 1is to be used.
The well-being of families also differs depending on whether the income
reported is for a month or for a period of five years, on the existence of
both financial and non-financial assets or in-kind income, on the receipt
of lump sum income, and on the composition of the consumption unit.

For analytic convenience, issues associated with setting the poverty

level have been separated here from those associated with measuring income
or resources to be compared with that level. However, the poverty threshold
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and the income measure should be consistent with one another. For example,
if medical needs are included in determining the poverty threshold then
medical resources like insurance or medical assistance programs should

be included in the income measure. Similarly, if some value of assets is
included in the income measure, the need for assets should be reflected
in the threshold. Practically, it may be more convenient to omit some
items from both the threshold and resource measure than to include them.
If the definition of income were changed to include the value of in-kind
benefits, for example, and if the logic of the existing measure were
maintained, the ratio of after-tax income to food expenditures which is
used in computing the poverty thresholds might be altered. Similarly,
whether or not the number of poor would change if unrealized or imputed
income from assets were added to current income would depend on the
distribution of such imputed income.

Accounting Period

Except where interest is specifically in emergency or special situa-
tions, poverty will usually be perceived in terms of an individual's
ability to sustain a particular status for some period of time. The
particular duration, whether it is to be a week, month, year or lifetime,
depends on the particular purpose the definition of poverty is meant to
serve, since the variation in the flow of income an individual receives
during any given period affects his well-being during the period. Con-
sider the following streams of earnings:

Period
1 2 3
A $ 300 $ 300 $ 300
B 1500 -0 1500
C 1000 1000 1000
D 3000 -0- : -0-

In any one period it is clear who is best off and who is worst off for the
period. If, however, we were in the middle of the second period and had
no knowledge of or ability to predict future earnings beyond the second
period, we could say, one, that C was currently better off than all others
and, two, for the two periods C is better off than A and B. Whether A is
better off in period 2 than D depends on whether equal weight should be
given to all parts of the two periods. If we were at the beginning of the
three periods and assumed that each of the four individuals knew what his
own earnings pattern would be, our perspective would be different still.
Person D would have the highest consumption.potential since he could in-
vest part of his earnings early in the period and enjoy the interest later.
Person A would have the least consumption potential; his three-period
income is less than the first-period income of any of the others. Whether
B and C are financially equal would depend on whether the cost to B of
borrowing against his third-period income is greater than the interest
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possible on savings from his first-period income. Whether B is actually
better off than C will depend on the value of his leisure in the second
year, and the value of leisure is a matter of taste.
This illustration was presented in terms of consumption potential
and financial well-being; the four persons were assumed to be alike in
all respects other than income; and why the wage patterns varied was not
addressed. Well-being depends. on the perceived "voluntariness" of the
irregularity. Someone who voluntarily goes without income for a year
because he is taking a trip around the world is considered better off .
than someone with an identical income pattern who has lost his job, even
if he chose his occupation knowing there would be long periods of unem-—
ployment. ’
t

The Census definition of income is limited to "regular" cash income
and does not include receipts from insurance policies, capital gains, and
the like, but does not adjust for unexpected losses like loss of income
due to illness or unemployment. Counting the poor using the Census
definition means that in any one survey year, people who are earning
below their normal level will be included in the low~income group, while
those who are temporarily earning much more than they usually do will not
be counted in the low-income group to which they normally belong.

The size of the poverty population will vary significantly depending
upon the time period of income required to be considered poor. If we
examine monthly income fluctuations, the poor population will be higher
than if we examine annual incomes. The appropriate accounting period
depends in part on the aim of the measure. If the measure 1is to help
design research which will measure the intergenerational transfer of
income to different groups, lifetime income is likely to be the appro-
priate period. Analysis of basic education or inheritance taxation are
examples., On the other hand, for designing programs which deal with
emergencies or temporary low income, like temporary unemployment, a
shorter accounting period is more appropriate.

Consumption Measures

Measuring money spent on consumption rather than money income has
frequently been offered as an alternative definition of well-being because
it eliminates much of the transitory phenomenon of unexpected gains or
losses manifest in current income figures. In other words, consumption
stands as a proxy for long-run income. Available data indicate that
replacing income with consumption as a poverty, measure may have significant
effects on the poverty count. Since at very low incomes, expenditures
for consumption more often than not exceed income, a current income measure
- produces higher poverty counts than a consumption measure. In particular,

a consumption measure would reduce the number of young poor, who are
frequently suffering only temporary poverty, and the number of aged poor
who can maintain consumption by drawing upon savings. )
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Wealth

. Wealth is also proposed as an alternative measure of well-being
because - people who possess wealth have a kind of security not available
to people without it at comparable income levels. Wealth not only pro-
vides income but is, itself, a resource which may be consumed. To the
extent that we could measure "human capital"™ as well, wealth would give
us a clearer picture of lifetime income. Studies of the effects of a
wealth and asset measure on the number and composition of the poor
population reveal that, with the exception of the aged, people poor in
income are in general also poor in wealth. Thus, a wealth based measure
would reduce poverty somewhat for all groups and especially for the aged.
A wealth measure would also significantly alter the distribution of
economic status for the entire U.S. population, by showing even more
people in the upper income brackets. '

The use of a wealth measure, or a measure combining wealth and
income, poses many technical problems in addition to those of properly
assessing the value of an individual's wealth, choosing the appropriate
interest rate, and arriving at a fair period of time for annuitization
and differences in the liquidity of assets. Even with an income measure
of poverty, many sources of inéome are unrealized (for example, appreci-
ation in the value of property or business) and can be best estimated or
imputed only by knowledge of the wealth underlying the income. Invest-
ments in owned homes or automobiles also yield in-kind income. Exclusion
of such income will bias estimates of aggregate income downward and dis-
tort income over time and across households. Such problems should not |
obscure the need to consider more than just current cash income in
assessing a person's financial status. Financial well-being depends on
more than just current income. Technical Paper VI, Wealth and the
Accounting Period in the Measurement of Means discusses these issues.
. : ' [
Taxes

A measure of income might aim at a '"disposable" income, including
cash and in-kind benefits. However, tax payments may be as important as
transfers in modifying gross income to achieve a total resource measure.
The incidence of taxation, or who actually pays the tax, is both theo-
retically and empirically a very difficult issue. Thus, although the
incidence of personal income taxes may be relatively straightforward,
the incidence of corporate income, excise, or payroll taxes is not. To
the extent that taxes represent user charges for services provided by
govermments, it would be appropriate to ignore taxes only if the services
were also ignored. Unfortunately, it is difficult to evaluate these
incidences and services, and survey data are unlikely to help. Chapter
III discusses the availability and limitations of data from the Internal
Revenue Service.
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In-Kind Income

Individuals in our society receive a multitude of in-kind income,
that is, benefits that take a non-cash form. 7/ These benefits or sub-
sidies may be provided by the government or the private sector. Examples
of government in-kind benefits range from in-kind transfers (such as food
stamps or Medicare) to investments in human capital (such as education)
to subsidies within the tax system (such as interest and property tax
deductions for homeowners). In the private sector, in-kind benefits
such as health insurance or free housing may be provided by employers or
may be entirely dependent on individual choices (such as owner-occupied
housing or home-grown food).

In-kind subsidies are now sizable in absolute terms. Moreover, they
have grown sharply over the past decade in breadth and size. Outlays in
the food stamp program have risen from less than $100 million in 1965 to
$4.6 billion in fiscal year 1975. Medicare and Medicaid, which were
not legislated until 1965, now cost more than $25 billion a year, and
the employer-provided portion of private health insurance is estimated
to total about $20 billion annually. Deduction of mortgage interest
and property taxes on owner—occupied homes is estimated to cost about
$10 billion a year in lost tax revenues.

To exclude in-kind benefits from income calculations clearly biases
aggregate income downward. Even more important, however, to ignore in-kind
income distorts income comparisons over time and across households. The
rise in in-kind transfers to low-income households during the past
decade has been several times that of cash public assistance transfers.
Fringe benefits have also been rising relative to wages and salaries.
Ironically, this rise in in-kind benefits, many of them specifically
aimed at reducing poverty, makes the current income measure used with
the poverty line increasingly obsolete as a poverty performance measure,
since it explicitly excludes the very programs instituted to reduce or
alleviate poverty. ' It has' been estimated that if food stamps were counted
as income, the number of poor would decrease by 5 to 15 percent in 1974.
Incorporating Medicare and Medicaid would also reduce the poverty count
substantially, if the definition of poverty remained unchanged. Public
housing, free school lunches, ''"Meals on Wheels" for the aged, legal aid,
neighborhood nealth centers, and a long list of other in-kind social pro-
grams are other sources of resources for the poor. While other programs,
such as government subsidies to public universities, benefit the middle
and upper classes much more than the poor, and a systematic inclusion
of in-kind benefits might not have a major impact on the overall income
distribution, under any definition of poverty other than a purely relative
one (and to some extent under a relative definition), inclusion of
in-kind benefits could reduce the poverty count and would change the demo-
graphic composition of the poor.

Unfortunately, the 1nc1dence of in-kind beneflts is particularly
uneven across households. Not only do the various types of government
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and private in-kind benefits apply to prescribed, and often different,
segments of the population, but also the incidence of each type of in-
kind income across the potentially eligible population varies, For
example, many low-income households are excluded from eligibility for
Medicaid, and most are excluded from public housing; and employer-
provided health and life insurance in- 1970 covered two-thirds of non-
of fice employees in non—union establishments but 97 percent in union
establishments. Hence, the accurate attribution of in-kind benefits to
income would involve substantial data collection and manipulation.

How these in-kind benefits should be valued is-an important issue in
the measurement of income and poverty. Typically, published data on the
amounts of in-kind income provided through various programs are shown in
terms of the providers' costs or outlays. For example, among govermment
in-kind transfers, it is the cost to the govermment (i.e., program out-
lays exclusive of administrative costs) that is equated with recipient
"bpenefits." However, the value to the recipient may not necessarily equal
outlays by the govermment.

The argument for valuing in-kind income differently from government
outlays is based on a notion of the cash income a family would accept in
lieu of its in-kind income to leave it just as well off (a "willingness
to pay'" measure). It is usually assumed that a household receiving income
in the form of cash will spend that income on its most preferred bundle of
goods (including savings). In-kind income, however, is provided in the
form of a particular good or set of goods. After receipt of the in-kind
income, then, the household's bundle of goods may include more (or in some
cases less) of the particular good than it would choose if given cash. By
not permitting the household to exercise complete freedom in the choice of
a bundle of goods, that bundle with the in-kind component may be worth
less to the household than if it had been given an equivalent in cash.

Receipt of in-kind income may influence the recipient's choice of a
- bundle of goods by constraining consumption amounts directly and/or
altering the relative prices faced by the recipient. Programs like food
stamps and public housing set amounts of food and housing, respectively,
that must be consumed if program benefits are to be enjoyed. Partially
or fully subsidized health benefits, on the other hand, normally leave
amounts of health care consumed up to individual recipients, although it
does alter the prices faced by the recipient.

In order to treat in-kind income consistently with cash income as
perceived by the recipient -- which does allow families full choice over
how to spend income —- the provider cost of in-kind subsidies might be
reduced (or, in rare cases, perhaps increased) to equal their cash
equivalent value to individual families. The cash equivalent value of
in-kind subsidies will generally fall between zero and 100 percent of
provider outlays. It will be greater than 100 percent if it can be pro-
vided by the government more efficiently than the private sector and if
the recipient would have purchased at least the amount provided. It will

33




not be negative as long as potential recipients are not forced to parti-
cipate. Moreover, observation that recipients. purchase greater amounts of
the good on the market than is provided through the in-kind subsidy is a
sufficient condition for valuation equal to provider cost.

The recipient's valuation does not reflect the full value of in-
kind benefits to society, however. The taxpayer, the employer, or
society at large may indirectly benefit from the provision of the in-
kind income. The government ascribes a value to the benefits which is
at least equal to the outlay. It is precisely because the public's
valuation may be greater than the recipient's valuation that in-kind
benefits are provided in the areas of health, housing, and nutrition.

There is disagreement about whether the recipient's valuation of in-
kind benefits should determine their income value. Work is being under-
taken to explore and evaluate methods of valuing in-kind benefits for
the purpose of incorporating them in income statistics.

Consumption Unit

So far we have discussed income without any discussion of the unit
receiving the income. The basic units used in the current statistics on
poverty are families and unrelated .individuals. Under the current defin-
ition, the poverty status of a person 14 years of age or older who does
not live with someone to whom he or she is related is determined entirely
by his own income. The poverty status of a person who does live with one or
more relatives is determined by the income of that person plus the income
of those relatives with whom he or she lives. Thus, persons whose own
income is below the poverty line would be counted as poor if they lived
alone, but not if they lived with relatives possessing enough income for
all. Aged "other relatives'" and mother-child subfamilies are important
examples.

There are, of course, good reasons for choosing families and unre-
lated individuals as the basic units. There are traditional and legal
bonds which cause families to exist as economic entities. Bonds between
or among unrelated individuals who share a single residence are generally

"much weaker.

However, for poverty identification, when comparing income against
some consumption norm, the unit which shares consumption activities seems
most relevant. Although many consumption units coincide exactly with
families and unrelated individuals, there are many instances in which the
consumption unit does not. For example, although the bond may be weaker,
households made up of unrelated individuals may share in most of the
benefits of economies of scale that characterize the economic situation
of families: sharing appliances, sharing heating and plumbing equipment,
and purchasing and preparing foods.in large quantities. In some cases,
too, the bond existing between a family and an unrelated individual . or
between unrelated individuals is as strong as a family bond. Unmarried
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couples who live together would presumably regard themselves as a single
economic unit, and it is likely that many families who have unrelated
individuals living with them consider that individual part of the family
for economic purposes. It is for these reasons that in Chapter IV we
examine some different definitions of economic units for defining poverty.

Choosing an Income Definition

The choice of a conceptual definition of income or resources fre-
quently depends on the purpose for which it is to be used. For instance,
if we are concerned with examining the necessity for providing income
during a brief period of unemployment, the income concept used may have
a relatively short accounting period where only liquid assets and in-kind
income (replacing short~term consumption) are incorporated at full value.
On the other hand, for a program of compensatory education, a predicted
lifetime income concept may be more appropriate. Like the poverty con-
cept itself, many alternatives are conceptually available for use.
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III. DATA AVAILABILITY AND LIMITATIONS

As Chapter II makes evident, there are a number of concepts of
poverty, each with its own theoretical advantages and limitatioms.
For any definition to be of practical use, it must be capable of
objective measurement. There must be data available to construct and
apply the measure, data whose appropriateness and reliability can be
assessed.

Chapter II focused primarily on economic measures of poverty.
Whatever the relative theoretical merits of other concepts of poverty,
economic measures have the decided practical advantage. Although the
construction of economic measures is limited by data appropriateness
and reliability, there is more data available to support the construction
and use of economic poverty measures than alternative ones. In fact, '
all poverty measures developed for Federal govermment use to date are
based on some concept of economic status or need.

This chapter reviews and evaluates existing data sources that can
be used in connection with various economic poverty measures. It initially
considers data bearing on measurement of needs, and then on measurement
of resources. A comprehensive guide to available Federal data bases and
computer files pertaining to aspects of .poverty measurement is provided
in Technical Paper IX. There are also technical papers providing detailed
coverage of the Consumer Price Index, the BLS Family Budgets Program,
the 1972-1973 Consumer Expenditure Survey, and the Agriculture Department's
food plans.

In evaluating the usefulness of each data source for its intended
purpose, the following criteria should .be considered:

First, the data source should be an appropriate or valid indicator of
what it purports to measure. For example, a data source that provides
information solely on consumption practices with respect to food, housing,
transportation, or other basic commodities by different types of families
is a less valid indicator of need than a data source that establishes
varying physiological requirements for different food nutrients.

Second, the data source should be reliable to the level of detailed
differentiation of the population which is desired. Because most current
data on characteristics of the population are obtained from sample surveys
rather than from complete census counts, efforts must be made to ensure
that samples are sufficiently large and representative of the population
or universe being estimated. The sample size and design affect the size
of confidence intervals for particular population subgroups and determine
the reliability of estimates of population parameters. -Data reliability
can also be affected by non-sampling errors, such as misreporting by
‘respondents, or mistakes in editing or coding.
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Third, the data‘ for things that are changing rapidly should be
obtained relatively frequently. For example, while data on prevailing
food consumption patterns have been collected at intervals of approximately
ten years, data on famlly 1ncome are collected annually.

-Data for Measuring Needs

Most economic measures of poverty are based on some minimum level of
living. In general, needs are defined and then expressed in cost terms
so that they can be compared to resource levels, or to capabilities of
purchasing goods and services. People,counted as poor are people without
the income or resources necessary to attain the specified level of living.
The following discussion evaluates data sources -available for defining
different needs. Objectively based standards of need are described first.
Then more 'subjective standards are presented. Data on food are examined
first, because food is the cornerstone of the presently used Orshansky
poverty measure and because it -is a most basic need.

+

1

Food

The National Academy of Sciences-National Research Council has
established Recommended Dietary Allowances (RDA) for 17 different food
elements or nutrients (e.g., iron, calcium, vitamin A) for 20 age-sex
groups (e.g., children aged 1 to 3 years, men aged 35 to 55, nursing-
mothers). The RDA are revised about every 5 years to reflect new knowl-
edge of human nutrition. For example, the RDA released in 1958 and-
reflected in the economy food plan used for the Orshansky measure were
revised subsequently in 1963, 1968 and again in 1974, Although the
acceptance of the RDA is attested by their .role in the 1974 food plans

.of the U.S. Department of Agriculture, there are other sources of
nutritional standards. Among these are the standards set by the Food and
Agricultural Organization (FAO) of the United Nations in its Handbook of
Human Nutritional Requirements and the standard for evaluation of Daily
Dietary Intake used in the U.S. Public Health Service and Nutrition
Examination Survey (HANES) of 1971-1973. :

The RDA, and other nutritional standards mentioned above, are
research-based standards of need. However, the specification of the
nutritional standards has an element of subjectivity because ‘knowledge
about nutritional needs and variation in needs among individuals 1is
incomplete. Levels are usually set to cover what are believed to be the
requirements for nutrients for almost all people. Thus, "even if a person
habitually consumes less than the recommended amounts of some nutrients,
his diet is not necessarily inadequate for those nutrients." l/

The FAO and HANES standards for some nutrients are lower than the |
RDA; yet food plans based on FAO and HANES standards are only slightly
1ess costly than those based on the RDA. (See Technical Paper XII.) The
RDA in 1974 are substantially different from those in 1958 -- higher for
some nutrients and lower for others -- and the RDA were specified in 1974
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for some nutrients not covered in 1958. Food plans based on the 1974 RDA
are more costly for some age-sex categories and less costly for others
than plans based on the earlier RDA.

A large number of food items of different nutritidnal composition are
available at widely different costs. Therefore, diets at widely different
levels of cost can be developed, each providing recommended amounts of
nutrients but some being more palatable than others. Food plans are
developed by the U.S. Department of Agriculture incorporating not only the
RDA but also actual consumption patterns of families at different spending
levels. Hence the actual food plans incorporate a major subjective cost
element and are not the minimum cost of obtaining the RDA. The economy
food plan used in the Orshansky measure, which resulted in costs averaging
75 to 80 percent of the low-cost plan, reflected food selections and costs
from the 1955 Survey of Household Food Consumption conducted by the USDA.
The Agricultural Research Service has recently revised its low-~cost,
moderate-cost, and liberal food plans, and has just finished replacing the
economy food plan with the "thrifty" plan, to incorporate new nutrition
standards and more current food preferences, based on data from the 1965-66
Survey of Household Food Consumption. This is the most recent such survey.
It is expected to be repeated within the next couple of years. This would
permit another revision of the basic food plans. 2/ '

Both the 1955 and 1965-66 surveys collected data on the amounts and
costs of foods and beverages used at home during the seven days preceding
the interview. Over 15,000 households were selected for each survey to
represent metropolitan areas, cities of various sizes, and rural farm and
nonfarm areas in all parts of the United States except Alaska and Hawaii.
Information collected on the household itself included age, sex, height,
weight, status in household of persons eating out of household food
supplies, the number of meals eaten at home and away by each member, plus
the age, race, education, and employment status of the homemaker. Family
income information was also collected. The sample was designed to provide
information separately for urban, rural nonfarm and farm families' in the
four Census regions. Only housekeeping households are included: families
or individuals that take all of their meals outside the home are not
interviewed. The surveys measure food consumption at the level at which
foods come into the kitchen; in other words, the data represent food as
cooked and served rather than as actually eaten by each household member
or guest. The 1965-66 survey obtained information on a day's food intake
for each individual in about half the households interviewed in the Spring.

Assessment of the reliability of the data indicates that, for the 1965
survey at least, the sample was reasonably representative of housekeeping
households in the U.S. on key family characteristics dimensions. The
sample size, which is close to 1/9,000 of the universe of households for
the Spring portion of the sample, is more than adequate for reliable esti-
mates by size of household or for different age-sex groups.

The Orshansky measure used a 1961 economy food plan based on the 1958
RDA and consumption data from the 1955 household survey. 1In describing
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its 1974 plans, the Department of Agriculture indicated several reasons
for revising the old plans. First, the 1974 RDA differed substantially
from the 1958 RDA. Second, the nutritive value of some foods changed.
For example, many ready-to-eat cereals are now fortified with more vita-
mins and minerals. Third, actual food consumption patterns changed at all
income levels as evidenced in the 1965 survey. Finally, shifts in rela-
tive food prices occurred over the ten years. Thus, several foods used
generously in the 1964 low-cost plan, such as dry beans and potatoes,
increased markedly in price and were relatively more costly in 1974,

The percentage of family income spent on food was lower in the 1965 study
than in 1955. .

The USDA now estimates the cost of food at home each month based on
the food plans at four levels of cost for 12 different age-sex categories
and pregnant and nursing women. Costs as published assume that individuals
are living in four-person families. Scale adjustments for family size of
one person up to seven or more are suggested to allow for economies that
large families have over small ones in buying and using food.

Table 4 displays:the total weekly cost in September 1974 prices under
the low-cost plan for comparable age-sex groups as specified in 1974 versus
1964. For as many as 8 of the 18 categories, the 1974 food plan indicates
lower costs than does the 1964 plan. Technical Paper XII explains the
details of the food plans.

Housing

Some effort has gone into developing standards for basic housing
needs, but definitive standards comparable to the RDA or the Department
of Agriculture food plans do not exist. The American Public Health
Association (APHA) developed housing recommendations that are currently
incorporated, along with recommendations of the U.S. Public Housing
Administration in the Bureau of Labor Statistics family budgets. An
unfurnished five-room unit with a complete private bath is recommended
for a four-person family living in a rental unit, while a five-room or
six-room house with 1 or 1-1/2 baths is recommended for the same
family living in their own home. Both the rental unit and the owned home
must be in sound structural condition; have a fully equipped kitchen, hot
and cold running water, electricity, central or other installed heat; be
located in neighborhoods free from hazards or nuisances; and provide
access to public transportation, schools, grocery stores, and play space
for children. 2/

An obvious problem with the APHA housing standards is the lack of
specificity of many components, such as “sound structural condition" or
absence of "hazards or nuisances." Assuming that relevant data for such
components are available in the first place, considerable subjectivity is
necessarily involved in deciding which housing units in a given community
meet the standards for purposes of setting cost levels and making substi-
tutions where none can be found.
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Weekly Cost of Food at Home, Estimated for 1974 Low-Cost
and 1964 Low-Cost Plan, September 1974 Prices

1974 Low- 1964 Low-
Sex~Age Group Cost Plan Cost Plan
Families:
Family of 2, 20-54 yearga $26.70 $26.50%
Family of 2, 55 or more 23.60 21.60
Family of 4, preschool .
childrenb 37.70% 38.20¢
Family of 4, school
children® 45.60 44.70%
Individuals:d
Child:
7 months to 1 year 5.10 5.00
1-2 years 6.10%* 6.40
3-5 years 7.30% 7.70
6-8 years 9.50 9.50
9-11 years 11.80 10.95f
Male:
12-14 years 12.70%* 13.00
15-19 years 13.90% 15.00
20-54 years 13.50 12.55f
55 years and over 11.80 10.25f
Female:
12-19 years 11.20% 11.95f
20-54 years 10.80% 10.90f
55 years and over 9.70 8.55f
Pregnant 13.40 13.10
Nursing 14.20% 15.30

SOURCE: Betty Peterkin, "U.S. Department of Agriculture Family Food

Plans, 1974" (December 1974), Tables 4 and 5.

Indicates instances where the 1974 food plan cost is lower than
the cost for the 1964 food plan.

Ten percent added for family size adjustment.

Man and woman, 20-54 years; children, 1-2 and 3-5 years.

Man' and woman, 20-54; children 6-8 and 9-11 years.

The costs given are for individuals in é4-person families. For
individuals in other size families, the following adjustments are
suggested: l-person--add 20 percent; 2-person--add 10 percent;
3-person--add 5 percent; S5-person --subtract 5 percent; 6-or-more-
person--subtract 10 percent.

Man and woman, 20-35 years; children as in 1974 plan.

Costs represent averages for more detailed age groups represented
in the 1964 plan.
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The Census Bureau has faced similar problems in its attempts over the
past few decades to define a standard of housing quality.
the first Census of Housing in 1940, data have been available on the size
of housing units (number of rooms), and the Census Bureau has always used
as one measure of acceptable housing the ratio of rooms to the number of
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household résidents. The Bureau has also attempted to define standard
versus substandard housing units on the basis'of their plumbing facilities
and structural condition. Complete private plumbing facilities in stan-
dard housing are defined to include piped hot and cold water, inside flush
toilet, and a bathtub or shower for exclusive use of the occupants.
Structural condition has been much harder to define. 1In the 1940 Census,
units were classified on the basis of enumerator observation as "not
needing major repairs' or as '"meeding major repairs." In 1950, the
classification was changed to "not dilapidated" versus ''dilapidated,"”
while in 1960 thTree categories were recognized: "sound," 'deteriorating,"
and 'dilapidated." 1In 1970, the concept of structural condition was
abandoned, because studies had shown that evaluation of housing condition
by enumerators was very unreliable, even though some 40 percent of the
households were personally interviewed. 4/

Nevertheless, the Decennial Census of Housing is one of the richest
sources of information on the nation's housing stock. The 1970 Census,
for example, included 49 items on housing, of which 16 were. asked on a 100
‘percent or complete count basis and the remainder on very large systematic
samples of households (20 percent, 15 percent, or 5 percent samples,
depending on the question). Many of the components of the APHA standard
are ascertained by the Census, such as number of rooms, number of bath-
rooms (also bedrooms), kitchen facilities, plumbing facilities, and
heating equipment. Other items are included which could be candidates
for a revised housing standard as well, such as passenger elevator for
highrise apartments, air conditioning, and appliances such as washing
machine and dryer. The Census also includes data on home value and rent,
as well as utility expenses (the latter for renters only).

The sample size of the Census is more than adequate for determining
cost levels for different size families. But the Census data do not
include data on neighborhood conditions or availability of services,
which are two of the components of the APHA standard, nor, since 1960,
on the structural condition of the unit. Moreover, the data collected
on items such as heating or plumbing equipment do not ascertain whether
the facilities are in working order, an important consideration in
determining whether a housing unit satisfies basic needs requirements.
Finally, because a multitude of characteristics relating essentially to
consumer preferences, such as wooded lot, and brick, wood, or stone
construction, are not ascertained in the Census, the value and rent
figures from the Census would reflect such characteristics as well as
those, incorporated in any standard of need, however defined. This is
also true of utility expenses which, in any case, are reported only for
renters. Hence, it may be difficult to cost out housing that meets only
a basic set of needs. '

Beginning in 1973, the Census Bureau has conducted for the Department
of Housing and Urban Development an Annual Housing Survey (AHS). The nation-
.al AHS sample comprises 76,000 housing units designed to be representative
of important population groups, housing categories, and principal geographic
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sections of the country. (This sample size amounts to about 1/1,000 of
urban households and 1/500 of rural households which are over-represented
in the sample.) Also, about 140,000 units are being surveyed annually in
one of three different groups of 20 metropolitan areas on a rotating basis.

~ The AHS includes data similar to the Census on financial and struc-
tural characteristics of housing units and their amenities, including
number of rooms and bedrooms, kitchen facilities, plumbing facilities,
heating equipment and fuel, basement, airconditioning, elevator, and major
appliances. Data are also collected as in the Census on housing value and
rent plus utility expenses which, beginning in 1974, are asked of home-
owners as well as renters. In addition, the AHS ascertains how well
facilities such as the heating, plumbing, and electrical systems actually
work and, similarly, the dependability of services such as water supply,
sewage disposal, and trash and garbage collection. Such household prob-
lems as leaky roofs and basements, holes in walls and ceilings, broken
steps, and peeling paint and plaster are also identified:

The AHS also inquires into the environment of the neighborhood in
which the housing unit is located. Factors considered include the
presence of abandoned, vacant, or run~down buildings; heavy street
traffic; and street or neighborhood crime. Households are also asked to
judge the adequacy of their neighborhood public services. Finally, the
AHS includes data on the size, composition, and income of the household
residents themselves. The survey also directs questions specifically to
recent movers, in an attempt to view the characteristics of their
previous house and neighborhood in relation to their decision to move.

The Annual Housing Survey is a very comprehensive source of data
"which may be useful for analyzing housing needs and expenses for different
kinds of families. The sample size appears more than adequate for this
purpose. Problems of data reliability similar to those with the Census
data will be present to some degtee. For example, respondents' evalua-
tions about trash in the street, street traffic, or neighborhood crime
may vary considerably. However, since the survey is repeated annually by
a trained interviewer staff and since the questionnaire items are very
specific, more reliable data will probably be produced, particularly as
experience’iS'gaineg with respect to standards of need for housing. '

Many problems of theory and value judgment remain. For one thing,
except for heating and a very minimum degree of structural soundness,
there is no physiological basis for a housing ‘standard. For example, for
some persons, keeping cool may be as essential to health and comfort as
keeping warm, but there are no standards for this factor. There is no
"need" for a room for each person in the same way that there is a need
for a certain amount of vitamin C. Housing needs may be as much a func-
tion of the level of living of a society at a particular time and of what
its people believe is needed as they are of objectively measurable needs.
Hence, considerable subjectivity must inevitably enter a definition of
standard housing. Furthermore, it is difficult to determine a cost level
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for standard housing that is not contaminated by clearly irrelevant char-
acteristics. Alsoé, cost may not be related to condition. Another problem

is lack of adequate information on the availability of the supply of standard
housing (generally, and to disadvantaged groups —- such as minorities,
families with many children, and others facing discrimination in the market-
place). The Annual Housing Survey will provide a more complete and current
source of data to aid in resolving these and other problems associated with
defining a standard for housing to be used in measuring poverty. Like A

the Food Survey, however, the Housing Survey unfortunately concentrates on
only one category of expenditure and cannot take account of how preferences
modify ''needs' as consumers trade off one category of living against another.

Other Needs

Very little work has been directed toward developing minimum stan-
dards for basic ‘needs besides food and housing, such as clothing, trans-
portation, and education. As noted before, the current Orshansky poverty
measure multiplies food costs by a factor of three to develop a total
income. level.

The only systematic work by a Federal agency on standards for other
needs has been in connection with the Bureau of Labor Statistics (BLS)
family budgets, first issued in 1948. 1In 1967, the BLS developed three
budget levels -- "lower," "intermediate," and "higher" -- for a four-
person urban family with an employed husband aged 38, his nonworking
wife, and two children aged 8 and 13, and for a retired couple with both
husband and wife aged 65 or older. The intermediate budget was designed
to represent a ''modest but adequate' standard of living, and costs for
this budget were then scaled to produce the other two budgets. The
budgets are periodically updated for price changes in the broad compo-
nents of the Consumer Price Index (CPI). The BLS also developed
equivalence scales based on patterns of food expenditures, to use in
determining budget costs for different kinds of families as percentages
of the base four-person family. These equivalence scales were for
different family types by age of head, number of persons in the family,
and number and age of children.

None of the BLS budgets, including the lower one, was intended to be
an absolute standard of need, much less a poverty standard. They are not
based on minimum quantities or prices of necessary goods and services, but
rather are descriptive of relative levels of living. 5/ They apply to the
family of a year-round full-time worker with 15 years of work experience.
In Autumn 1974, the lower BLS budget for a four-person family was $9,198 or
more than 80 percent higher than the 1974 weighted average nonfarm poverty
threshold of $5,038.. The Orshansky poverty matrix was based on the
Department of Agriculture's economy food plan. The BLS budgets use the
low, intermediate, or liberal cost food plans. :

BLS techniques have technical limitations and do not result in
objectively derived standards. BLS budgets use the various food plans

Is
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for food-at-home expenditures; they incorporate the aforementioned APHA
housing standards; they include utility company estimates of the electricity
and utility services required for specified appliances; they ad just heating
(but not cooling) fuel requirements for differences in climate; and they
include insurance costs for major medical illnesses. Since objectively
defined standards are not available for such components of the budgets as
clothing, house furnishings, transportation, personal care, household
operation, reading, recreation, tobacco, education, gifts and contributions, ¢
and miscellaneous expenses including work expenses and taxes, the BLS used

a technique that tried to rely on consumer purchases as the basis for -

these budgets. 6/

The BLS family budgets involve a multitude of subjective decisions
by the budget makers. They must decide which family types and manners
and levels of living to represent; which data sources are most appropriate
for deriving the budget quantities; and most importantly, how to inter-
pret actual family consumption in terms of standards. The end result is
a mixture of generally accepted standards, quasi-standards, and prefer-
ences. The incorporation of consumption data for needs other than food
and shelter is especially troublesome, because the notions of standards
and basic needs have been lost and the methodology for quantifying
consumer interest in a commodity is not satisfactory.

It is clear from the BLS experience with family budgets that devel-
-oping minimum standards of need for items other than food and perhaps
‘housing is a very difficult business. To develop a complete poverty
budget, not only would additional data about tonsumption patterns be
needed, but also data on society's beliefs about the need for such items
as recreation or household furnishings. The judgment of professionals
in the field might also come into play. Even then the resulting stan-
dards for the various items could not be described as belng objectively
derived or scientifically rigorous.

The Department of Agriculture publishes some clothing budgets. 7/
These are not based on prior standards as are the food plans, but on
average family food spending levels of the USDA food plans, modified to
accommodate comparable levels of living in all areas.

Standards Based on Actual Consumption Data

The 1960-61 Consumer Expenditure Survey, a joint effort by the BLS
and the Department of Agriculture, resulted in the acquisition of almost
14,000 usable questionnaires, representing a 1/4,000 sample of households.
The BLS collected data from households and from nonfarm residents in
rural portions of metropolitan areas; the USDA collected data from rural
households outside metro areas and from farm operators inside these areas.
The only groups excluded were the institutional population and on-post
military personnel. ’
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Each household in the sample was interviewed once in 1961 or 1962 and
asked to recall expenditures for such items as automobiles and appliances
for the preceding year and for food and related items for the preceding
week. The levels of expenditures requested were very complete. The 1960-61
CES also obtained an imnventory of major durable goods and property owned
at the beginning of the reference year as well as information on financial
assets and liabilities and detailed sources of income for the preceding
year.

Clearly, the CES is a very detailed source of information on consump-
tion patterns of U.S. families. The sample size of the 1960-61 survey is
adequate for analysis of differing patterns among broad family size and
composition categories, -although it is admittedly weak for simultaneously
considering a number of factors such as age, income, work status, family
size and locality. There is evidence that the reliability of the expen-
diture data collected varies with the importance and cost of the item,
and the frequency of purchase since expenditures are more readily and
accurately recalled for expensive items such as appliances than for small
items such as cleaning and laundry supplies.

The BLS and the Census Bureau are currently processing a new Consumer
Expenditure Survey. The 1972-73 CES is similar in content to previous
surveys, although the data collection methods radically depart from
previous procedures. The sample size has also been enlarged, and coverage
has been extended to all families, urban and rural, farm and nonfarm, in a
"single" survey. This has obviated the need for a joint BLS-USDA effort.
However, the new procedure makes it more difficult to associate all income
and’ expenditure items in a single year for a single family.

The "single" 1972-73 CES is actually two related but separate surveys,
the Quarterly Survey and the Diary Survey. In the Quarterly Survey, a
total of 20,000 families were interviewed, 10,000 in each year, for a
1/3,000 sample of the universe in all. Each family was interviewed five
times over a l5-month period beginning in January of 1972 or 1973. 1In the
Diary Survey, a total of about 20,000 additional families were interviewed,
10,000 in each year, and each family was asked to complete a two-weék diary
of all expenditures in those two weeks. Interviewing was spread fairly
evenly over the two years to incorporate seasonal variations. Two surveys
were used to avoid the recall problem mentioned earlier. The Quarterly
Survey was designed to collect information on larger and more easily
recalled expenditures, while the Diary Survey was designed to gather
information on smaller and less easily recalled expenditures. Also, the
Diary Survey, unlike the Quarterly Survey, recorded expenditures daily.

\

Specifically, the Quarterly Survey obtained expenditures for major
appliances, real’ estate, motor vehicles, and other expensive or infre-
quently purchased 'items on a twelve-month recall basis; expenditures for
relatively expensive items such as furniture and small kitchen appliances
on a six-month recall basis; and expenditures on frequently purchased or
relatively inexpensive items such as clothing and utilities on a quarterly
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basis. Global estimates for food and beverage expenditures were also
obtained in quarters two through five. Furthermore, the Quarterly Survey
obtained an inventory of durable goods and property assets, detailed
information on financial assets and liabilities, and detailed information

on annual income by type.

The Diary Survey, in contrast, focused on expenditures for small,
frequently purchased items (although respondents were asked to record all
purchases to prevent any confusion about what items should be included).
The major expenditure components for which the Diar? Survey was designed
were food, household supplies, personal care products, and non-prescrip-
tion drugs. As in the Quarterly Survey, the information was requested
in extremely great detail. For example, respondents were requested to
specify cuts of meat, kinds of milk, types of flour, net weights-or
volumes, and conditions of foods (e.g., fresh, frozen, canned, dried, or
packaged). More than 1,700 different codes were developed to classify
the expenditures for analysis. The Diary Survey also obtained demo-~
graphic and socio-economic characteristics of the consumer unit as,did
the Quarterly and the 1960-61 CES. The Diary Survey also collected
annual income data, but in less detail than in the Quarterly.

Only the preliminary results have been published from the Diary
Survey. The new procedures used should have improved the completeness
and accuracy of each type of expenditure reporting, but it may now be
more difficult to relate expenditures for one category with those for
another. Moreover, the enlarged sample size for each portion should
permit more reliable analyses of spending patterns for different types
and income levels of families,

However, estimates of family characteristics equivalences are
limited. It is particularly important to note that the two samples from
the Diary and Quarterly Surveys cannot ‘simply be combined to make a total
sample of 40,000 over the two years, since neither survey obtained com-
plete information on all expenditures. Complicated statistical matching
procedures would be required to  impute missing data on one of the surveys
using the information on the other. Technical Paper VIII describes the
1972-73 CES in more detail and evaluates its usefulness for poverty
me asur ement.

Only a few other data sources are available for developing standards
and family characteristics equivalences for other basic needs. One is
the 1973 Farm Family Living Expenditures Survey conducted by the USDA,
which obtained detailed expenditure data similar to that obtained by the
CES, from 2,500 families interviewed at three points during the year.
Although the 1972-73 CES included the farm population, the 1973 USDA
survey represented a larger sample, about 1/1,000, permitting a more
reliable analysis of this group. Comparison with data from a previous
1955 Farm Family Survey shows substantial changes in spending patterns,
-suggesting that a poverty standard explicitly identifying one or more
categories of need would look quite different in 1973 when compared to 1955.
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In 1969-1970, the Department of Transportation conducted a Nationwide
Personal Transportation Study, which obtained extensive information from
approximately 6,000 households (1/10,000 of the universe) on patterns of
automobile use for trips to work, to school, for shopping, and other
travel. These data could possibly be used to analyze standards of need
for transportation based on household size, number of earners, school
children, availability of public transportation, and other factors.

Geographic Equivalences

Whether basic needs vary by geographic residence and, if so, whether
such variations should be incorporated into a measure of poverty is an
important issue in the development of new or revised poverty measures.
The .current Orshansky measure does not recognize any geographic differ-
ences of need, but does differentiate income differences between farm and
nonfarm households.

Geographic equivalences pose troubling theoretical and judgmental
problems, just as do family characteristics equivalences. As discussed
in Chapter II, geographic variations in expenditures can be present as a
result of many factors including actual physical differences in need due
to climate or other factors, differences in preferences, availability of
goods, variation in prices, or long-standing differences in income and
prevailing usage levels. Attempting to establish that geographic price
differences are present to a significant degree involves a number of
analytical decisions. For example, one must decide which kinds of
geographic areas are most valid to examine as illustrating the range of
prices and costs; whether to cost out the same "market basket" for each

-area; or whether to vary the contents because of physical factors or

preference differences,

Unfortunately, the extent and nature of geographic differences in
cost of living cannot be determined at the present time, because avail-
able data are inadequate. The same criteria (validity, reliability, and
frequency of collection) which were outlined in the previous section for
evaluating data sources on family characteristics equivalences apply to

- sources on geographic equivalences. It appears that the criterion of

reliability -- or sample size -- is especially critical for geographic
differences, because by definition geographic analysis must be for
populations smaller than the national total.

Because available data are not adequate to determine geographic
differences in needs, it is not surprising that no generally accepted
standards of need have yet been developed that include geographic equiva-
lences. The BLS family budgets described previously have been costed out
in 44 different metropolitan and nonmetropolitan areas (all of which are
urban, however) for the four regions of the U.S. The cost for the lower

budget for a family of four in the Spring of 1970 varied considerably from

a low of $6,150 in the nommetropolitan urban areas of the South to highs
of $8,597 in Honolulu, Hawaii and $10,788 in Anchorage, Alaska. However,
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the places for which budgets are priced do not represent accurately or
adequately the range of prices within regions or other areas; nor were
they so chosen in the first place. The budget components themselves
recognize some geographic differences, both physical and preferential.
Heating fuel and clothing requirements vary according to climatic differ-
ences; transportation requirements vary according to size of place and the
availability of mass transportation; and the market basket for each region
assumes some regional differences in food consumption practices such as
the preference for pork rather than beef in the South. Taxes are also
varied to reflect state and local tax regulations.  Given all of the judg-
ments involved in the derivation of the budgets, however, these differences
cannot be accepted és.differences of need or cost-of-living expenses.

The only other existing standards that incorporate geographic vari-
ations are the AFDC eligibility standards set by each of the states. Each
state determines a standard of need which it uses to identify families
with dependent children who are eligible for program benefits. These
standards vary considerably by state. For_example, as of July 1974, $184
was allotted per month ($2,208 annually) for a family of four in North
Carolina, while $456 per month ($5,472 annually) was allotted for a family
of four in Wisconsin. Not all states pay their full needs standards to
recipients. The standards may appear at first glance to represent a
basis for determining geographic equivalences, particularly as a number of
similarities in concept and method of determination are present among the
states. However, there are also significant dissimilarities in concept,
methodology, and as noted above, in dollar level. The differences are so
great that the standards can be viewed only as guidelines for what each
state believes is feasible for spending on its welfare program.

Much remains to be done in developing geographic equivalences for
poverty measurement that can be generally accepted. Generally, the data
sources available are the same as those for family characteristics
equivalences and standards of need; namely, the 1960 and 1970 Decennial
Censuses of Housing, the Annual Housing Survey for housing and utility
costs-and needs, the 1960-61 and 1972-73 Consumer Expenditure Surveys for
all items of consumption, the 1955 and 1973 Farm Family Living Expenditure

" Surveys for farm household consumption, the 1969-70 Nationwide Personal
Transportation Study for transportation needs, and the various Household
Food Consumption Surveys.

None of these existing data sources is of sufficient size and quality
to support the kind of detailed analysis that would be required to estab-
lish valid geographic equivalences. Such an analysis would have to
examine various types of geographic areas to spot major' differences and
analyze all major expenditure categories for the several types of families
and income levels within each area. Existing data sources are inadequate
to support a geographic analysis by family type with additional categori-
zation by income level and expenditure class. ‘
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Updating the Standards

An- independent re-derivation of the curfent poverty thresholds each
year is impractical. Some means of updating these thresholds each year
is necessary to take account of changing prices. Originally, the Social
Security Administration revised the Orshansky poverty measure by the
annual increment in the economy food budget. In 1969, the Consumer Price
Index (CPI) was adopted for the annugl adjustment.

The Consumer Price Index is a monthly statistical measure of the
average change in prices of goods and services purchased by urban wage
and clerical workers. This series has been part of an on-going program
by the Bureau of Labor Statistics since the early twentieth century.
Although over the years there have been many changes in scope, coverage,
frequency, and publication format, the index has remained a measure of
change in the cost of a fixed market basket of goods and services. This
section describes the construction of the current series, which is-based
on revisions introduced in January 1964. The BLS is currently undertaking
a set of revisions, to be instituted in April 1977, which are based
partially on the 1972-73 Consumer Expenditure Survey.

The CPI is a weighted aggregative index number with fixed annual
weights. The weights represent the expenditures (price multiplied by
quantity) of items purchased and are commonly referred to as the "market =
basket" of'goods and services. The quantities remain constant, except
for revisions which occur about every ten years. Generally, those items
are reprlced at regular intervals, and the aggregate cost of the market
basket is compared from one perlod to another or to the cost in a
selected base period.

The market basket of quantities represents all the goods and services
purchased: food, clothing, shelter, transportation, fuel, drugs, dentist
and doctor fees, recreation, furniture, appliances, haircuts, etc. All
taxes on the purchase of commodities, i.e., sales, excise, and real estate
taxes, are included, but income and other personal taxes are not. For the
current CPI, the composition of the market basket was determined on the
basis of expenditure patterns reported in the Consumer Expenditure Survey
conducted in 1960-61. Only the responses of urban consumer units with at
least one wage earner or- cler1ca1 worker were used, and the sample included

"4,860 such families.

The expenditure information collected in this survey was extremely
detailed. Over 1,800 items were recorded, although the impossibility of
pricing all items individually caused a sample of about 400 items to be
selected for.the market basket. After classifying the detailed items
into 52 broad expendituré classes representing groupings of items serving
similar human needs, individual items were selected randomly with a
probability directly proportional to their importance in the budget.
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Prices for the CPIL are obtained in 56 representative urban areas
(stratified by region and size class) by personal visit to a representa-
tive sample of nearly 18,000 stores and service establishments where
wage and clerical workers buy goods and services. This includes chain
stores, independent grocery, department, and specialty stores, and repair
and service shops in both the central city and suburbs. Where possible,
these outlets are generally represented by their sales volume. Rental
rates are obtained from about 40,000 tenants twice a year. The BLS uses
mail questionnaires to obtain data on streetcar and bus fares, newspaper
prices, and prices of certain other items which do not require a personal
visit. For a number of items such as home purchase, college tuition,
and magazine subscription, data collected by other govermment agencies
or private organizations are used.

Prices are collected in each of the 56 urban locations at intervals
ranging from once a month to once every three months, with a few items
surveyed semiannually or annually. Because food prices change frequently
and foods are a significant part of total spending, food pricing is
conducted every month in each urban area. Except for food items, the
number of price quotations obtained in each city is quite small (usually
4 and at most 8), while the number of food stores visited ranges from 10
to a maximum of 80 (the latter in New York City). At the national level,
however, this still represents a significant number of quotations.

The BLS attempts to ensure that the index reflects only changes in
prices and not in quantity or quality. The BLS price reporters are,
consequently, provided with detailed specifications for each item to be
priced, such as canned Bartlett pears or home permanent refills. More-
over, the reporters are instructed to price exactly the same item in the
same stores each time. When it is necessary to substitute for a speci-
fied item, its price is carefully spliced into the index to avoid
affecting the overall index.

As a general index for updating .the poverty thresholds or for other
purposes, the Consumer Price Index has a number of limitations. While it
represents the average movement of prices for a fixed market basket of
goods and services, it does not necessarily represent the change in the
actual costs of day-to-day living of urban wage and clerical workers. As
prices change, families may adjust their consumption patterns, substituting
less costly items or performing services such as home repairs themselves.
The change in relative prices also causes a change in purchases. These
shifts in consumption patterns are not captured by the CPI, because the
market basket remains unchanged.

Second, the CPI cannot be used to study intercity differences in
either prices or living costs. Although it is published separately for 23
of the 56 urban areas, the CPI measures only time-to-time price change in
a given area. '
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A feature of the CPI which is sometimes cited as a limitation from'
the standpoint of its use as a means of updating the poverty measure is
the fact that it is based on expenses of one particular group of consumers,
urban wage and clerical workers. The experience of this group is not
necessarily representative of the price changes faced by the low-income
population. The expenditure pattern of poor families is in general more
heavily weighted to necessities such as food and shelter. Also, the items
purchased to satisfy these needs may be of lower quality or may not be the.
same as those purchased by urban wage and clerical workers. Moreover, low-
income families, frequently confined to the central city without adequate
transportation, do not generally shop in the same stores as suburban
families with their own automobiles.

Data for Measuring Resources

The data most frequently used to determine resources for comparison
with needs are the previous year's income data from the Decennial Census
or the Current Population Survey. Embodied in the income concept employed
in these data series are several judgments which affect the concept's use-
fulness for measuring resources. A more comprehensive comparison of the
differences in income definitions and its components is found in Technical
Paper IX, Inventory of Federal Data Bases Related to the Measurement of
Poverty. :

First, the Census series restrict the definition of income to cash
income, excluding in-kind income such as food stamp bonuses, the imputed
rental value of a home, or special benefits to workers such as subsidized
health insurance. Second, the Census concept of cash income includes only
regular sources of income excluding lump-sum income such as capital gains,
prize money, and in general any one-time. receipts. Third, the Census
concept measures income over a year (the calendar year just prior to the
Census or CPS survey date), excluding any data on income in previous years
and any data on income variations within that year. The Census concept
includes both private and public sources of money income, including such
transfer payments.as Social Security, Veterans benefits, and AFDC payments.
It asks for all sources before taxes or other payroll deductions.

Base Data: the Decennial Census

The Decennial Census of Population and Housing is by design the most
comprehensive of all govermment statistical series in terms of population
coverage. A complete (100 percent) count of the population in 50 states,
the District of Columbia, Puerto Rico, and the U.S. possessions is
attempted to acquire basic demographic characteristics (age, sex, race,
household relationship, marital status) and dwelling unit attributes.
Also, such other characteristics as income, education, occupation, and
marital history are collected by taking very large systematic samples
of the population (25 percent in 1960 and 20 percent, 15 percent, or 5
percent in 1970, depending on the questions asked). The only population
group excluded from the census is that of foreigpn citizens temporarily
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visiting or traveling in the U.S. or living on the premises of an embassy,
legation, etc. Resident aliens are enumerated, as are U.S. citizens
abroad for an extended period.

Each person enumerated is counted as an inhabitant of his or her
usual place of abode. Also, persons temporarily away from their usual
place of residence (e.g., in a hospital or on vacation) are allocated to
their homes. Certain groups are allocated to a place of residence accord-
ing to special rules. For instance, college students, inmates of institu-
tions, and Armed Forces personnel in barracks or on harbored vessels are
enumerated as inhabitants of the place where they currently reside; they
are not enumerated as inhabitants of their families' abodes. 8/ This
treatment may overestimate poverty among unrelated individuals in some
areas. For example, the poverty status of college students living in
domitories is determined by their families' income, but the poverty
status of those living in non-dormitory housing is determined by their
own income. To the extent that students draw on their families'
resources, their own income may not be a good indicator of their poverty
status. '

The very large sample size for the household camposition and income
information (100 percent for the former and 20 percent for the latter, in
“1970) suggests that estimates of the currently defined poverty population
are reliable for narrowly defined distributions of characteristics and
for fairly small geographic areas. More reliable estimates might still
be desired, however, for smaller geographic areas such as many counties,
urban places, or school districts,

Aside from the fact that it is conducted only once every ten years,
there are other problems in obtaining complete coverage, including the
unskilled nature of the Census field staff (most interviews and coders
are hired on a short-term, part—-time basis), the mobility and lack of
permanent residence of a significant portion of the population, and some
persons' resistance to being enumerated. Obviously, these problems are
canpounded by the complexities of enumerating and processing results for
over 200 million individuals.

About 2.5 percent of the population is missed in the Census enumera-
tion, constituting the so-called "undercount." The undercount varies
systematically by age, race, and sex, with black males aged 25 to 34
being most frequently overlooked. For black males aged 25 to 34, the
undercount is as high as 18,5 percent of the population, 9/ The under-
count is an especially serious problem when measuring poverty because
the groups with the greatest disadvantages are often the groups with the
‘highest undercounts. '

There are also problems in achieving full coverage of individual popu-
lation characteristics, as a significant number of enumerated persons fail
either to report certain characteristics or to report them correctly. The
Census Bureau has developed sophisticated editing procedures for imputing
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missing data for household and person records. These procedures attempt
to allocate the- '"best" response for a person based on other information on
record, or, if this is not possible, based on answers furnished by other
persons living in the same area and possessing similar characteristics.
Use of these procedures has improved the Census series, although all
editing procedures incorporate some bias.

Of course, the most important variable (from the point of view of
poverty measurement) affected by misreporting is family and persons'
income. Each Decennial Census obtains information on income for the
calendar year'preceding the Census date (1969 for ‘the 1970 census). All
persons 14 years or older are asked to report regular money income of six

types:

(1) Wages or salary income before deductions for taxes, pensions,
union dues, etc.

(2) Net money income from self-employment in a business),
professional practice, or partnership. '
A

é . .
(3) Net money income from self-employment on a farm.

(4) Social Security or Railroad Retirement Act income including
Medicare premiums but not reimbursements for payments made by
respondents for medical care covered by Medicare.

(5) Public assistance or welfare income.

(6) All other regular income including dividends, interest, estate
income, net rental income, pensions, alimony, unemployment
benefits, etc. '

]

There are many problems associated with income reporting in the
Census. For example, many persons rely on recall rather than on records
of wages paid, bank interest, etc. Even persons checking their records
may be uncertain of what is being asked. Also, it is sometimes difficult
to acquire accurate information on family income because families in
existence as of April 1 of the Census year are requested to report income
for the previous year, even though some recent members might not have been
part of the family in that year, or even though some members might have
left before the Census date.

.

For all of these reasons, income data in the Census suffer considerably
from underreporting and misreporting and require the most editing of all
Census items. Even after editing, there is substantial underreporting,
particularly from sources other than wage and salary income (especially
public assistance: and property income such as interest, dividends, and
rent).
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Current Population Survey

A number of sources are available for annually updating the Decennial
Census income data. No one source is completely satisfactory, however,
primarily because the sample size is too small to support state or smaller
area estimates or because detail on household composition is limited or
missing.

One cammonly used data source for updating the Census is the Current
Population Survey (CPS) conducted monthly by the Bureau of the Census to
obtain figures on employment for the Bureau of Labor Statistics. The
extensive information in the March Income Supplement, otherwise known as
the Annual Demographic File, is available for annual updating of poverty
counts. ’ N

The Current Population Survey closely resembles the Decennial Census
in population coverage. However, unlike the Census, the CPS excludes
immates of institutions and Armed Forces personnel living on base if their
families are not present. Also, the CPS excludes U.S. citizens living-
abroad or residents of Puerto Rico or-of the U.S. possessions. Further-
more, household relationship definitions differ in one way. 1In the CPS,
college students living away from home are enumerated as family members
at their families' home rather than as unrelated individuals living in
different areas. This is probably a more realistic treatment for the
purpose of measuring poverty. 10/ The CPS also suffers the same handicap
as the Census with respect to changes in family comp031t10n between the
income year and the reporting period.

Income concepts in the CPS resemble those in the Census, except that
in the latter there are fewer income types. For instance, as of March
1975, the CPS identified 11 income types while the Census identified only
6. Prior to March 1975, the CPS had divided "other income'" into 3 cate-
gories so that it still included 2 more types than did the Census. In the
CPS personal interviews by experienced enumerators reduce misconceptions,
help respondents in checking their records, etc. However, about the same
proportion of persons in the CPS as in thé Census (12 to 16 percent)
furnish incomplete income data that must be corrected in the editing
process. 11/ Income underreporting is also serious for certain income
types as discussed later in the section on Correcting Cash Income.

The most important difference between the Census and CPS from the
standpoint of comprehensively measuring poverty is that data in the CPS
is collected from a systematic clustered sample limited to 45,000 inter-
viewed households (about 130,000 persons) in the 50 states and the
District of Columbia. The CPS incurs a substantial degree of sampling
error, evén for regional estimates. This is particularly so for poverty
estimates, because the CPS is designed to be representative of the entire
household population and not only low-income groups. Beginning with the
March 1976 file, the sample size will be increased to about 55,000 inter-
viewed households. However, even with this larger sample, the CPS is




still not designed to provide valid estimates of poverty at the state
level. : '

Administrative Records

Other sources of annual income data for states and smaller areas
based on administrative records rather than surveys are available. For
. instance, the Bureau of Economic Analysis (BEA), Department of Commerce,
estimates per-capita personal income for the nation, states, and counties
on an annual basis. The BEA income concept is much more comprehensive
than the Census or CPS. 12/ It includes, for example, several sources of
in-kind income. However, the direct usefulness of the BEA series for
measurement of poverty is severely limited by the absence of any data on
family size or composition or data permitting determination of quantities
besides average income in a geographic area. Also, because BEA obtains
its income figures from business establishments and administrative:
records, obtaining estimates of family and per—capita personal income is
complicated, since income earned by workers living in jurisdictions other
than those in which they work must be properly allocated to places of
residence. For these reasons income distributions estimated by the BEA
may be less reliable than aggregate or per-capita income estimates.

Problems also affect the usefulness of the annual Internal Revenue
Service (IRS) Statistics of Income series. This series is based on a
1/300 sample of Federal income tax returns filed by single persons and
married couples in the 50 states, the District of Columbia, and Puerto
Rico. Persons who made under $600 of yearly non-self-employment income '
(under $1,200 if 65 or older) or under $400 of self-employment income are
not required to file, although many of them file to obtain tax rebates.
The master file contains a limited amount of information on all returns.

The IRS concept of adjusted gross income (AGI), before deductions and
exemptions, differs in a number of ways from both the BEA series and the
Census ot CPS. For example, the AGI, like the CPS, excludes such income
sources as wages in-kind. Unlike the CPS, however, the AGI excludes a
large proportion of transfer income, such as Social Security and public
assistance, and includes some capital gains. lﬁ/

Moreover, for direct use in poverty measurement, the IRS data suffer
from the fact that household and personal relationship data are not.
obtained and often cannot be inferred from the information reported on
the tax forms. The inadequacy of such a procedure for poverty measure-
ment purposes is suggested by the fact that married couples may file
jointly or separately and that children or relatives-will be included as
dependents on the head's return only in certain situations. Also,
persons wholly dependent on public tfansfers such as Veterans payments,
AFDC, or Social Security are likely to be poor, but since their income is
tax -exempt they are not included in the IRS data base.
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Finally, several agencies in HEW compile periodic data from adminis-
trative records for particular kinds of income received by participants
in their respective transfer programs. For example, the Social Security
Administration (SSA) provides quarterly data on earnings and industry of
workers subject to social security payroll taxes up to the taxable limit
of $14,100. Wages over the limit must then be estimated. Furthermore,
no information on other income sources is contained in this series, nor
are there data on household composition. Moreover, the SSA earnings
series excludes all persons whose income comes from other than employment
sources and, among employed workers, many Federal, state, and local
govermment employees, workers covered under the Railroad Retirement Act,
and person with insufficient earnings (mainly some self-employed persons,
farm workers, and domestics). lﬁ/

Other program statistics have similar drawbacks. The National Center
for Social Statistics (NCSS) publishes monthly data by state on the number
and amount of AFDC and General Assistance payments. The SSA publishes simi-
lar data on Social Security beneficiaries and on payments under the new
Supplemental Security Income program for the aged and disabled, although
these data are simple aggregates of payments by state and do not provide
information on household relationships or on family income characteristics
of recipients.

Since 1967, NCSS has conducted biennial surveys of AFDC case records,
obtaining substantial information on household size and composition,
family income, and many other Census-type variables, The 1973 AFDC Survey
consists of about 32,000 records, representing about a 1 percent sample
of case~worker records in the 50 states, the District of Columbia, Puerto
Rico, and the Virgin Islands. 15/ This sample, along with supplements,
permits reliable estimates of welfare income in all but the smallest states.
The sample is based on case records rather than on personal interviews; the
information on other than welfare income, particularly on earnings, may be
less reliable than survey data. 1In some cases the information may reflect
the financial status of a family in one particular month, for example, when
the family first applied for welfare, and thus not reflect any subsequent
changes in the family's situation.

Unemployment Data

Some have suggested using unemployment data as a source of current
data on poverty in small areas. In spite of a conceptual link between
unemployment and poverty, the two populations are not identical.

Data at the national level (from the Current Population Survey)
indicate a lack of overlap between the unemployed and the poor, as defined
in official government statistics. Of 5.1 million poor family heads, only
450,000 (about 9 percent) were unemployed at the time of the survey in
March 1975, while 643,000 poor family heads (about 12.6 percent) experienced
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unemployment during the previous year. This is because many poor
adults are not in the labor force and are not counted as unemployed.

A view equating poverty and unemployment may stem from the 1930s,
when the unemployed were mostly family breadwinners, and when more than
25 percent of the labor force was unemployed. -Undoubtedly, there are
instances today of poverty resulting from prolonged unemployment; for
example, Detroit has been described by some writers as reminiscent of the
‘Great Depression. For the vast majority of the labor force, however, the
situation 1is qu1te different today, even in a comparatlvely deep recession
such as that in 1975. ‘ ’

There are several reasons why the officially defined poverty and
unemployment populations do not significantly overlap, stemming from a
fundamental difference 'in purpose for measuring these populationms.
Basically, the poverty measure is used to isolate those who have inade-
quate income for their needs, while the unemployment measure is concerned
with those who want to work but cannot find jobs; there is no reference
to economic need or hardship, the heart of the poverty definition. More
specifically, the measures differ for the following reasons: (1) periods
of unemployment are cushioned by unemployment insurance and other special
programs and earnings of other family members; (2) periods of unemployment
are usually too short to cause a family's income to fall below the poverty
line; (3) poverty is counted on an annual basis, while unemployment
depends upon activity in a given week of the month; (4) poverty data
relate to the economic situation of entire families (and unrelated indi-
viduals) while unemployment data relate to the employment status of
individuals, regardless of their family situation; and (5) unemployment
data excludes many of the poor who are not able to work, since those not
in the labor force are excluded. These reasons are discussed more fully

below.

First, many unemployed receive Unemployment Compensation. Under this
program they may receive up to 40 percent of gross earnings, although
there is considerable variation by state. 1In-1974 and 1975, unemployment
insurance programs covered more than two-thirds of all jobless workers.
Moreover, some unemployed workers in selected labor unions are also
entitled to Supplemental Unemployment Benefits. For example, it was
reported that during the first several months of layoffs, auto workers
were receiving 95 percent of their previous take-home pay through a
canbination of Unemployment Compensation and Supplemental Unempl oyment

Benefits. .

BLS studies also show that nearly a third of the unemployed in
families had another family member in the labor force working full time
(uswmlly a working wife). These women and, occasiomally, children
usually account for no more than a fourth of family income when both
husband and wife are working. When added to Unemployment Compensation,
however, these earnings help keep a family from falling below the poverty

line.

58




Second, the unemployed tend to experience short terms of unemploy-
ment; the average length of a single spell of unemployment has been five
to seven weeks. For the family to fall below the poverty line, a family
head would have to be unemployed for a very long period of time to exhaust
all possible benefits and have no other family earners. This rarely occurs,
as is suggested by the fact that the 1974 median family income for 2.8
million unemployed family heads in March 1975 was $10,200. This was $4,600
less than that of employed workers but $3,500 more than that of persons
not in the labor force. The poverty line for a four-person family averaged
about $5,038 in 1974. ~

A third reason for the limited overlap of the poverty and unemploy-
ment populations is that poverty is counted on an annual basis, while
unemployment depends on status during a fixed one-week reference period.
A family would consequently have to be both unemployed and poor for an
entire year to be counted. For reasons discussed above, it is doubtful
that many families with working members would deplete their resources to
the extent that the family's income would fall below the comparatively
low threshold of the official poverty line.

Fourth, since unemployment data are for individuals only, they
include many secondary earners in non-poor families. For example, anyone
16 years of age and over who is not disabled can be counted as unemployed,
even if the family head and other family members are working. A special
study in March 1975 showed that nearly three fourths of the unemployed
were in families where the head had a full-time job. Another source
revealed that, in the second quarter of 1975 when the unemployment rate
was close to 9 percent, 5 million of the 8 million unemployed were not
household heads, but rather wives, grown children, or other immediate
relatives of the family head. On the other hand, poverty status is
determined by family size as well as income. A family head may be
employed and still be poor if his earnings are low and family size is
large.

Fifth, unemployment is defined in a way to exclude persons most
likely to be in the poverty population. The Department of Labor classi-
fies anyone as unemployed if he or she had no work in the week of the
interview, sought- full-time or part-time work in the four weeks before
the interview, or was temporarily laid off from work during that time and
was available for work during the week of the interview. Those working
are, of course, classified as employed. Those not working and not looking
for work, however, are classified as "not in the labor force." This last
classification includes the very population disproportionately represented
in the poverty statistics: the aged, female heads of families, and the
disabled. Although increasing Social Security payments and, to a lesser
extent, AFDC have been responsible in recent years for pushing some
persons with these characteristics above the poverty line, the aged and
female-headed families are still disproportionately included among the
officially poor. This Labor Department classification also excludes the
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unemployed who have given up looking for work and dropped out of the labor
" force -- a group disproportionately composed of blacks and women.

The Job Market and Wage Rates

The unreliability of unemployment data as an indicator of poverty also
applies to sources of information relating to the labor market, sources
of job availability, and prevailing wage rates.

Labor market information is not pinpointed to the needs of. unemployed
poor family heads or family members; it usually provides general information
on job availability and does not specify the generally unskilled jobs for
which the poor person is qualified. The nationwide system of state public
employment services offices has a system of computerized job banks. Many
of the listed jobs call for skills that the poor person does not possess.
Some of the unskilled jobs may be unfilled because they offer unsatisfactory
wages, working conditions, and fringe benefits.

Prevailing wage surveys obtain -information on average hourly or weekly
earnings for only a limited number of specific. white-collar or blue-collar
occupations in 82 areas of the country. These earnings are obtained for
full-time weekly workers, exclude premium pay, and are not obtained for all
industries. The major aim of the area wage survey program is to describe
the level and movement of wages in the labor market. Relatively low weekly
or hourly earnings for a particular individual do not necessarily indicate
that, on an annual basis, family income is around or below the poverty level.

The preceding discussion establishes that there are no currently avail-
able substitutes for the income data in the CPS for national or regional
estimates of poverty or for the Decennial Census for estimates at the level
of states or smaller areas. The study mandated by section 822b of P.L.
93-380 will discuss some other statistical procedures which have recently
been formulated to develop current state estimates of the number of families
and children in poverty. These procedures result, however, in figures
representing total counts and lacking detailed characteristics. A number
of the data sources described can be used to correct the substantial
underreporting occurring in the Census and the CPS.

Correcting Cash Income

The various administrative income series have more complete reporting
by income types than do other surveys. For example, covered employers are
obliged by law to report payroll tax information on earnings of employers
to Social Security, and the law is backed by stiff penalties. In contrast,
penalties for failure to cooperate with the Census or CPS enumeration are
slight and rarely imposed.

Table 5 provides comparative data for personal income by type

from the 1970 Census 20 percent sample, the March 1970 CPS, the 1969 IRS
Statistics of Income, the 1969 SSA earnings series, the 1969 BEA personal
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Table 5.

Comparati§e Data on Personal Income by Source,

Selected Major Government Statistical Series U.S., 1969

1970 Census 1969 IRS | 1969 SSA | 1969 BEA | CPS Com-
20% Sample? March 1970 CPsP Statistics | Earnings | Personal | parable
ratio to ratio to |of Income€ | Series Income® | Benchmark
bil. § col. 8 bil. $ col. 8 bil. § bil. § bil., § bil. §
Income Source. 1) (2) (3) (4) (5) (6) (7 (8)
Wages and Salary $ 499.4  1.019 $ 478.9 .977 $ 498.9 | $ 455.68 (% 509.0 $ 490.0
Self-employment: '
Nonfarm 47.9 .980 43.6 .892 44.1 48.5 50.5 48.9
Farm 8.7 . 764 8.5 .659 3.6 ) 16.4 12.9
(Subtotal
Self-employment) (56.6) (.916) (52.1) (.843) (47.4) (48.51 (66.9) (61.8)
Other income:
Social Security 22.2 .807 22.4 .815 N.A. N.A. 33.0 27.5
Property (dividends,
interest, net
rental) * — 27.5 424 38.0 N.A. 106.4 64.9
Public assistance 4.6 .667 5.0 .725 N.A. N.A. * 6.9
Public pensions, unem-
ployment insurance,
veterans' payments * -— 11.1 .694 N.A. N.A. 10.40 16.0
All other 48.8 .5351 11.0 1.068 18.4 N.A. 49.2 10.3
(Subtotal
Other income) (75.6) (.602) (77.0) (.613) (56.4) (-) (199.0) (125.6)
TOTAL F 631.6 .933 $.608.0 .898 $ 603.0 $ 504.1 $ 774.9 $ 676.7
Note: N.A. (not available) means data for this income source not collected in this series.
*

Means data for this income source not shown separately in this series but lumped with all

other income.

U.S. Bureau of the Census, Census of Population: 1970, Vol.:l1, Chap. D, Detailed

Characteristics, pt. 1, U.S. Summary, Table 257.

.UYS. Bureau of the Census, "Income in 1969 of Families and Persons in the United States,"

Current Population Reports, Series P-60, No. 75 (December 1970), Table 61.

Internal Revenue Service, Statistics of Income--1969, Individual Income Tax Returns

(1971), Table 1.3.

U.S. Department of Health, Education, and Welfare, Social Security Administration,
Social Security Bulletin, Annual Statistical Supplement (1969), Table 34.

U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business,
Vol. 50, No. 7 (July 1970), Table 2.1.

Estimated benchmarks using the same definitions as in the CPS, calculated from 1969
BEA data for earnings and property income and from 1969 HEW data for transfers.

1970). Note:

the CPS ratios in column 3.

Includes estimated wages and salary income above the taxable limit.

Includes unemployment insurance and veterans' payments only.

included with all other income.

SOURCE:
Memo from Mitsui Ono to Roger Herriot, U.S. Bureau of the Census (Washington, D.C., July 6,
Because the benchmarks are comparable to the CPS, which excludes most persons
in group quarters, one would expect the census income ratios in column 2 to be higher than

Public pension income is

Ratio is calculated to the total of property, public pension, and all other income in
column 8 ($91.2 billion).
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income estimates, and benchmarks from the BEA and HEW programs which use
definitions comparable to those in the CPS. Compared to the benchmark,
Census and CPS clearly obtain very acceptable reporting of wage and salary
income and reasonably good reporting of self-employment income, although
other items are substantially underreported. Thus, Census obtains only

67 percent of public assistance income, and the CPS obtains only 73 percent.
Only 42 percent of property income (dividends, interest, net rental) 1is
obtained from the CPS. ' -

Procedures developed for correcting income reported in the CPS on an
aggregate basis could be applied to the Census as well, based on comparison
with administrative sources such as the IRS and SSA series. The Treasury
Department- and HEW are also attempting to derive an alternative methodology
for improving CPS income data which correct income at the individual or
micro level. 16/ This micro methodology still does not produce reliable
intercensal poverty estimates for states or smaller areas.

Adding Other Sources of Income

-As stated before, the Census (and CPS) concept of income is limited
to regular cash receipts. The concept excludes in-kind benefits such
as food stamps, excludes non-regular sources of income such as prize
money, and excludes any income value that might be attributed to non-
financial assets such as homes. On the other hand, it includes Federal
and state personal income. and Social Security payroll taxes,

If the valuation issues raised in Chapter II can be resolved,

it is still necessary to determine whether data are currently available

to permit expanding the concept of income beyond regular cash receipts.
Although it is doubtful that such data are currently available, they might
be in the future. The following discussion considers ways in which in-

_ kind income and the value of assets present difficult problems in data

collection. Obtaining information on lump-sum income to add to gross

income and on taxes to subtract from gross income is relatively straight-
forward, although not devoid of problems.

In-Kind Inéome

Food stamps are of particular interest among the various types of
in-kind income. Beginning in 1972, the CPS included a supplement on ~
receipt of food stamps and other transfer benefits during the preceding
month and the preceding year. The August 1974 CPS supplement estimated
~ that 3,489,000 households including 11,680,000 persons received food stamps
in July 1974. The most recent food stamp supplement was administered in
December 1975. The data have several drawbacks, the most important of
which is that they underestimate the number of recipients. Compared to
USDA monthly figures, the 1974 CPS supplement estimated only 80 percent of
the total number of recipients. Moreover, the food stamp supplements, like
‘the March CPS, provide relatively unreliable estimates at or below the
state level, since they are based on a fairly small sample size.
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Data from the Panel Study of Income Dynamics (otherwise known as the
Michigan Longitudinal Survey) on food stamp recipients by year from 1968~
1974 appear to be somewhat closer to USDA counts than the CPS supplements.
The Panel Study is a continuing longitudinal survey of about 5,000 families
that began in 1968 and has been repeated each year since then. Originally
sponsored by the Office of Economic Opportunity, it is now sponsored by
HEW, and is actually conducted by the Survey Research Center of the Uni-
versity of Michigan. The Panel Study includes data on several other
sources of in-kind income such as the value of food produced at home,
free clothing or food and free medical care through Medicaid or other
sources. Certain uses of the data are difficult, however, because of the
sample size of around 5,000 families. Almost half of the sample comprises
families with incomes below the 1966 poverty level. It overrepresents the
low-income population by about five to two, but still produces only a
1/8,000 sample of this universe, while providing a 1/12,000 sample of the
remainder of the population. Over time, the lack of representativeness
becomes more and more limiting.

In November 1973 the Department of Agriculture commissioned a special
survey of about 7,200 households certified as eligible to participate in
either the food stamp or food commodity distribution program. The survey,
carried out in early 1974 by the Chilton Research Service, included
information on other in-kind benefits such as subsidized housing, special
food programs for school children and pregnant women, and Medicare and
Medicaid benefits. The survey size was initially small, representing
about 1/700 of the combined program universe, and suffered from considerable
nonresponse (the aggregate response rate was 63 percent). Moreover, there
are indications that many respondents were unaware of several programs in
which they participated, e.g., special school milk programs for their
children. Thus, the extent of in-kind benefits may again have been under-
estimated. 17/ '

Consumption or expenditure surveys such as the 1960-61 and 1972-73
CES have collected some data on in-kind income on a one-time basis -- the
most commonly collected data being the estimated value of food produced
at home and food stamp benefits. The BEA personal income series also
includes several sources of in-kind income, including such private sources
as wages in-kind and the value of bank services, as well as some public
sources. All these data sources suffer from such problems as small sample
size for subnational estimates and lack of periodicity in the case of
the expenditure surveys.

In general, except for food stamps, very little data have been col-
lected on in-kind sources of income. Moreover, the data which have been
collected reflect  considerable underreporting, have been obtained in an
inconsistent fashion, and indicate respondent confusion about actual receipt-
of in-kind income. This suggests that comparisons among the different
surveys will be complicated and that correction of the survey data would
require combining them with data obtained from administrative records. The
Survey of Income and Education -- mandated by Section 822a of P.L. 93-380 —-
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will provide information on receipt of food stamps, Medicare, Medicaid,
and public housing, although reporting problems will arise again.

Value of Assets

Attempting to add a value for assets to income, particularly for
non-cash assets such as property, presents a formidable problem. Even
if all of the knotty judgmental issues such as the appropriate time period
over which to amortize assets could be resolved, there would still be
problems in obtaining reliable data about assets.

The 1970 Decennial Census contains data on the current market value
of owner-occupied homes and on the presence of durable goods such as
automobiles, household -appliances, and TVs, as well as on household owner-
ship of a second (vacation) home. No data were collected on financial
assets such as bank accounts, stocks, or bonds, and the only asset in
the Census for which a dollar figure is determined is an owner-occupied
home. Even here, the data are not complete, because the only homeowners
asked to report a value are those living in a single-family house which
is not on a farm and which is not used for a business or profession.
Obviously, this excludes owners of apartments, mobile homes, etc. More-
over, the value reported may not be entirely realistic, since it is the
respondent's own estimate of the current worth of his home.

The CPS does not collect any asset data, but since 1973 the Annual
Housing Survey has included questions similar to those in the 1970
Census on home value, presence of automobiles and household appliances,

“and ownership of a second home. For example, the AHS (beginning with
the 1974. survey) represents 1/1,000 of urban households and 1/500 of
rural households, while the CPS represents only about 1/1,300 of the
population. Asset data in the AHS suffer from the same limitations
as those in the Census, however, since the universe is restricted for
the home value question and dollar values are absent for the other items.

The 1972-73 Consumer Expenditure Survey and the 1973 Farm Family
Living Expenditure Survey both obtained extensive data on property holdings
(including purchase price as well as current market value of the family's
home, other real property, and property improvements) and on durable goods
and vehicles (including an inventory of items already owned plus those
purchased during the survey year). Neither of these surveys is conducted
very often (the latest CES was in 1960-61 and the latest Farm Family
Survey was in 1955), and both have small sample sizes. Moreover, the
Farm Family Living Expenditure Study provides meager information on finan-
cial assets. Information on such assets is requested in detail in the
CES, but since responses to such questions are frequently unreliable,
the usefulness of the CES asset data remains to be assessed.

The 1966-67 Survey of Economic Opportunity (SEQ) also attempted

to obtain complete assets information. The SEO, in which approximately
30,000 households were interviewed in 1966 and again in 1967, was designed
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to supplement information regularly collected in the CPS March Income
Supplement relating to economic well-being. Thus, the SEO included data
on dimensions of economic status such as housing, assets, and liabilities
that were not usually obtained between censuses. The survey attempted

to overrepresent low-income families. This was done by selecting about
12,000 cases in nonwhite areas assumed to be heavily low-income and by
selecting the remaining cases to represent the entire population. The
resulting sample represented about 1/500 of the nonwhite universe and
1/3,500 of tne white universe. 18/

The list of assets covered in the SEO is unusually complete: market
value of the home, other real estate, own business or farm; money in banks;
current value of government bonds; current value of stocks, bonds, or other
private industry investments; personal loans to others, including mortgages
and very small loans; number of cars and trucks and their value; and value
of all other assets including airplanes, boats, oil royalties, patents,
etc., but excluding personal belongings such as jewelry or furniture.

Data on the following kinds of debts were also obtained: money owed for

a car or truck; money owed to stores (excluding regular 30-day charge
accounts); money owed to companies for gasoline, utilities, etc.; money
owed for medical care; money owed to banks; and all other debts owed to
other persons or lenders. The asset data in the SEO are less than reliable,
and are not identified by state but only by region and for the 12 largest
SMSAs. The sample size is too small for reliable state estimates. The
heavy overrepresentation of nonwhite households cannot contribute to
reliable estimates, since nonwhites comprise only about 10 percent of the
population.

One other source of asset data, the 1963-64 Survey of Financial
Characteristics of Consumers, is unsuitable for poverty measurement.
Conducted by the Bureau of the Census for the Board of Governors of the
Federal Reserve System, the survey is inadequate as a source of poverty
data both because of its very small sample size (2,557 completed interviews
in all) and because it was purposely designed to overrepresent the segments
of the population that were expected to have sizable amounts of wealth.
Thus, 464 families with 1962 incomes of $25,000 or more were included
for a sampling rate of about 1/6,000, while 757 families with incomes below
$5,000 were included for a sampling rate of less than 1/30,000. Also,
despite intensive efforts to obtain complete and reliable information,
comparison of the survey results with administrative totals indicates
substantial underreporting. Thus, the survey obtained only 70 percent
of the value of corporate stock, 60 percent of the value of installment
debt, 50 percent of savings accounts, 47 percent of U.S. Government
securities, and 40 percent of state and local government securities.
Estimates of the value of corporate securities other than stock, mortgage
debt, and noninstallment debt were much better (90 percent or higher in
each case), and underreporting appeared much more prevalent among high-
income than lower—income groups. lg/ '
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The Survey of Income and Education will provide limited information
on assets. It will include values of owned homes (and outstanding mortgages
on such homes) and the ‘amounts of certain liquid assets where total values
of these assets are below $5,000 for any household.

This review suggests, then, that reliable asset data are hard to
obtain., Attempts at acquiring such data are discouraged by the length
of the questionnaire required to ensure completeness and accuracy of the
information, and by the absence of any agreement on how to incorporate the
value of assets into a measure of total resources that can be compared
with needs standards. The general absence of reliable asset data is
particularly unfortunate because eligibility criteria in many programs
include a limit on asset holdings. For example, eligibility criteria of
the food stamps program includes consideration of financial assets and
other than personally needed property, but excludes such assets as a home
and durable goods, the latter items being considered essential for living.

Different Accounting Periods

The accounting period problem is that of choosing an appropriate
time span for measuring resources to determine poverty status. The
time span affects the status obtained. For example, when the Census
and CPS measures income for the calendar year preceding the date of
enumeration, it overlooks income .fluctuations within the year and ignores
‘patterns of income receipt over periods longer than a year.

Data from Income Maintenance Experiments conducted in Seattle, Wash-
ington; Denver, Colorado; and Gary, Indiana are a source of information on
monthly income trends. 20/ These experiments attempt to study the work
responses and other behavioral changes among families receiving a guaranteed
monthly income payment, and the work responses and behavioral changes among
a set of control families. The sample sizes in these experiments are small,
ranging from about 2,700 families in Denver to about 1,600 in Gary, and are
of course not intended to be nationally representative. The samples were
designed to overselect low-income households in their respective areas,
with female-headed families making up the bulk of the Gary sample. Thus,
the data are not directly useful for developing nationwide measures of
short-term poverty, although they (and the evidence from the New Jersey
experiment) do suggest that there are substantial within-year income changes
among the poor.

Data from the Panel Study of Income Dynamics, which has followed the
same 5,000 families for more than five years, indicate that the '"hard-core"
poverty population —- that is, families and persons with persistently low
incomes ~— is both smaller than the total poverty population at any one
point in time and markedly different in composition. 21/

The Panel Study is currently the only source of national data on
family income histories. The Income Maintenance Experiments, which follow
families for at least three to five years, are also .a source of across-year
trends for particular sites.
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IV. CONSTRUCTING POVERTY MEASURES

Preceding chapters have discussed some alternative measures of poverty
and issues related to their use. As shown, data limitations and conceptual
problems restrict the number of alternatives that would be possible to
construct at this time. This chapter discusses measures that could be con-
structed using available data and known conceptual frameworks. It generally
follows the outline of Chapter II, but its emphasis is on realistic alterna-
tives rather than on all measures that are theoretically desirable. First,
the empirical effects, advantages, and disadvantages of relative and fraction-
of-the-median measures are examined and contrasted with the current measure.
The chapter then considers possible variations of the current measure, such
as use of a new or different food plan, a different formula for expanding
food costs to total family living needs, or different ad justments to poverty
measures to reflect differences by geographic regions and over time. Finally,
it describes the impacts of different definitions of income and the use of a
household rather than a family as the reference unit.

Relative Méasures of Poverty

Economic measures of poverty are either absolute, and do not vary auto-
matically with changes in income, or they are relative and change directly
with the prevailing income. Absolute measures clearly require judgmental
decisions and construction from consumption patterns or standards that are
not always currently available. Selection and reevaluation of a fixed per-
centile for the purely relative measure and a fixed percent of median family
‘income for the quasi-relative measure also require judgmental decisions on
selecting the percentile or percentage of median income that best divides
poor from non-poor. Although methods for establishing such levels are
subject to theoretical differences and wide disagreement, it should be noted
here that analysts frequently use the lowest quintile or quartile and fifty
percent of median family income.

Unlike the purely relative concept, measures using a percentage of
median family income theoretically allow reduction or even elimination of
poverty, since every family could have income exceeding some specific per-
cent of national median family income. Use of a poverty line based on
median income would show progress only if efforts were directed at redis-
tributing rather than increasing incomes in general. Using this measure,
national efforts to overcome poverty would appear to be unsuccessful unless
the incomes at the lower end of .the income distribution increased at a
faster rate than incomes in general.

However, this theoretical possibility has not happened. For the
past 15 years, a poverty line set at 50 percent of median family cash income
would have resulted in an almost constant poverty rate for families, and
thus would have resembled a purely relative cutoff set at the lowest quin-
tile of the family income distribution. This does not mean that there has
been little income redistribution in the past 15 years. Some recent poverty
programs have redistributed benefits in the form of in-kind transfers
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like food stamps. Furthermore, it is clear from annual income statistics
that the composition of households at the bottom of the distribution is
now different. By and large, families of workers, particularly working
men, have moved out of the lowest quintile (or quartile) while families
dependent more on transfer payments than on earnings -- the aged .and

female heads of large families -- have not. The income distribution would’
be different if in-kind income, housing, medical insurance, and benefits
from private sources were counted as income; if some value of assets were
included; or if adjustments for taxes were made. ’ :

When using fraction-of-the-median definitions, it is important to
determine from which median family income a given percentage is to be
taken. For example, since the median family income in 1969 for a family
of four was $10,782 and for all families was $9,586, a definition based
on the median family income for a family of four (as in Title XX of the
Social Security Act) would yield a different threshold than would one
based on the median family income for all families (as in Title II of the
Housing and Community Development Act of 1974). Furthermore, definitions
based on the median family income in the nation or in each state (as in
.Title XX of the Social Security Act) or in each metropolitan area (as in
Title II of the Housing and Community Development Act) will also have
different results,

It is sometimes suggested that relative definitions of poverty have
the advantage of enabling natural adjustments of the poverty lines for
family size or other characteristics. For example, if the poverty line
is set at 50 percent of median family income, the poverty line for a four-
person family can be set at 50 percent of the median family income for
four-person families, and similarly for other family sizes. Table 6,
which shows median family income in 1969 by family size in a few states
"and in. the nation as a whole, illustrates the problems with this method.
It is usually presumed that larger families need more income, but in every
instance displayed in the table the families of seven or more have lower
incomes than four-person families.

Similar problems arise if the median income for various subgroups of
the low-income population is used as a basis for poverty lines. For example,
the median income for families in 1969 was $9,586, while that for unrelated
individuals was only $2,489. If 50 percent of median family income were used
as a poverty line for persons living in families, and 50 percent of median
"income for unrelated individuals were used for persons living alone, the
poverty lines in 1969 would have been $4,795 and $1,245, respectively. A
‘definition of poverty based on direct estimates of needs rather tham on the
relative place in the income distribution may have a different relationship.

Unlike the current poverty matrix which results in a fluctuating
but downward trend in the poverty counts, a relative measure would have
shown a constant rate of poverty. For example, between 1959 and 1974, the
number of families defined as poor under the current measure declined
from 18.5 percent to 9.2 percent of the populaiion. One reason for this
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Table 6. Median Income by Size of Family Unit for United States and Selected States, 1969
(Index, U.S. median income for a family of four =

100.00)

Size of Family Unit

State Total®
Families 1 2 3 I 5 [ 7 8 9 10- Persons
Person Persons Persons Persons Persons Persons Persons Persons Persons or More
UNITED STATES
NUDDET +eseencseassensess 51,168,599 18,696,505 18,132,855 10,625,016 9,694,734 6,158,883 3,387,400 1,883,626 640,816 314,205 331,044
Median income «....dol .. 9,586 2,488 7,730 9,802 10,782 11,039 10,884 10,247 9,847 9,392 " 8,852
INAEX coveesveoesoans . 88.9 23.1 7.7 90.9 100.0 102.4 100.9 95.0 91.3 87.1 82.1
NEW YORK ’
Number «.eeees vecorsesees 4,609,638 1,821,291 1,626,191 982,957 905,077 555,810 291,905 160,264 46,224 22,177 19,033
Median income .....dol .. 10, 609 3, 8,719 10,854 11,654 11,824 1,74 11,357 11,564 11,395 11,14
INAeX sevecvecvasonnaas 8.4 29.9 81,4 100.7 108.1 109.7 108.9 105.3 107.3 105.7 103.3
ILLINOIS _ . .
NUmDEr eeeesecesecesnaese 2,794,194 1,021,419 988, 501 576,944 526,267 337,885 187, 771 109, 741 34,530 16,420 16,135
Median income .....dol .. 10,957 2,884 9,041 11,178 11,912 12,291 12,39 11,817 12,307 12,064 11,879
INdeX seeevesasasses 101.6 26.7 é3.9 103.7 110.5 114.0 115.0 109.6 11h.1 111.9 110.2
CALIFORNIA
NUDDEY veeveensesosneesas 5,001,255 2,327,499 1,856,125 1,028,475 962,531 590,412 307,875 158,588 50,762 23,543 22,944
n‘éﬁiii income .....dol .. 10,729 3,220 8:979 ’ 10,828 11:918 12,213 11,964 11,227 10,888 1oi393 10,266
INAEX svsvasensassosans 99.5 29.9 83.3 100.4 110.5 113.3 111.0 104.1 101.0 96.4 95.2
NORTH CAROLINA .
NULDET ¢oeesnecasocanse e 1,292,466 411,423 427,255 299,161 258,366 148,924 78,519 45,215 15,631 8,562 10,833
M:giazx; income .....dol .. ’ 7,770 1;77u 6,121 8:11;6 9,104 8,964 812&7 7,342 6,529 5,856 6,072
INAEX veeevennronscsnns 72.1 16.5 56.8 75.6 8.4 83.1 76.5 68.1 60.6 54.3 56.3
MISSISSIPPI
NUDDET suveeroevoeneoosas 53k, bk 164,445 177,337 109,431 94, 646 €0,985 36,480 26,043 10,917 6,934 11,671
Median income .....dol .. 6,068 1,317 4,403 . 6,654 7,825 7,631 6,702 5,350 4,545 4,163 3,984
IndeX sea.s teereeseeas . 56.3 12.2 40.8 61.7 72.6 7.8 62,2 49.6 Lo,2 38.6 37.0

SOURCE: U.S. Bureau of the Census, 1970 Census of Population, Vol. I, Characteristics of the Population, Chap. D, "Detailed Characteristics,”
Part 1, U.S. Summary, Tables 250 and 251, and Parts 6, 15, 26, 34, and 35, Tables 198 and 199.

a

Excludes family units of 1 person.




difference is the changing relationship between the absolute and relative
measures of poverty. As shown in Table 7, the current poverty cutoff for
a nonfarm family of four has steadily declined as a percentage of the
median income for a four-person family between 1959 and 1974. The present
poverty line for a (nonfarm) four-person family adjusted only for price
changes has declined to 34 percent of median income for four-person fami-
lies in 1974 -- down from approximately 49 percent in 1959 and 44 percent
in 1963, the poverty base year. Clearly this reflects an increase in real
income, but it also suggests that the standards on which the current
poverty cutoff are based may need to be reevaluated.

. Table 7. Comparison of Median Family Income and
Official Poverty Cutoff for a Family of Four, 1959-1974

Median Income Poverty Poverty
Year for a kaerson Cutoff for a Cutoff as a
Family 4-Person Family Percentage of
(U.S.) (Nonfarm) Median Income
1959 $ 6,070 $2,973 Lo%
1960 6,295 3,022 48 .
1961 6,437 ' 3,054 47
1962 : 6,756 3,089 46
1963 7,138 3,128 4y
1964 7,488 3,169 4o
1965 7,800 3,223 b
1966 8, 341 3,317 40
1967 8,994 3,410 38
1968 9,834 3,553 36
1969 . 10, 623 3,743 35
1970 11,167 3,968 36
1971 11,626. 4,137 36
1972 12,808 4,275 - 33
1973 13,710 4,540 33
1974 10,77 5,038 3k

SOURCE: U.S. Bureau of the Census, Current Population Reports,
Series P-60: for medisn income, see annual reports on

moneg income of families and persons; for poverty -
cutolffs, see annual reports on the poverty population.

Poverty Level Market Basket

Setting and updating both absolute and relative measures require some
method for determining a basic level of need. As noted in Chapter II,
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there are conceptual problems in using a full market basket approach for
setting such a level. since standards of need based on scientifically
measurable consumption units are not available., Furthermore, as is dis-
cussed in Chapter III, AFDC state budgets and BLS Family Budgets are
unacceptable as poverty cutoffs. It should be added that the Orshansky
measure was developed using the particular construction of a nutrition
base and a multiplier, precisely because of the difficulty of setting
standards given the data base and conéeptual problems.

The Department of Agriculture uses the Recommended Dietary Allowances
as the basis for nutritional goals for its food plans. Other nutritional
standards could be used as a basis for food plans for use in the Orshansky
measure. In an analysis which was prepared for this study and which is
summarized in technical paper XII, the USDA used two other standards to
construct a variety of food plans for 12 age-sex categories and determined
the cost of such plans. It was found that the plans developed to meet the
three different standards (and take into account food consumption patterns
of survey households with relatively low food costs) had similar costs,
Thus, the choice of nutritional standards does not necessarily affect the
poverty thresholds. The composition of food plans can, however, signifi-
cantly affect poverty cutoffs, because plans can be more or less liberal
in the use of delicacies, high—quality meats, and other expensive foods,
and in making assumptions about spoilage or waste.

It should be noted that while a majority of survey households who
- spent less on food than the cost for the USDA's least costly food plan
did not have diets that provided recommended amounts of nutrients, such
households did not necessarily suffer from a nutritional deficiency. As
has been stated earlier, not everyone requires the amounts of nutrients
specified in the RDA. Furthermore, the USDA's least costly food plan is
not the lowest-cost adequate diet that could be developed, It is intended
to be reasonably palatable and is characterized by certain aesthetic
aspects of foods that people desire, Expenditures for waste and non-
nutritious foods are not eliminated from the food plans. The amounts of
expensive types of foods such as meats are restricted in the plan, while
whole-grain and enriched breads and cereals and dry beans., which provide
many important nutrients at low cost, are included in large amounts;
Nutritious plans at lower cost could be developed, but such plans would
deviate further than the USDA plan from the food consumption patterns
of U.S. households. The same subjective factors which enter into the
setting of a poverty line enter into the selection of a food plan intended
to be used for poverty measurement.

The cost of the thrifty plan (estimated using 1965-66 prices) is low
 when compared to the cost of food reported as used by survey households in
the 1965 Household Food Consumption Survey. Only 10 percent of the 1965-66
survey households used food costing less than the thrifty plan. Prelimi-
nary food expenditures reported from the 1972-73 Consumer Expenditure
Survey, although not completely comparable., are lower than costs of food
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reported as used by households in the 1965-66 Food Consumption Survey,
updated to 1972-73 levels. Expenditures reported in the 1972-73 Expenditure
Survey for the average family of four were $30 a week for food at home

and $40. for food at home and away from home. These expenditures fall
between the cost for the USDA's low-cost plan and moderate-cost plan in
1972-73 for 'a four-person family composed of a couple and two elementary
school children ($33 and $42, respectively). The costs for the food plans
cover food for all meals and snacks for the week, but assume that all

food is prepared at home. Also, the plans are designed to provide
nutritious diets, and the nutritional quality of foods covered by 1972-73
expenditures is not known.

Since no accepted standards of need exist for nonfood items (housing,
clothing, transportation, etc.), the current poverty threshold is derived
by assuming that the appropriate ratio of expenditures on nonfood items
to expenditures on food would be that observed on the average in the
United States. The 1955 Food Consumption Survey found that average food
expenditures made up one third of total income after taxes. Thus, the
cost of the economy food plan was multiplied by three to obtain the poverty -
standard. The largest component of the poverty cutoffs is, then, set
by this multiplier. A slightly different ratio is used for one-person
and two-person families, since their total consumption requirements and
fixed costs are believed to be significantly different from those for
larger families. Income after Federal income taxes was used as a proxy
for expenditures so.that income for total expenditures  could be compared
to necessary food expenditures. Of course, income allows for saving as
well as consumption. ‘

The appropriate multiplier is a question of judgment, and multipliers
higher or lower may be reasonable. Some people have questioned, for instance,
the judgment implicit in assuming that food expenditures must not exceed
the average proportion of total income -spent on food if total income is to
provide adequate amounts of clothing, shelter, and other nonfood items.

The problem is that, as family income increases, the proportion of income
spent on food goes down. According to the Consumer Expenditure Surveys, at
the lowest family incomes, upwards of 50 percent of cash income is observed
to be spent on.food. Thus, very poor families may forego some nonfood
expenditures to maintain an adequate diet. "The average family, however,
spends a much smaller proportion of its income on food than families that
would be at the poverty line under the current measure. And, over time,

as average family income increases, the proportion devoted to food con-
tinues to decline, while there is an increase in the proportion of nonfood
items (presumably including more luxuries). Many believe, therefore, that
it would be better to base the multiplier on the proportion of income

spent on food by those below the average, although the precise level is
difficult to determine. '

On the other hand, a higher multiplier has been suggested because

surveys other than the 1955 Food Consumption Survey, from which the 3:1
ratio is derived, indicate a higher ratio of nonfood to food expenditures
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for the average American family. For example, a ratio of 3.4:1 is derived
from the 1965 Food Consumption Survey, possibly indicating a general rise

in the standard of living since 1955. More significantly, the Consumer
Expenditure Surveys of 1960-61 and 1972-73 seem to indicate that the ratio
exceeds 5:1. One reason for this discrepancy may be the underreporting of
income in the 1955 Household Food Consumption Survey because income infor-
mation was measured globally for the entire household, not for household
members separately. Data for 1965 are likely to be less valid. The house-
hold was asked only to specify an income class representing household income
after taxes in 1965, but to specify total income and deductions in 1955.

The Consumer Expenditure Surveys, on the other hand, obtained income by
detailed source so that income figures are likely to be more reliable and
less likely to be underreported. At.the same time, the food expenditure data
may be less reliable in the Consumer Expenditure Surveys.

Another issue relating to tihe multiplier involves an inconsistency
between income definitions. The multiplier is based on the after-tax
income-to—food expenditure ratio. Thresholds thus derived are compared to
before-tax Census income.

Orshansky Update

It is evident that many critical judgments significantly affect the
level of the current poverty lines. These judgments pertain to: the level
of food plans considered as adequate, the multiplier relating total income
requirements to the cost of the food, the appropriateness of before-tax or
after-tax income, the setting of thresholds for representative family
types within the range of requirements for similarly composed families,
and adjustment of the cutoffs for very large or small families. To
understand how significant these judgments can be, one need only consider
the implications of using the low-cost food plan rather than the economy
food plan and using a 5:1 rather than the 3:1 multiplier. These two
changes, both within the range of reasonable judgment and based on
statistical interpretations, would more than double the official poverty
thresholds and include about one-third of the population as poor.

In Technical Paper XI of this study, Mollie Orshansky constructed
alternative poverty cutoffs taking into account many of these factors.
More than twelve sets of poverty cutoffs are constructed, and the charac-
teristics of the poverty populations, identified by using these cutoffs
are examined.

Table 8 illustrates the effect which some of these factors can have
on the poverty cutoffs. Four sets of revised cutoffs are shown, compared
to the official weighted average poverty cutoffs for 1974. The revised
cutoffs are based on the revised low-cost food plan, two versions of 80
percent of the revised low-cost food plan, and the thrifty food plan. In
the current official poverty matrix a single cutoff is assigned to fami-
lies of seven or more persons with a specified number of children, by sex
of head. This cutoff was an average cutoff for larger families (repre-
senting about eight persons). One of the revised sets of cutoffs using
80 percent of the low-cost food plan (Condensed Family Size) uses this
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Table 8. Sensitivity Analysis of 1974 Poverty Cutoffs

Official Revised Poverty Cutoffs Based on:
Xj:f:;:d 80% Low-Cost Plan
. |cotoff Condensed Fam. Size Thrifty Plan - 80% Low-Cost Plan Low-Cost Plan
Family Size 1974 Level lZIncreasea Level |ZIncreasez'1 Level Tilncreasea Level fZIncreasea
1 Person . -
Under 65 Years $2,557 $ 3,970 55.3% $ 3,868 51.3% $ 3,970 55.3% $ 4,467 74.7%
65 Years or Over 2,352 3,516 49.5 3,459 47.1 3,516 49.5 3,956 68.2
2 Persons
Head under 65 3,294 4,963 50.7 4,835 46.8 4,963 50.7 6,204 88.3
Head 65 or Over 2,958 4,395 48.6 4,324 46.2 4,395 48.6 5,494 85.7
3 Persons 3,910 5,160 32.0 5,052 29.2 5,160 32.0 6,450 65.0
4 Persons 5,008 6,494 29.7 6,366 27.1 6,494 29.7 8,118 62.1
5 Persons 5,912 7,790 31.8" 7,645 29.3 7,790 31.8 9,737 64.7
6 Persons - 6,651 9,394 41.2 9,228 38.7 9,394 - 41.2 11,742 76.5
7 Persons 10,039 : 10,451 12,765
8 Persons b b 11,120 11,852 14,138
9 Persons 8,165 11,668 42.9 12,182 13,271 15,479
10 Persons : : 13,255 14,774 16,837
11 Persons or More 14,683 16,818 18,687

SQURCE: Based on analysis performed by Mollie Orshansky (see Technical Paper XI).
Note: Sensitivity analysis based on indicated food plan and an income:food expenditure ratio of 3.4:1.

~

Percent increase over the 1974 official weighted average cutoff.

Represents an average for families with 7 or more persons.

same convention. The other sets of revised cutoffs show separate dollar
levels for the larger families up to size eleven. Each set of cutoffs
used an income-to-food ratio of 3.4:1, derived from the 1965 Food Con-
sumption Survey. As the table illustrates, all of the new poverty thresh-
olds exceed their comparable official weighted average 1974 cutoffs,
although the increase is not the same for each family size and is much
smaller for families with three to six members. This differential
increase partly relates to the differential adjustment of the RDA for
adults and children between 1958 (the basis for the economy plan in the
current formula) and 1974 (the basis for the revised food plans). Another
reason is that, compared with 1955, the 1965 survey indicated a larger
drop in ‘the percentage of income spent on food for two-person families
than for all families, so that the multipliers are different.

Poverty cutoffs based on the low-cost food plan are included for
several reasons. First, they illustrate the significant impact which the
level of the food plan can have on the poverty cutoffs. Second, they de-
monstrate the effect which a change in the poverty cutoffs would have on
the "near poor" cutoffs which are based on the low-cost food plan (the Cen-
sus Bureau publishes counts of those at 125 percent of the poverty level).
Finally, the cutoffs based on the revised low-cost plan approximate the
effect of using the thrifty food plan with a higher income-to-food ratio.
The reason is that, for all family sizes except persons living alone, the
low-cost food plan is approximately 27 percent higher than the thrifty
food plan. Therefore, poverty cutoffs based on the low-cost food plan and
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The revised poverty lines illustrated here center about the USDA
food plans of December 1974 -- a time when food prices were abnormally
high relative to other commodities. Accordingly, poverty cutoffs were
also constructed from 1972 food plans and updated to 1974 by the all-
items CPI. This is discussed later in this chapter in the section,
Updating the Standard.

The change in the poverty cutoff based on the thrifty food plan and
a 3.4:1 multiplier for a four-person family ($6,366) is 43 percent of the
1974 median income for four-person families ($14,747), just about what it
was for the current poverty line in its base year 1963. Similar compari-
sons for the current cutoffs are: 49 percent in 1959, 42 percent in 1964,
and 34 percent in 1974,

Table 9 displays variations in the size of the "poverty population"
associated with each of the poverty cutoffs shown in Table 8. With the
revised cutoffs based on the thrifty food plan, there are 8.7 million
poor families in 1974, equal to 15.6 percent of all families. An exami-
nation of the characteristics of the poverty population using these
updated cutoffs is included in Technical Paper XI. The impact of using
the new measures can be approximated, however, by examining the different
levels of the current poverty measure explored in Chapter V. Because of
the differences in the food plans, the levels examined in Chapter V may
show a slightly different distribution by family type than will those
based on the revised cutoffs discussed here,.

Table 9. Size of the Poor Population
Under Current and Revised Poverty Cutoffs, 1974
(In millions)

The Poor
Using Revised Poverty Cutoffs?
U.S.
80% of
Population Using Low-Cost
Official | Plan 80% of
Poverty | Condensed Thrifty Low-Cost Low-Cost
Cutoffs Family Size | Plan Plan Plan
Persons 209.3 24.3 39.2 39.9 41.4 55.4
Families . 55.7 5.1 8.8 8.7 9.0 12.8
Unrelated 18.9 4.8 8.4 8.2 §.4 9.2
Individuals :
Children 49.8 7.5 10.4 11.1 11.6 15.4
Ages 5-17 .

In Families

Source: Speclal Tabulations from the March 1975 Current Population Survey.

& Revised cutoffs are identified by the food plans, as in Table IV-3. Revision of the

cutoffs, however, involves factors other than food plans.
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Adjustments for Family Size and Composition

As noted in Chapter II, a measure which is used to equilibrate
standards of need for different family size and composition is called an
equivalence scale. The most extensively developed equivalence scale
published by the Federal govermment is that which the Bureau of Labor
Statistics uses in connection with its Family Budget series. Technical
Paper IV, which includes a description of the scale, concludes that
because of technical shortcomings in the derivation, it should not be
used for ad justing poverty standards for family size and composition.

It is presented here to illustrate some problems encountered in the con-
struction of equivalence scales. The BLS equivalence scale is illustrated
in Table 10.

Early consumption studies suggested that the percentage of income a
family spends on particular goods changes as the family's income changes.
With necessities such as food, the percent of income spent on such goods
declines as the income increases. Thus, two otherwise equivalent families
with different incomes would spend different percentages of their income
on food. This is the basis for an assumption that families spending equal
proportions of their income on food are living at equivalent levels in all
ways. This basic assumption is used in the construction of the BLS
equivalence scale. Furthermore, in developing the scale, smoothings and
replotting of data were performed because the actual data used did not
initially fit basic preconceptions that a scale should increase with
.family size, other variables held constant. The arbitrariness of the
basic assumption and the peculiar behavior of the data have caused the
Bureau of Labor Statistics to alert users to the limitations of its
equivalence scale. ‘

The current poverty measure consists of a matrix of cutoffs for 124
different family sizes and types. Sixty—-two of these cutoffs, by family
size, age and sex of head, and number of related children under 18, were
separately derived on the basis of different nutritional requirements, .
except that one-person household criteria were derived from the two-person
relationship rather than from the food requirements, because of considera-
tions and limitations discussed in Technical Paper XI. In addition, a
downward adjustment for farm residence was made to account for the noncash
income of home-grown food, increasing the number of cutoffs to 124. An
equivalence scale can be derived from these cutoffs by using the poverty
line in the current poverty measurement system for a four-person, two-
child, male-headed, nonfarm family as the base set at’' 100, and then
indexing all other poverty lines for the remaining 123 family types in
relation to this base. Table 11 shows the derived equivalence scale which
could be used to adjust other poverty.lines for family size and type. As
finely adjusted as the poverty thresholds are, however, it is still neces-
sary to make approximations in assigning the thresholds to various types
of families. For example, a threshold is assigned to a (nonfarm) five-
person female-headed family with three children. There .are many such
families; the range of children's ages can be great, and the two adults
can be young or old, male or female.
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Table 10. Revised Equivalence Scale 1/
for Urban Families of Different Size, Age, and Composition

(a—person family-husband, age 35 to 54, wife, 2 children, older 6 to 15=100)

Age of head

Size and type of family?2 Under. 65 or

35 35-54 55-64 over

ONe PErSON « ¢ v vt oo v ot nm e s et o ononnesossanns 35 36 32 28
Two persons: overage3 ....................... 47 59 59 52
Husband and wife . . . . . . .. v ittt ii i 49 60 59 51
One parentand child . . . .. .. ... . i 40 57 60 58
Three persons: average3 . . . . . .t i i it v eneanennen 62 81 86 77
Husband, wife, childunder 6. . . . ... ... .. ... ... <62 69 .- -
Husband, wife, child 6=15 . ... ... v 62 82 88 81
Husband, wife, child 16-17 . . . . . .. . oo it i -- 491 88 -
Husband, wife, child 18 orover . . . v v v e v v v v - 82 85 77
One parent, 2 children . . . ... ..... e e e e e 67 76 82 75
Four persons: average3 . ... ...ttt 74 99 109 9N
Husbaond, wife, 2 children, (older under §) . ......... 72 80 .- -
Husband, wife, 2 children, (older 6=15) + v v v v v e .. 77 100 105 95
Husband, wife, 2 children, (older 16-17) .. ... ... - 113 125 -
Husband, wife, 2 children, (older 18 or over) ........ - 96 110 89
One parent, 3children . . . .. ..o i v i iin i e 88 96 - -
Five persons: average3 . . ...t vineennnneanas 94 118 124 .-
Husband, wife, 3 children, (oldest under 6) ......... 87 97 .. -
Husband, wife, 3 children, (oldest 6-15) . .......... 96 116 120 -
Husband, wife, 3 children, (oldest 16-17) .......... - 128 138 .-
Husband, wife, 3 children, (oldest 18 or over) ....... - 119 124 -
One parent, 4 children . .. ...... . e 108 - n7z - -
Six persons or more: average3 .. .. ... ... 0000 m 138 143 .-
Husband, wife, 4 children or more, (oldest under ) .. .. 101 .- - --
Husband, wife, 4 children or more, (oldest 6-15) . .. ... 110 132 . 140 -
Husband, wife, 4 children or more, (oldest 16-17) .. ... -- 146 -- -
Husband, wife, 4 children or more, (oldest 18 or over) .- 149 - -
One parent, 5 childrenormore . ... ........ ... 125 137 -- -

SOURCE: Bureau of Labor Staristics, Revised Equivalence Scale for Estimating Equivalent Incomes or Budget Costs by Family Type, Bull. No. 1570-2

(November 1968), derived from BLS Survey of Consumer Expenditures, 1960-61.

¥The scale values shown here are the percentages of the cost of goods and services for family consumption of the base family

(4 persons--husband, age 35-54, wife, 2 children, older child -15 years) required to provide the same level of living for urban

families of different size, age, and composition.

2Hysband-wife and one-parent families with their own children (including adopted and stepchildren) present, but with no other

persons living with the fomily.

3Scale values for individual family types weighted by the number of families of each type in the universe. The averages include

some types for which values were not shown separately because of the small number of such fomilies in the sample.

4Revised.
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Table 11.

Equivalence Matrix Implicit in Current Poverty Measure

Size of Family Unit Number of Related Children Under 18 Years 0Old
None 1 E 3 4 5 6
NONFARM
Male Head
1 Person (Unrelated Individual):
Under 65 vyears 53 - - - - - -
65 Years and Over 48 - - - - - -
2 Persons:
Head Under 65 Years 67 74 - - - - -
Head 65 Years and Over 60 74 - - - - -
3 Persons 77 80 84 - - - --
4 Persons 102 104 100 105 - - --
5 Persons 123 125 121 118 120 - --
6 Persons 141 142 139 136 132 134 -
7 or More Persons 178 179 176 173 169 163 161
Female Head
1 Person (Unrelated Individual):
Under 65 Years 49 —_ - - - - —_—
65 Years and Over 47 - —_ —_ - _ -—
2 Persons:
Head Under 65 Years 61 67 - —_ - -_ -
Head 65 Years and Over 59 67 - - . _— -
3 Persons 75 71 79 -- - - -
4 Persons 98 102 101 100 - - -
5 Persons 118 121 121 120 116 -— -
6 Persons 137 140 139 138 133 129 -—
7 or More Persons 172 175 174 173 168 165 157
FARM
Male Head
1 Person (Unrelated Individual):
Under 65 Years ’ 45 _— - -_— _— - -
65 Years and Over 41 —_ - - _— - -
2 Persons:
Head Under 65 Years 57 63 - — . - —
Head 65 Years and Over 51 63 -— —_— - — —
3 Persons 66 68 72 - - _ —_
4 Persons 87 88 85 89 - -— -
5 Persons 105 106 103 100 102 -— -
6 Persons 120 120 118 115 112 114 -
7 or More Persons 151 153 150 147 144 138 137
Female Head
1 Person (Unrelated Individual):
Under 65 Years : 42 - — — - — _—
65 Years and Over 40 - — — _ -— -
2 Persons:
Head Under 65 Years 52 57 - —_ - —_ —_
Head 65 Years and Over 50 57 - - - - -
3 Persons 64 61 67 - - — ——
4 Persons 83 86 86 85 - _ —
5 Persons 100 103 103 102 98 - -
6 Persons 117 119 118 117 113 110 -
7 or More Persons 147 149 148 147 143 140 133

SOURCE: Mollie Orshansky, Office of Research and Statistics, Social Security Administration.
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Some argue that modern computer technology can handle more detailed
thresholds. Statistical definitions of poverty could conceivably be based
on tailor-made food plans for -each family, fitting the age and sex of
every family member. Another view holds that such fine distinctions are
not meaningful, since nutritional standards and food plans are themselves
only approximations subject to error. Moreover, it is hard to believe
that families themselves can and do adjust spending patterns this incre-
mentally.

Simplification of the standards by eliminating some of the size and
composition differences in the poverty lines has been proposed. One reason
for this is that the differences, which are based on nutritional require-
ments, cannot be representative of total income requirements. It is not
likely that total consumption patterns vary by family size and composition
in the same way that nutritional requirements do, or that variations for
other basic needs can be as precisely measured as nutritional needs.
Moreover, a simplified structure would more closely approximate common
administrative income eligibility standards, which make distinctions only
for family size. Chapter V discusses the statistical results of progres-
sively reducing the number of thresholds by eliminating distinctions based
on residence, sex of head, and the presence of children. Further signifi-
cant details about the construction of the poverty thresholds are to be
found in Technical Papers I and XI. ‘

It is possible to use Table 11 to derive equivalence scales with less
sophistication. For example, one can eliminate the farm/nonfarm difference
and use only the nonfarm portion of the table. Similarly, one can eliminate
differences for sex of head by using only the male-headed, nonfarm portion.
It is not possible, however, to derive a set of adjustment factors for
family size alone from this table. Such factors must be derived from
weighted average poverty cutoffs which are published each year by the Census
Bureau in its series on the characteristics of low-income families (Current
Population Reports, Series P-60). The weighted cutoffs for 1974 are dis-
played in Chapter I, Table 3. Equivalence scales derived from the annual
tables of weighted cutoffs vary slightly from year to year because the
tables are based on current numbers of U.S. families of each type. Similar
tables can be derived based on the number of poor families.

Equivalence scales derived from the poverty matrix are useful for
analytical purposes -- chiefly to compare alternative poverty cutoffs with
the official ones. They are used in this way in Chapter V, which compares
the size and composition of poverty populations under alternative poverty
measures.

Geographic Cost-of-living Differences
One of the most troublesome concepts of poverty measurement is that
of geographic cost-of-living differences. Because of Congressional interest

in the subject, as noted in section 823 of the Education Amendments of 1974,
as well as because of concern about the problem among technicians, this
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study directed considerable effort in_an analysis of possibilities for
incorporating such differences in a poverty measure. Data sources examined
include: the BLS Family Budget series, state standards of need for the
program of Aid to Families with Dependent Children, the 1960 and 1970
Decennial Censuses of Housing, the Current Population Surveys, the 1955

and 1973 Farm Family Living Expenditure Surveys, the Consumer Price Index,
the 1955 and 1965 Household Food Consumption Surveys, and the 1960-61

and 1972-73 Consumer Expenditure Surveys. In addition, economic literature
and related government studies on the subject were reviewed, and special
studies were undertaken to see if data limitations or conceptual problems
could be overcome. Material relevant to the subject of geographic dif-
ferences will be found in: Technical Paper III, Literature Review and Anno-
tated Bibliography; Technical Paper IV, The Bureau of Labor Statistics
Family Budgets Program; Technical Paper VIII, The 1972-73 Consumer Expenditure
Survey; Technical Paper V, The Consumer Price Index; Technical Paper XIII,
Geographic Differences and Relative Poverty; Technical Paper XV, Analytic
Support for Cost-of-Living Differentials in the Poverty Thresholds;
Technical Paper IX, Inventory of Federal Data Bases Related to the Measure-
ment of Poverty; and Technical Paper XIV, Relative *easure of Poverty.

The conclusion of this extensive analysis is that although there may
be geographic differences in the cost of living, there is no known way to
make satisfactory geographic adjustments to the poverty cutoffs. Signifi-
cant problems stem from both unresolved conceptual issues discussed in
Chapter II and from data limitations discussed in Chapter III. Research
and statistical activities that might lead to a resolution of some of the
problems are discussed in Chapter VI. The major lines of argument leading
to the negative finding are reviewed here in some detail.

Components of Geographic Differences

Because it is necessary to deal simultaneously with many overlapping
and interdependent subjects, it is helpful to describe the elements in-
volved in an analysis of geographic differences. The major components are
residential classification, elements of expense, the types of economic
measures, and levels of living.

Residential or Geographic Classification

A variety of residential or geographic variations can be explored in
a study of geographic differences. For example, political boundaries such
as states or counties, incorporated places with different population densi-
ties, and regions like the North or South are most often the bases for
residential classification. Sometimes the type of industry, such as farming,
forms the basis of the definition. 1In other instances, geographic charac-
teristics such as high plains, mountains, or coastal plains or climatic
characteristics constitute the definition. 1In addition, sometimes the classi-
fication is based on where people live, sometimes on where they work, and
sometimes on where they buy goods and services. Unfortunately, these
classification systems are not mutually exclusive. For example, a Standard
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Metropolitan Statistical Area (SMSA) is a county or group of contiguous
counties that contains at least one city of 50,000 inhabitants or more,

or "twin cities" with a combined population of 50,000 or more. A nonmetro-
politan area is one that is not within a SMSA. The metropolitan classifi-
cation differs technically from the urban-rural classification. The urban
population consists of all persons living in places of at least 2,500
inhabitants incorporated as cities, villages, boroughs, and towns. The rural
population includes all persons living outside urban areas. The rural
population can be divided into two groups, the rural farm population, which
includes rural people residing on farms, and rural nonfarm people. When the
terms farm and nonfarm are used as a dichotomy, the nonfarm population
includes the rural nonfarm and urban groups. But, rural people can be

found in SMSAs. 1In the various studies, some data are presented using

one classification system, and some another. This is an inherent, almost
unavoidable, problem when a variety of data is used.

Elements of Expense

Elements of expense such as food, shelter, transportation, medical
services, and clothing are useful for cataloging prices and expenditures
by residential category. All such expenditure categories need to be
explored in order to adjust poverty cutoffs for residzntial differences.

Types of Economic Measures

Frequently, two different phrases are incorrectly used interchangeably
to describe geographic differences. The first is differences in cost of
living, which describes differences in the style of living between areas
and includes both differences in the prices paid for particular items and
the kinds and quantities of goods purchased. The second is differences in
price, which describes how the prices of a fixed market basket vary between
areas. When one argues that it is cheaper to live in one place than another,
it is important to know if he 1is referring to the different life styles or
different prices in the two places. Cost of living may appear to be low in
an area because comsumption or expenditures there are generally lower than
in other areas. However, this may result from low prevailing income levels
and not from differences in prices.

Levels of Living

Geographic differences in living costs appear to vary by level of
living. Differences in the cost of new houses, no matter how great, may
not affect the poor. Similarly, regional differences in the cost of the
liberal food plan may not be relevant to a study of geographic differences
in living costs faced by the poor.

Data Sources for Measuring Geographic Differences
The lack of data constitutes the major obstacle in analyzing the

nature and degree of geographic cost-of-living differences. It is
commonly but mistakenly believed that there is a government cost-of-living
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index for almost all cities. Practically speaking, only one statistical

" series provides current data about differences in living costs, the Family
Budget series published by the Bureau of Labor Statistics. Because of the
special significance of this series for dealing with questions of poverty
measurement in general and with geographic differences in particular, this
study examined its concepts and coverage. Significant technical and con-
ceptual problems were encountered in considering its potential use in
poverty measurement. These stem from the use of expenditure and consump-
- tion patterns in making regional modifications in the market basket, and
from limitations in the availability and comparability of pricing data.
Technical Paper IV discusses fully the conceptual and technical problems
encountered.

It is important to note that; however strong or weak its conceptual
basis, the BLS series covers only 44 cities, and obviously some states are
not represented. Even for states with cities included in the series, the
level of living in the state as a whole may not be represented by the
average cost of living of the particular city or cities covered. The
Family Budget series provides no way to measure the differences in level
of living between a city and a rural area; the cost of living in a city
that is included in the series cannot be construed as being typical of
the cost of living in rural areas away from the city,

The cities in the Family .Budget series are grouped by regions, but
the cost of living in the cities cannot be construed as being typical
of living costs in the region. Significant differences occur among the
indexes for cities within each region.

The Consumer Price Index is frequently but incorrectly cited to show
geographic variations in prices. The CPI measures average changes in the
prices of goods and services usually bought by urban wage earners and
clerical workers. It is based on prices of approximately 400 items selected
to represent the movement of prices of all goods and services purchased
by such workers. Prices are obtained in 39 major statistical areas and
17 smaller cities. There is no index for small towns or. rural areas.
Furthermore, the CPI does not measure absolute price differences among
the cities; it measures only changes over the base 1967 prices in each
city. Some of the price data collected for use in the CPI may be useful
for analyzing cost-of-living differences, but an adequate analysis would
require additional collection of price data and the prior completion
of significant analytical studies supporting the construction of a poverty-
level market basket. Additional information about the CPI is included in
Technical Paper V.

Another data source that, on the surface, would seem to offer some
assistance in incorporating geographic differences into poverty measurement
are the standards used by the states in the program of aid to families with
dependent children. An examination of these standards was made for this
study to determine if they might be adapted for this use. These standards
are, however, not comparable with one another. They exhibit great variations
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because of varying assumptions about family needs. State AFDC standards
are also affected by state attitudes towards welfare spending as in-
fluenced, for example, by fiscal situations. The manner of constructing
and maintaining these standards in each state is described in Technical
Paper III. .

The study also examined the major Federal data bases to determine if
they might be used for adjusting the poverty cutoffs for geographic dif-
ferences. Important aspects of the geographic sensitivity of the Consumer
Expenditure Surveys are discussed in Technical Paper VIII; the other major
data sources are described briefly in Chapter III and in detail in Techni-
cal Paper IX.

Major Conceptual Problems

The conceptual problems encountered in dealing with geographic dif-
ferences in living .costs are serious. A generally accepted market basket
of goods and services representative of the needs of the poor in various
geographic areas has not yet been developed. Moreover, there are inherent
difficulties in deriving such a market basket due to differences in tastes
as well as needs. Ideally, one would want to ensure that an individual
would derive equal satisfaction from the various market baskets priced
in different geographic areas. One example of the difficulties in ensuring
equal satisfaction is given in the food component of the BLS budget.
Regional variations are incorporated into the food-at-home component based
upon regional consumption patterns as reflected in the U.S. Department
of Agriculture's 1965 Household Food Consumption Survey. Larger weights
are given to pork and lard in the South than in the Northeast, compared
to larger weights for beef and butter in the Northeast versus the South.
In order to argue that these weight variations based upon regional
consumption patterns are valid for use in a geographic cost-of-living
index, the following questions would need to be answered. Would a repre-
sentative individual be equally satisfied with either the Southern or
the Northeastern market baskets of food when the Southern basket contains
more pork and lard and less beef and butter than the Northeastern basket?
Or is it the case that the different consumption patterns in the Northeast
and South might reflect differences in real incomes?

Without belaboring the point, it may be helpful to examine another
example, given by the weight variations between the metropolitan and non-
metropolitan areas' market baskets in the intermediate budget for house
furnishings. The market basket for persons living in metropolitan areas
contains 1.44 sheets (i.e., the family purchases on the average 1.44
sheets/year) and the market basket for persons living in nonmetropolitan
areas contains 1.30 sheets. There are probably many factors explaining
why the empirical data show such a difference in spending patterns. For
whatever reason, in order to use the family budget indexes to make
cost~of-living comparisons, it is necessary to assume that an individual
" living in a nonmetropolitan area would be just as satisfied replacing his
sheets less frequently than if he lived in a larger area and replaced his
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sheets more 'frequently. The intent of presenting the above two examples is
to point out the theoretical problems and the implications of arbitrarily
using consumption or expenditure data in the family budgets to adjust the
area market baskets in order to make geographic cost-of-living comparisons.

Evidence of Geographic Differences

Evidence of geographic differences in living costs is sketchy and
inconsistent. As noted previously, the most prominently mentioned source
of data is the Bureau of Labor Statistics' Family Budgets. As stated
earlier, these Budgets have certain inherent limitations which preclude
their use as accurate measures of cost-of-living differences. They are ‘
published’ quarterly for 44 urban areas in terms of two hypothetical families
and three levels of living. . One family is a four-person family with a
fully-employed father aged 38, a non-working wife, and two children aged
13 and 8; the other is a retired couple. The three levels of living are
high, intermediate, and low. The total cost of the budgets is based on a
market basket of goods and services theoretically consumed by the hypothe-
tical families; the content of the baskets is based partly on needs standards,
partly on observed consumption patterns, and partly on judgments by the BLS
staff.

Table 12 indicates the range of the lower budget and shows that extreme
variations occur in only a few cases. Two cities —- Honolulu and Anchorage
-- obviously constitute special cases, and are thus omitted in commenting
on the table. Using the U.S. average urban cost as a base of 100, the
range for the total budget is from 88 in Austin to 108 in Boston and in
San Francisco-0Oakland. For food, the range is from 89 in Austin to 112 in
New York-Northeastern New Jersey. For transportation, the range is from
84 in the New York area to 104 in Buffalo; but in the nonmetropolitan
urban areas in the nation as a whole it is 123. The index for medical
care ranges from 84 in Green Bay to 122 in Los Angeles-Long Beach.

Personal  income taxes range from 66 in Austin to 131 in Boston.

The se budgets are based on different market baskets in each city.
Table 13 shows family budget index numbers which result when there is no
adjustment for regional consumption patterns, availability of public
transportation, and climatic variations. The effect is to reduce inter-
area differentials in consumption costs between the highest and lowest
costs. :

The factors in Table 13 are based on the intermediate budgets. It
can be observed by comparing them to factors in Table 12 that inter-city
variations are smaller 'at the lower than at the intermediate budget level.
Thus, the measurement of geographic differences depends on the budget
level. There is no published statistical series showing geographic
differences at the poverty level, as currently defined.

For this study, differences in living costs were examined, based on
readily available comsumption data, by the Economic Research Service of
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Table 12.

Indexes of Comparative Costs

Based on a Lower Budget for a Four-Person Family, Autumn 1974 1/
(U.S. urban average cost=100)

Cost of family consumption

Food Housing Transportation® Per-

Per- | Medi- | Other | sonal

Total
Area budget| Total
con-
sump-
tion | Total
Urban United States. .. .. 100, 100 100
Metropolitan areas’.. 101 101 101
Nonmetropolitan areas * 94 95 94
Northeast: )
Boston, Mass. . 108 106 104
Buffalo, N.Y. 101 101 101
Hartford, Conn 107 108 105
Lancaster, Pa__ . 100 98 102
New York-Northeastern, N.} 107 106 nz
Philadetphia, Pa.-N.J. . e 103 100 108
Pittsburgh, Pa 97 96 101
Portland, Maine._ . 103 104 102
Nonmetropolitan areas 98 98 100
North Centrai:
Cedar Rapids, lowa. . . 9% 95 91
Champaign-Urbana, 1. - 103 103 98
Chicago, 111.-Northwestern Ind 104 104 103
Cincinnati, Ohio- Ky -Ind_ 94 95 102
Cleveland, OhiO. . ... .o . e mce e 99 100 100
Dayton, Ohi0. ... i 95 96 101
Detroit, Mic 99 99 103
Green Bay, Wi 96 95 91
Indianagolis, nd 98 99 97
Kansas City, Mo.- Kans. 98 99 102
Miwaukee, Wis_____. 101 99 94
Minneapolis-St. Paul, 102 99 98
St. Lows, Ma.-1l1 96 97 102
Wichita, Kans. .. 95 96 97
Nonmetropolitan areas * 97 97 95
South:
Atlanta, Ga._.. 9 95 96
Austin, Tex_ 88 9 89
Baltimore, Md 103 100 95
Baton Rouge, La . 90 93 96
Dallas, Tex.... 91 94 50
Durham N.C 97 97 94
Houston, Tex.. 92 95 95
Nashyille, Ten: 91 94 91
Orlando, Fla.. 9% 98 91
Washington, D.C. 106 104 102
Nonmetropolitan aveas . 89 91 91
West:
Bakersfield, Cahf 95 96 94
Denver, Colo. ... 97 98 93
Los Angeles-tong Beach, Ca 104 1o 98
San Diego, Calif . ... . 101 102 97
San Francisco-Oakland, Cali 108 108 102
Seattle-Everett, Wash 105 107 104
Honoluty, Hawaii_ _ .. 124 120 120
Nonmetropolitan areas * 98 98 95
Anchorage, Alaska. .. .. ... ... oooioeeieoiiiiiiiiieaos 149 143 122

Cloth-| sonal | cal |[family [income

Food Auto- ing care |care® ] con- | taxes
at Total? [Renter3] Total |mobile sump-
home X owners tion®

i00 100 100 100 100 100 100 100 100 100
101 101 102 95 103 101 103 103 104 103
96 93 89 123 92 94 87 87 81 87

105 119 125 97 1] 98 101 9% 106 131
101 99 97 104 106 111 101 88 106 106
105 119 125 102 105 107 121 % 12 96
103 98 100 93 94 103 96 85 92 116
1t 104 105 84 107 100 101 110 114 18
107 91 80 91 m 95 100 101 105 128
100 89 87 95 95 95 101 87 101 109
102 115 117 94 97 101 100 95 108 94
102 96 96 126 95 95 82 89 81 99

9 92 9 97 102 97 102 110 91 74

97 109 114 103 107 104 98 122 96 91
95 103 107 102 106 106 9 118 95 87
102 120 127 103 110 112 112 1 103 101
104 m 115 99 104 113 106 106 103 92
124 143 153 108 115 101 13 105 106 160
97 101 98 124 93 105 91 91 9 100

127 188 209 159 119 122 123 157 100 202

SOURCE: Bureau of Labor Statistics, Monthly Labor Review (June 1975).

1 The tamily consists of an employed husband, age 38, a wife not employed cutside
the home, an 8-year-old gir!, and a 13-year-old boy.

? Housing includes shelter, h nishings and h perations. The higher
budget also includes an allowance for lodging away from home city.

3 Renter costs include average contract rent nlus the cost of required amounts ol

St. Louis, and i D.C. with of 1.4 million or more in 1960, 95
percent for automobile owners and 5 percent for nonowners; all other areas, 100 per-
cent far automobile owners. The higher budget weight is 100 percent for automobile
owners in all areas.

S In total medu:al care, the average costs of medical insurance were weighted

heating fuel, gas, electricity, water, ified , and i on
contents,

¢ The average costs of automobile owners and nonowners in tire lower budget were
weighted by the following proportions of tamilies: Boston, Chicago, New York, and
Philadelphia, 50 percent for both bile owners and . all other metro-
politan areas, 65 percent for automobile owners, 35 percent for nonowners; nonmetro-
pohitan are as, 100 percent for automobile awners. The intermediate budget proportions
are: Boston, New York Cm:ago and Philadelphia, 80 percent for owners, 20 percent
for Ct d, Detroit, Los Angeles, Pittsburgh, San Francisco,

7

by the g proportions: 30 percent for families paying full cost of insurance, 26
percent for families paying half costs; 44 percent for families covered by noncontribu-
tory plans (paid by ).

¢ Other family consumpllon nm:ludes average costs for reading, recreation, tobacco
produtts, and s expenditures.

? As defined in 1960-61. For a detailed description of these and previous geograph-
ical boundaries, see the 1967 edition of Standard Metropolitan Statistical Areas,
prepared by the Office of Management and Budget. .

¥ Places with population of 2,500 to 50,000.




Table 13. Family Budget and Fixed Weight Indexes
of Family Living Costs, Autumn 1974

Family budget indexes | Fixed weight Indexes Family budget indexes | Fixed weight Indexes
Total costs Consump- | Consump- Total costs Consump- | Consump-
Area (including tion tion costs Area {including tion tion costs
income Consump- costs not income | Consump- costs not
and social |tioncosts?| adjusted | adjusted . and social |tioncosts?| sdjusted | adjusted
security for for security for for
taxes)! climate * | climate ¢ taxes) climate * | climate ¢
index 1 Index 2 Index 3 Index 4 Index 1 Index 2 Index 3 index 4
U.S. urban average costs_..._._.._ 314,333 $10,781 $10,880 $10,915 Minneapolis-St. Paul, Minn___ 104 98 98 97 .
- St. Louis, Mo.-l!_. 97 9 97’ 9%

Urban United States_. .. _.______.. 100 100 100 100 Wichita, Kans - 93 94 53 Ed
Metropolitan areas *. . ©102 102 102 102 Nonmetropolitan areas®_..... 92 92 93 92
Nonmetropolitan areas®__._... 96 91 92 92

. South:

Northeast: Atlanta, Ga..._________.___. 91 3 9 95
Boston, Mass, .._....._...... 13y 1 113 H3 Austin, Tex.. 8 S0 9l 92
Buffalo, N.Y__. 107 105 103 102 Baltimore, Md. _ 100 97 99 9
Hartford, Conn. 108 u 108 109 Baton Rouge, La 80 93 95 95
Lancaster, Pa_. 99 98 95 95 Dallas, Tex_. 80 93 95 85
New York-Nort 116 14 13 H3 Durham, N.C 97 96 98 98
Phitsdelphia, Pa.-N.J 103 101 100 100 Houston, T 90 93 u 95
Pittsburgh, Pa.... 97 9% 94 94 Nashville, Te: 9l 94 95 95
Portland, Maine___ - 103 104 101 102 Orlando, Fla. 92 94 97
Nonmetropolitan areas®_.____. 9 9 97 98 Washington, D.C.-Md.-Va. . 105 103 102 102

. Nonmetropalitan areas®. ... 86 8 90 90

North Central:

Cedar Rapids, lowa.....____.. 98 97 |- 9% - 95 | West:
Champaign-Urbana, 1ll______.. 102 102 102 101 Bakersfield, Cafif....... ... 9l 92 91 92
Chicago, Ili.-Northwestern Ind. 103 104 104 104 Denver, Colo. 95 95 95 b2
Cincinnati, Ohio-Ky.~Ind______ 96 97 9% 95 Los Angeles-Long Beach,
10 ). 103 103 102 Calif. 98 99 b 100
-93 95 94 94 San Diego, Catif 98 98 98 9
100 101 101 101 San Francisco-Oakland, 106 106 106 106
T 99 96 95 94 Seattie-Everett, Wash 101 104 104 105
93 100 99 9 Nonmetropolitan areas S0 90 91 9t
97 98 97 96 [ Honolulu, Hawaii. 118 115 115 1313
Milwauhee, Wis. .. 105 101 100 99 |[| Anchorage, Alaska. .. 133 130 132 131

SOURCE: Bureau of Labor Statistics, Monthly Labor Review (June 1975).
. N Ve

1 Indexes reflect differences in average prices, variations in budget items and These Indexes calculated from costs of constant market basket for urban family of 4

quantity weights agsociated with difterences in food consumption patterns, climate, persons, reflect only average price tevels and climatic requirements.

avaitability of public transportation, and life styles in metropolitan and nonmetropolitan ¢ Calculated from costs of constant market basket for urban family of 4 persons. No
areas. Total cost indexes also reflect differences in Federal, State, and tocal income tax adjustments were made for climate. Indexes reflect only differences in average price
requirements. ) levels.

? Consumption costs equal total cost minus nprsonal income taxes, spcial security § As defined in 1960-61. For detailed description of these geographicat boundaries,
taxes, and other nanconsumption items. These indexes reflect all remaining sources see Standard Mstropolitan Statistical Areas, Executive Office of the President,
of variation. Bureau of the Budget, 1967.

3 The fixed weight structure excludes region, transportation, and city size variations. ¢ Places with 2,500 to 50,000 inhabitants.

the Department of Agriculture. The following summary is excerpted from
the report, which is reproduced as Technical Paper XV:

Analysis of the 1965 Household Food Consumption Survey
suggests that the key issue concerning differentials in food
expenditures between urban and rural areas was home-produced
food. This, of course, was the central argument for the
original farm differential in the current poverty threshold.
Producing food at home does involve costs, both direct cash
outlays and indirect opportunity costs, or the income possi-
bilities foregone by committing land, labor, or capital
resources to home production. Two pricing systems were used
in an attempt to capture these costs. When home-produced food
was valued at retail prices, or what would have been spent
for the same food in a retail store, there was only a 7 to 8
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percent difference in expenditures between urban and rural
families. Valuing food at farm prices increases the differ-
ential between urban and rural nonfarm families to 10 percent,
and to 20 percent between urban and farm families.

The meager data available suggest that there is no appre-
ciable difference in clothing expenditures between urban and
rural families. For example, all families have access to
clothing of similar quality at similar prices through mail-
order catalogs. Families in rural areas also shop in stores
similar to those used by urban families. Data are not avail-
able to isolate the effect of urbanization on clothing needs.
Regional variations in clothing expenditures also appear to be
minimal. The only available survey data (as of July 1975) for
answering this question are from the 1960-61 CES, which are
quite outdated. Part of the lack of regional variations in
clothing expenditures can be attributed to the wide climatic
.variations within regions.

Housing was one area in which considerable residential
variation occurred both by region and by urbanization. 1In
terms of shelter (rents and value), there was little differ-
ence in median outlays between many rural areas and urban
places of 2,500 to 50,000 population. Within some regionms,
rural housing was more costly than in central city areas.
Among regions, housing outlays tend to be lower in the South.
Median values and rents appear to be about 20 percent higher
in metro than in nonmetro areas. However, rental units are
less prevalent outside cities. Financing arrangements also
affect ownership costs. In rural areas, repayment periods
are shorter and interest rates are higher on home loans.

Housing outlays for maintenance, repairs, and improve-
ments are lower in nonmetro areas. However, these expendi-
tures are not always lower than similar outlays in central
cities of SMSAs, particularly in the Northeast and West.
Utility costs are also an important factor in housing differ-
entials. Rural households heat more often with L-P gas, a
high price fuel, and less often with natural gas. There is
little information, however, on how this might affect housing
differentials.

There is little hard evidence that transportation costs
are considerably higher in rural areas. Rural households do
travel more miles, but with less stop and go driving, they
tend to get better mileage. The biggest difference in the
transportation situation between rural and urban families
is the lack of public transportation in rural communities.

The lower tax rates evidenced in nonmetro areas appear
to carry with them lower quantity and quality community
services, especially those special services vitally important
to low-income people. Research in this area is sketchy, but
one recent study suggests that the real costs of services in
rural America are much higher than direct outlays might sug-
gest. Health care is a good example. The shortage of
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physicians is more acute in rural areas; patients tend to

drive longer distances to obtain health services, emergency
health services are more likely to be deficient, work-related
injury rates are higher, and a comprehensive approach to health
care delivery is less likely to be present.

The Department of Health, Education, and Welfare and the Federal
Energy Administration explored the effect of rising home-heating costs
on the lower income population. The results showed large variations in
home-heating expenses paid by households in different areas. Also,
energy price increases varied. These variations are due to differences
in climate, housing characteristics, and types and prices of fuel used.

-Living costs can appear to be lower in rural than nonrural areas as
a result of confusing farm with rural residence, and cost of living with
source of income. Farm residents are often assumed to save money by home
production of food. But many nonfarm families in rural and nonrural areas
"also grow food. Special studies reported in Technical Paper XV show that
for each income class rural food expenditures were lower, although there
did not appear to be differences in food prices.

Living costs appear to be lower in the Southern region than in other
regions. Differences may stem from income and expenditure patterns rather
than prices., Income levels are generally lower and poverty rates higher
in the South than elsewhere. It should be added that differences in
" living costs between cities within a region, even within the same state,
are frequently quite significant. :

Shelter costs seem to be lower in rural areas and in the Southern
region than elsewhere. The pattern is less clear when comparing shelter
costs in rural and metropolitan areas to those in small cities and in
central city areas of SMSAs. Patterns then vary among the regions. The
lower rural -and Southern cost of housing may be due to d1fferences in
quality or characteristics of the housing.

Farm—Nonfarm Differences

The Orshansky measure does not recognize any geographic differences
except for the differences between farm and nonfarm households. The
poverty thresholds for farm families are set at 85 percent of the nonfarm
threshold for each family type. . (Until 1969, the farm thresholds were only
70 percent of the nonfarm.) This distinction is not based on measured dif-
ferences of need but rather on assumed cost savings from home-produced food.
With greater home -production of food in nonfarm areas and less on farms,
this difference may diminish significantly. Furthermore, there is some
question about the appropriateness of singling out income differences based
on home production of food when other income differences like employee and
in-kind benefits may represent significant income advantages to nonfarm
families. A Federal Technical Committee in 1973 recommended that the farm-
nonfarm distinction be dropped from the official poverty matrix.
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The Census Bureau has recently redefined a farm as a food-producing
property with annual food sales in excess of $1,000. Using this defini-
tion will significantly reduce the number of farm households counted as
poor in Census tabulations. (Many of them will be counted as poor under
the nonfarm residence classification.)

Attempts to Overcome Conceptual Problems and Data Limitations

v

In addition to examining the BLS Family Budgets and the state welfare
standards of need, other studies were undertaken to aid in overcoming
limitations of existing data sources.

Data used by the BLS for the Family Budget series were compared with
annual data collected by the Department of Agriculture for use in computing
the index prices for farmers. However, quality control was a serious prob-
lem in comparing data for items priced by both agencies. Furthermore, the
number of items which did match, given the quality control problem, was
too small to support the derivation of valid global results. This attempt
to match the two data sources is described in Technical Paper XV.

A common notion is that living costs are highly correlated with
prevailing income levels. Thus, a person may be willing to live in a city
with high housing or transportation costs if he knows that his income 1is
higher than it would be if he moved to another city. Likewise, prices may
be higher because incomes are higher. The correlation between living
costs and income was tested in a study reported in Technical -Paper XIII.
The two data sets were not strongly correlated; only forty percent of the
variation in income levels was statistically explained by the cost of living
data. The test of correlation was repeated by comparing the median family
income in the cities to the cost of housing (as measured by the shelter
component in the BLS family budgets). Again, the correlation between the
two data sets was not strong. The relatively low correlation and limita-
tions in the budget data used for verification indicate that Census median
income should not be used for a measure of cost-of-living differences
without further study.

Updating the Standard

It may be desirable to change the level of any poverty measure from
time to time. Relative measures appear to have an implicit mechanism for
updating but, like the absolute definitions, the level must be revalidated.
One possible method of updating the current poverty matrix, discussed
earlier in this chapter, is to use more recent data on food consumption
and nutritional needs than were used in the original construction. Such
consumption surveys have been conducted at approximately ten-year intervals
and nutrition standards are revised only once every five years. Therefore,
a simpler and more practical method of updating more frequently is
required. ‘Initially the poverty cutoffs were updated by the annual
percentage increase in the cost of the economy food plan calculated by
the Department of Agriculture using food prices paid by survey households
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updated by changes in prices of about 100 foods collected monthly by the
BLS. " Since 1969 the poverty cutoffs have been increased each year by the
annual percentage increase in the Consumer Price Index.

The use of the Consumer Price Index as the updating mechanism for the
poverty lines has been the subject of some disagreement among analysts.
Those favoring it cite its convenience (it is readily available) and wide-
spread acceptance as an index of rising living costs. Those objecting to
it note that it is based on consumption patterns of urban wage and cleri-
cal workers and on price changes of goods and services purchased by such
workers. These may differ from consumption patterns of, and price changes
affecting, the poor, since it is believed that the poor spend greater pro-
portions of their incomes on food and housing. It has been proposed that a
special index, a poor person's index, be constructed by reweighting the
price changes for food, housing, and other items in the Consumer Price Index.
Since consumption patterns also differ according to other demographic char-
acteristics such as age, race, and sex, there have also been proposals to
create-price indexes for special subcomponents of the poverty population
or of the population as a whole, such as the aged or the aged poor.

Table 14 shows examples of special price indexes which have been
crudely constructed to examine the distributional impacts of inflation.

Technical Paper V contains a more complete discussion of these
indexes, including a description of the methodology used for their con-
struction. As shown in Table 14, the special price indexes were generally
very close to the Consumer Price Index until 1972, with some tendency for
the price indexes for the low-income groups to rise at a slower rate prior
to 1967. During the recent period of rapid inflation, however, when price
increases for food and housing outpaced the increases for other items, the
price indexes for the low-income groups increased at a faster rate than the
Consumer Price Index or the price index for the wealthy (families with
incomes above $10,000 in 1960-61). :

In the absence of direct information, current attempts to construct
measures of price changes directly affecting the poor (e.g., Table 14) have
consisted of reweighting expenditure categories to allow for the fact that

~families with low incomes must allot larger shares of their funds to

necessities such as food and housing than households less restricted by
lack of funds. As a general rule, differences in actual items brought and
in point of purchase —- that is, individual items selected and kind of
store patronized -- may be more important in the overall price picture than
the weights attached to family living categories. But the recent disparate
rise in prices of food compared to prices of other commodities reveals
another difficulty in settling on and updating a poverty reference standard
-- namely what is an appropriate starting point?

While a suitable price index for the poor may require a different

"market basket -- or at least a different assignment of category weights --

than for the population at large, the impact on the poor of price changes
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Table 5. Comparison of Consumer Price Index with
Price Indexes for Special Groups, 1953-1975

Price Index for:
Consumer Rural Urban Urban

Year Price Non- Rural Non- Urban Non- Low~

Index All Aged Aged Aged Aged White White Income

Poor Poor Poor Poor Poor Poor Poor |Wealthy| Retired

1953 80.1 81.8 82.1 82. 83.4 81.7 81.3 82.1
1954 80.5 82.2 82.7 82.2 83.5 82.1 81.8 82.5
1955 -80.2 82.0 82.8 81.8 83.3 81.9 81.6 82.3
1956 81.4 83.2 83.9 82.8 84.4 82.9 82.8 83.5 80.0
1957 84.3 85.6 86.3 85.4 87.1 85.4 85.3 85.8 -
1958 86.6 8.0 88.7 87.9 89.7 87.7 87.6 88.1 86.0
1959 87.3 88.4 89.2 88.4 90.1 88.1 88.2 88.5 --
1960 88.7 89.7 90.5 89.5 91.4 89.5 89.6 89.9 88.4 88.3
1961 89.6 90.6 91.5 90.3 92.3 90.3 90.3 90.7 - 89.3
1962 90.6 91.5 92.2 91.2 93.0 91.3 91.2 91.5 -~ 90.3
1963 91.7 92.8 93.4 92.4 94.1 92.5 92.4 92.7 - 91.5
1964 -92.9 93.7 94.4 93.4 95.2 93.5 93.5 93.7 93.1 92.7
1965 94.5 95.1  95.9 94.9 96.6 94.9 95.0 95.1 94.5 94.2
1966 97.2 98.1 98.52 97.8 98.92 97.8 97.8 98.0 97.3 97.3
1967 100.0 100.0 100.02 100.0 100.0% 100.0 100.0 100.0 100.0 100.0
1968 104.2 104.2 - - - - - - 104.2 104.2
1969 109.8 110.0 - - - - - - 109.7 109.9
1970 116.3 116.6 - . - - -~ - - 116.1 116.5
1971 121.3 121.3 - - - - - - 121.0 121.5
1972 125.3 125.7 - ~- - - - - 124.9 125.3
1973 133.1 135.3 - s -— - - - 132.5 134.7
1974 147.7 151.3b 152,13 - - - ——  147.0° 150.5
1975¢  158.3 162.3% 163.52'P 157.2% 161.8°

SOURCE: Monthly Labor Review (August 1975), Tables 22 and 23 for Consumer Price
Index.

Unpublished study by the Social Security Administration for the price index
for the low-income retired.

Robinson G. Hollister and John L. Palmer, "The Impact of Inflation on the
Poor and the Implicit Tax of Inflation and Unemployment: Some Policy Impli--
cations,” in Kenneth E. Boulding and Martin Pfaff, ed., Redistribution to
the Rich and Poor: The Grants Economics of Income Distribution (Belmont,
California: Wadsworth Publishing Co., 1972), Tables 4 and 5 for the other
price indexes, 1953 to 1967.

John L. Palmer and Michael C. Barth, "The Impacts of Inflation and Unemploy-
ment: With Emphasis on the Lower Income Population,” Technical Analysis
Paper No. 2, Office of Income Security Policy, Office of the Assistant Sec-
retary for Planning and Evaluation, Department of Health, Education, and
Welfare (October 1974), Table 2, for the price index for all poor and for
wealthy, 1967 to 1973.

Adjusted for Medicare.

Calculated from expenditure weights reported in above sources and component price
indexes in Monthly Labor Review (August 1975), Table 23.

Average for January-June 1975.
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over a specified time period can still be approximated adequately by an

index for the general population. such as the CPI. It is essential, however,
that the prices for different commodities move up or down at approximately
the same rate. Food prices play a larger role in the spending of the poor,
because food outlays normally comprise a larger share of total outlays for
low-income families than for other families. It is also apparent that in-
creases in outlays for non-food items because of higher rent prices or costs
of a medical emergency, for example, may cause a family to spend less on food.

Over long periods the food component of the Consumer Price Index has
moved at more or less the same pace as the bundle of remaining items.
However, for a variety of reasons, in recent years the food component has
escalated much faster, reaching a peak in the period 1973-74. Trends in
food and non-food components of the CPI are illustrated below.

Year Indexes (1963=100) Year-to-Year Change (percent)
All Items Food Nonfood All Items Food Nonfood
1959 95.2 95.5 94.9 0.8 -1.6 1.9
1963 100.0 100.0 100.0 1.2 1.4 1.3
1969 119.7 119.4 119.7 5.4 5.1 5.5
1970 126.8 126.0 126.8 5.9 5.5 6.0
1971 132.3 129.8 132.7 4.3 3.0 4.6
1972 136.6 135.4 136.7 3.3 4.3 3.0
1973 145.1 155.0 142.1 6.2 14.5 3.9
1974 161.1 177.3 156.2 11,0 14 9.9
1975 . 175.8 192.3 170.8 9.1 8.5 9.3

Late in 1974 the U.S. Department of Agriculture revised its low-cost
food plan. Late in 1975 the Department replaced the economy food plan,
formerly 80 percent of the cost of the low-cost plan, with a new thrifty
food plan. Since these food plans are more adapted to the food consump-
tion patterns of families with limited amounts to spend than are the
~moderate or liberal food budgets, these plans are more suitable for use
in developing a poverty criterion. The costs of these plans for families
of different size, estimated as of December 1974, provided one basis for
updating and refining the official measure in use for the year 1974. On
the other hand, the estimated costs of these plans, based on family food
patterns and choices in 1965, were affected already by the exceptionally
high prices of food prevailing in 1974.

In order to analyze the effect of these high prices on the development
of revised Orshansky poverty lines, the revised low-cost plan was priced
back to December 1972, when food prices stood in a more typical relationship
to other prices. 1In the case of the new thrifty plan, which did not exist
prior to September 1975, an approximated equivalent was also priced back
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to December 1972, By December 1975, the food plan costs showed signs
of dropping back to a smaller annual rate of increase, Trends in the
cost of the revised USDA food plans are as follows:

Eggghly Cost Per-Person Year-to-Year Change (percent)
Thrifty Low-Cost Thrifty Low-Cost
Equivalent Plan Equivalent Plan
Dec. 1972 $28.09 $36.45 -———- -——-
Dec. 1973 34.48 43.85 22.7 20.3
Dec. 1974 39.40 50.17 14.3 14.4
Dec. 1975 40.96 53.00 4.0 5.6

While food prices particularly affect the poor, trends in cost of
homeownership are more important to the nonpoor than to the poor, who
largely rent their housing. Also, in recent years, the costs of homeowner-
ship have increased much more than the costs of rent, in spite of the fact
that the trends in these costs have been similar for long periods. By 1975,
the normal relationship between trends in food and nonfood costs, and
between rent and homeownership appears on the way to being restored. Still,
it is difficult to determine the longrun impact of energy costs on prices,
and the way in which these will affect the poor and nonpoor segments of the
population.

- It is clear that the Orshansky poverty measure, using the cost of a
food plan as #ts core, will be higher if priced out at 1974 costs before
applying the multiplier, than it would be if the food prices of 1972 were
used as the base and the measure moved forward by the change in the overall
CPI. The first procedure, illustrated in Table 8, would incorporate the
recent escalation of food permanently into the measure. The latter would
understate the food cost situation in 1974, but would subsequently reflect
a more typical relationship between food and nonfood price trends. The
pending revisions in the CPI based on 1972-73 expenditure patterns, when
completed in 1977, may render both options obsolete.

Calculating the new poverty lines on the basis of the new food plan
costs at 1974 prices is tantamount to computing income cutoffs priced as
of 1972 and moving them forward year by year corresponding to changes in
the food plan cost estimates, .a procedure originally used with the present
poverty line but abandoned in favor of change in the all-items CPI. It
happens also to be true that 1974 was an unusual year in that median real
income of American families declined by about four percent from 1973, one
of the largest single year declines since income data were first collected
in the CPS in 1947,

Developing the updated criteria for 1974 by using 1972 food plan costs
and moving them forward to 1974 by applying the 17.9 percent change in the
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average all-items CPI from 1972 to 1974 is one way to avoid distorting the
income needs criteria with the atypical food price spiral or the decline

in income. Until the CPI itself is revised on the basis of a more current
market basket, the present index -- based on expenditure patterns prevailing
in 1960-61 —-- may parallel the market basket of a low-income family more
closely than originally intended.

Such alternative calculations of a revised poverty matrix and their
resultant effect on the poverty counts appear in Technical Paper XI. The
figures below illustrate the lower poverty lines resulting from the use of
1972 rather than 1974 as the base year. Based on the thrifty plan equiva-
lent cost in 1972, and raised by 17.9 percent to conform to the rise in the
‘monthly average rise in the CPI between 1972 and 1974, the new poverty cut-
off for 1974 for a two-person family with an elderly head is $3,644, or 23
percent more than the currently used figure of $2,958. ' By contrast, when
derived directly from the 1974 thrifty food plan itself. the 1974 poverty
line for an elderly couple, as shown in Table 8, is $4,324 or 46 percent
higher than the current official measure, )

Poverty Income Criteria in 1974 Based on:

———————————— - —————

Official Thrifty Plan 80 percent of Low-Cost

Criterion or Equivalent Low-Cost Plan _____ Plan _

Elderly couple $2,958 $3,644 $3,791 $4,739

4-Person family 5.008 5,344 5,544 6,930

Population Counted Poor in 1974 (millions)

Persons 24.3 . 31.4 32.6 ¢ 44.3

Families 5.1 6.6 6.9 9.9
Unrelated .

individuals 4.8 6.9 6.9 8.0

Children 5-17
in families 7.5 9.0 9.4 12,7

Obviously, the total number of households or persons counted poor for
the year 1974 decreases too, if the lower new poverty lines are used, but
the count still continues substantially above the 24.3 million identified
as poor by the unrevised official measure now in use.

It 'is sometimes proposed that the poverty cutoffs be updated separ-
ately by geographic area. This might appear feasible since the Consumer
Price Index is published for 24 different cities, the nonmetropolitan
areas of four regions and five "size of place"” areas. However, the city
indexes are not comparable because they are based on different market
baskets for each city, and the regional indexes at most reflect price
increases within smaller cities but not the rural areas.




Income and Resources

General Limitations

0

Poverty measurement can be affected by changing the definition of
income. This chapter explores empirically the effects of some changes
in income definition. Attention initially focuses on the Census Bureau's
definition of income, which is currently used in connection with the
Orshansky poverty matrix.

The Bureau of the Census uses a measure of regular, total, before-
tax, money income, It includes money earned by labor and through property
ownership, as well as funds received from govermment cash transfer programs
(such as Social Security, veterans' payments or AFDC), private pensions
and annuities, and alimony and regular contributions from persons not in
the household. It does not include irregularly received lump sum income,
such as capital gains, tax refunds, earned income tax credit, and prize
money, and it does not include income from illegal sources like theft.

It also excludes in-kind income, employer-paid fringe benefits, the value
of assets not providing current income streams, imputed services from
owner-occupied housing and consumer durables, home production (such as
child care services), and undistributed corporate profits. The Census
also measures income over the time period of a year and excludes data on
income in previous years as well as data on income variations within a
year,

It is difficult to modify the definition of income for statistical
purposes given the general lack of regularly collected income or resource
information associated with social and demographic characteristics in any
form other than that used by the Census Bureau in its income definition.
Thus, changes in the definition of income for statistical purposes could
require either an expanded Current Population Survey (which is unlikely
because the March CPS questionnaire is already very long) or the use of
arbitrary imputation techniques involving computer simulations with
various data sources. _ ¢

The Accounting Period

Although measures of income are currently based on annual information
which does not allow for pre-year or intra-year fluctuations, measures
based on information collected more or less frequently would also have
problems. For example, measures based on information collected over
periods as short as a month would be very sensitive to temporary income
changes, while measures based on information collected over periods longer
than one year would incorporate recall difficulties,

The effect of the accounting period on the count of the poor popu-
lation is considerable. In general, a short accounting period includes
more people with large variance in income over time while a long account-
ing period includes fewer people but relatively more people with steady
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but low incomes. Technical Paper VI, which used the University of Michigan
Panel Survey data, found that a one-year accounting period produces a
significant increase in the number of self-employed among the poor when
compared with multi-year periods. Only about 3-1/2 percent of the self-
employed were poor under a five-year accounting period, but 16 percent

were poor for at least one year of the five years with an annual defini-
tion. No other group experienced increases of this magnitude, however.

The groups with the greatest incidence of poverty, such as nonwhites, the
aged, and female-headed families, show the smallest increases in poverty
rates with a shortened accounting period.

The study also found that 31 percent of those who were poor in 1972,
using an annual definition, would have been considered non-poor if a five-
year definition had been used. On the other hand, 17 percent of those
poor under the five-year definition would have been non-poor in 1972.

One source of data on monthly fluctuations in income is the records
of the income maintenance experiments, which provide payments to low-
income families. With these data it is possible to illustrate the
potential impact of using monthly, rather than annual, income to define
poverty. Table 15 shows the number of months different families, whose
annual income in 1970 (prior to receiving income supplement payments) was
above or below the poverty cutoff, were poor on a monthly basis in omne
experimental site (Denver). (Because these data reflect monthly adjust-
ments for family size as well as income, 1.4 percent of poor families are
portrayed as having spent no months in poverty and 0.4 percent of the non-
poor families are portrayed as having spend 12 months in poverty.) These
data show that people with annual incomes below the poverty cutoff were
most likely to be in poverty over half of the 12 months and 85 percent of
them were poor for 6 months or more. Only 52 percent were in poverty all
12 months. On the other hand, 70 percent of the non-poor families were
never poor on a monthly basis and 88 percent were in poverty 3 months or
less. Nearly 96 percent were below poverty 6 months or less, and about
3 percent were in poverty 6 months or more.

Assets

The lack of any regularly conducted survey dealing with assets also
makes it exceedingly difficult to adopt a wealth or asset concept for
statistical purposes. Including assets in the definition of income would
decrease the number of poor counted if no compensating change were made
in the threshold.

Technical Paper VI, prepared for this study on the basis of the
University of Michigan Panel Study, which followed 5,000 families for
six years, shows that the inclusion of income from imputed rent from
homeownership reduced the annual size of the poverty population by about
16 percent. When income was defined to include all liquid assets, the
poverty population was reduced by 18 percent. When a definition of
income was used that included net worth available to meet consumption
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Table 15. Distribution of Families by Number of Months in Poverty
on a Monthly Basis by Poverty Status on an Annual Basis, 1970

Annual Number of Months in Povertya

Poverty

Status Total 4] l 1 J 2 [ 3 l 4 5 6 ' 7 l 8 ’ 9 10 11441 12
Poor 100% 1.4 1.2 1.8 0.7 2.6 3.2 3.9 6.3 6.5 8.6 5.5 6.2 52.1
Nonpoor 100% 70.1 7.3 6.3 4.7 3.6 2.2 2.1 1.2 1.1 0.6 0.2 0.1 0.4
All Families 100% 53.8 5.9 5.2 3.7 3.3 2.5 2.5 2.4 2.4 2.5 1.5 1.5 12.8

SOURCE: Special tabulations of families in the Denver Income Maintenance Experiment.

Poverty status based on a monthly accounting period.

requirements, 41 percent of those poor under the current income defini-
tion became non-poor.

When one looks at the effect on various groups, the self-employed
and the aged had a far greater incidence of poverty under a simple income
definition than they did when the definition included other kinds of
wealth. Nonwhites, families with school-age children, and the employed
but non-self-employed were affected least when net worth was included in
the income definition; these groups are the least likely to have assets,

Taxes

Federal income taxes have only a minor statistical impact on poverty
measurement. This is because Federal tax liability was revised to exclude
most persons counted poor by the current measures. The standard deduction
of $1,300 coupled with a $750 exemption for each family member results in
exempting a large proportion of the earned income of the poor.

Technical Paper XVII discusses the result of using income, from which
Federal income taxes have been subtracted, as a measure of income. After-
tax income does increase the number of people counted as poor, but the
increase is not very great. Demographic characteristics of this larger
group are highly correlated with those of the poverty population with the
standard before-tax concept,

, One important tax affecting the poor is the payroll deduction for
Social Security benefits, A computer simulation using the March 1975
Current Population Survey estimates that excluding from income the 5,85
percent tax on earnings would have increased the number of officially
poor by 1.27 million persons in 1974. These calculations do not include
the impact of the earned income tax credit (enacted in 1975). Below the
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level of the Federal tax systems, the incidence of state and local taxes
(property, income, sales, gasoline) varies significantly and is difficult
to determine.

In-Kind Income

Estimates of poverty reduction for food stamps are generally better
than for other in-kind benefits. 1Inclusion of the bonus value of food
stamps in income reduced the poverty population in 1974 or earlier years
by about 5 to 15 percent. Furthermore, families with large numbers of
children would be affected .more than other family types because of their
higher participation rates in the food stamp program.

Technical Paper VII describes a number of studies which evaluate
the effects of in-kind income on poverty counts. These studies suggest
that poverty counts will be reduced significantly if in-kind transfers
are included in household income and no change is made in the poverty
threshold.

Consumption Unit

Under current practice, the poverty status of a person 14 years of
age or older who does not live with a relative is wholly determined by
the income of that person. The poverty status of a person who lives with
one or more relatives is determined by the income of that person plus the
income of those relatives with whom he or she lives. Because income
questions are not asked of persons under 14 years of age, unrelated indi-
viduals in this age group have neither family income nor income of their
own, and are excluded from the poverty universe. Table 16 indicates what
would happen to poverty counts if the current family concept were replaced
with a household concept, i.e., all household members treated as if they
were related. The table shows that about one million unrelated indivi-
duals who are now counsidered poor would not be considered poor under the
household concept. The revised concept would also shift about half a
million family members from poor to non-poor. The use of a household con-
cept implicitly assumes that all household members pool their resources.
The results of this analysis depend on the amount of pooling of resources
and consequent economies of scale under various living arrangements. The
assumption is most reasonable in the case of young unrelated individuals
living with a family, but it may not be as reasonable for certain other
living arrangements, e.g., several unrelated individuals living together.
Technical Paper X contains a more complete treatment of this subject. In
addition, the notion of "potential for independent living on one's own
income" has been used by Orshansky and the Social Security Administration.
There are about 1.3 million other relatives living in non-poor families
who would be classified as poor if they were unrelated individuals.
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Table 16.

and a Definition Based on Household Income
(In millions)

Poverty Status in 1974 Based on the Current Definition

Poor By
Poor By Definition | Difference
: Current Based On In Number
Persons by Age, Sex, Relationship to
Poverty Household 0f Poor
Head of Household, and Household Composition Total Definition Income Persons
(1) (2) 3) (3)-(2)
All persons (except unrelated individuals under 14 yrs. of age) 209,343 24,260 22,678 -1,582
All family members: ¢ -+ -+ - -+ 190,471 19,440 18,920 -520
All unrelated individuals 19,100 NA 3,791 NA
Under 14 years of age. 229 NA 34 NA
14 years of age and older. 18,872 4,820 3,758 -1,062
All unrelated individuals 14 years of age and older:
14 to 17 .. .. e e e e e 148 134 21 -113
. 18 t0 24 « + v 4 e e 0 e e 0 2,817 814 405 -409
25 to 64 e e e e e e e 9,413 1,812 1,412 ~400
65 and older e e e e e e e 6,493 2,059 1,920 -139
Males:
Living with a family. . . 560 225 52 -173
Living with unrelated ind1v1duals 2,413 536 201 -335
Living alone-: - - - .. 4,918 840 840 4]
Females:
Living with a family- .o 336 205 27 ~-178
Living with unrelated individuals 1,634 569 193 -376
Living alone* 9,021 2,445 2,445 0
SOURCE: Special tabulation of the March 1975 Current Population Survey.
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V. ALTERNATIVE POVERTY COUNTS BASED ON AVAILABLE DATA

This chapter investigates the effect of some alternative poverty
measures on the statistical description of poor populations. 1/ It deals
with the poverty cutoffs, not with the definition of income. ~In Chapter
IV, it was shown that modifying the income definition by including some
cash equivalent value of in-kind benefits or assets would lower the
poverty count if the poverty cutoffs were not simultaneously changed to
be consistent with the new income definition. Similarly, poverty counts
would be reduced if underreporting of cash income were corrected in the
Census and CPS surveys, or if irregular cash income were counted. How=-
ever, these commonly proposed changes to the definition of income cannot
be incorporated into the poverty measure without modifying the Census or
CPS surveys or developing new surveys from which to derive a poverty
count. Furthermore, the statistical effect of these modifications is not
approximated by simple adjustments of the poverty cutoffs, such as by
lowering them, because subgroups of the poor population are affected
differently by changes in the income definition. For example, the income
of the elderly would probably be raised more by the inclusion of the
value of assets than would the income of young family heads.

The change which is most commonly proposed in connection with the
poverty cutoffs is to raise them. This reflects a presumption that the
standard of living, however defined, has risen in this country since
the official poverty level was originally established. Also, it is not
generally believed that U.S. citizens need less now than they did in the
past. These notions are implicit in such proposals as: revising the
Orshansky matrix on the basis of current food plans and consumption
patterns; identifying the lowest quintile of the income distribution
as the poverty income level; setting the poverty level at 507 of median
income; using public opinion polls to determine a generally accepted
level of income adequacy; or using the lower BLS family budget as a
poverty budget. Similarly, most administrative adaptations of the pov-
erty line in Federal programs have the effect of enlarging the population
of program beneficiaries beyond those identified as poor by the official
poverty measure.

However, not all commonly proposed changes to the poverty cutoffs
or income definition can be linked simply to higher or lower poverty
counts. For example, if the thrifty food plan were used as a basis for
the poverty cutoffs, but without simultaneously raising the ratio of
incame~to~food costs, the cutoffs for some families would be lowered
and others raised. Similarly, if poverty cutoffs were annually updated
using a price index based on food or on items in a special poor person's
index, rather than on the Consumer Price Index, the poverty cutoffs
could be higher in some years and lower in others than the current
cutoffs. Presumably, geographic adjustments to the poverty cutoffs would
raise them in some places and lower them in others; removing the current
ad justment for farm residence would raise the poverty counts only
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slightly. Simplifying the current poverty matrix by removing distinctions
for sex of head and presence of children would affect the poverty status
of families according to sex and age of family members. If Federal or
state and local income taxes, Social Security payroll deductions, or-
other taxes were excluded from the income definition (and the poverty
cutoffs were not simultaneously changed), the poverty count would be
increased, although this could be offset if the Federal tax credit for
earned income were counted as income. Changing the definition of family
or using households rather than families as accounting units could raise
or lower the count depending on the change made. Applying a recently
proposed index of employment and earnings inadequacy and a price index
for the elderly might cause poverty counts of these groups to differ from
counts under a single national poverty measure.

It is not. practical to describe here the statistical effects of-
adopting all of the variously proposed alternative measures. Of the
many possibilities, the analysis here considers four groups of definitions
totalling 13 specific alternatives (the current poverty measure and 12
others selected for analysis by the Poverty Studies Task Force). These
were selected because: they can be studied with readily accessible data;
they are similar to administrative poverty measures or income etigibility
criteria currently used in Federal programs; and they can be used to’
approximate the effects of adopting some concepts discussed in the earlier
chapters.

Alternative Poverty Definitions

The four broad groups of alternatives are: simple proportionate
increases or decreases of the current poverty matrix, simplifications
of the current poverty matrix, single-dollar thresholds, and relative
measures based on median income. The current poverty measure was also
included to provide a point of reference against which the other measures
could be compared..

The first group consists of four matrixes derived by multiplying
each of the cutoffs in the official poverty matrix for 1974 (shown in
Chapter I, Table 1) by 75 percent, 125 percent, 150 percent, and 200
percent. One reason for the selection of these cutoffs was to demonstrate
the importance of the level of the poverty thresholds, compared to that
of adjustments for residence and family composition (analyzed in the next
set of alternatives) in determining the poverty population. Also, some
Federal programs, such as those of the Department of Agriculture, define
eligibility on the basis of simple proportional increases in the official
poverty cutoffs. Furthermore, as noted earlier, many commonly proposed
poverty measures have the effect of raising the poverty income levels.
The statistical effect of such changes can be approximated by reference
to one of the higher sets of poverty cutoffs included here. A poverty
line set at 75 percent of the current threshold is also shown. This
information is provided to identify those groups of people who are most
severely in need. Furthermore, in making administrative adaptations of
the poverty line, program administrators may desire to raise income
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eligibility criteria above the poverty line in some places and lower the
criteria below the poverty line in other places, im order to accommodate
variations in local labor markets, local prices, the extent of poverty, or
other conditions. Simple scalings of the 1974 poverty cutoffs for a nonfarm
male-headed family of four with two children are as follows:

75% of 1257 of 150% of 2007% of
Current Current Current Current Current
Measure ﬂeasure Measure Measure Measure
$3,750 $5,000 $6,250 $7,500 $10,000

The second group consists of three progressive simplifications of
the current poverty measure. These were studied because it has been argued
that the various adjustments for residence and family composition are not
accurate or necessary. Also, most administrative uses of the poverty
measure as an eligibility criterion do not incorporate all of the refine-
ments in the current poverty matrix. For example, the income eligibility
guidelines of the Community Services Administration are based on family
size and farm-nonfarm residence, but not on sex of head or number of
children under 18. Other administrative guidelines include distinctions
only for family size. For this analysis, first the farm-nonfarm differ-
ential was eliminated by using the nonfarm thresholds of the current
poverty matrix. Next, the distinction based on sex of the head was
eliminated by using the nonfarm male-headed family thresholds. Finally,
the distinctions for the number of related children under 18 were eliminated
by using weighted average thresholds for each family size category.
Simplified poverty cutoffs in 1974 are shown below. For nonfarm and
male-headed family cutoffs, see Table 1.

Family-Size 1974 Weighted Average
and Type Poverty Cutoffs
1 Person $2,610
Under 65 2,658
Over 65 2,387
2 Persons 3,220
Head under 65 3,329
Head over 65 ' 2,984
3 Persons 3,957
4 Persons 5,040
5 Persons 5,957
6 Persons . 6,706
7 -or more Persons 8,278

The third group consists of two single-dollar poverty thresholds,
which are invariant with respect to family size. The first, the low
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threshold, was $3,200 for all families; that amount was chosen because
it yielded a poverty count equal to the nufiber of poor persons derived
by the current measure in 1969 from the 1970 Census of Population. The
high threshold is the average weighted threshold for a nonfarm family
of four in the current poverty matrix, equal to $5,038 in 1974.

Such measures serve as a point of reference to illustrate the effect
of variations for family size on the composition of the poor. Single-
dollar cutoffs are sometimes used for analytical purposes or as admin-
istrative criteria for distributing Federal funds. The Comprehensive
Employment and Training Act, for example, distributes manpower revenue-
sharing funds to local governments in part (by a weighting factor of 12.5
percent) based on the number of families in each unit of a government's
jurisdiction with an income less than a fixed amount; and a $2,000 threshold
was used for distributing Title I funds under the Elementary and Secondary
Education Act until 1974. Although in this analysis the high threshold
(like the current measure) was varied over time by the annual rise in the
Consumer Price Index, the low threshold was held constant at $3,200 over
the eight-year period of analysis, 1967-1974. Thus, the low threshold also
illustrates the effect of a poverty measure which is not annually updated.
Single-dollar cutoffs in 1974 are presented below.

Low Cutoff High Cutoff

$3,200 $5,038

The fourth group consists of three different relative measures of
poverty. Each measure is based on 50 percent of some median income. Fifty
is an arbitrary percentage which was selected because it is frequently
used in discussions of relative poverty measures. The interest in these
measurés is primarily in their behavior over time and their relationship
to the more conventional measure(s) updated by the Consumer Price Index.

Tne first relative measure examined was a double threshold dis-
tinguishing between families and unrelated individuals: for families,
the poverty threshold was set at 50 percent of median family income
($6,418 in 1974, or 50 percent of $12,836); for unrelated individuals,
the threshold was set at 50 percent of the median income for unrelated
individuals ($2,220 in 1974, or 50 percent of $4,439). This large
difference in the thresholds for these two groups of people reflects
the fact that unrelated individuals as a group receive much lower incomes
than families.

The remaining two relative measures considered use 50 percent of a
base median income and adjust it for family size by using the equivalence
scales implicit in the current poverty measure. (These equivalence scales
are described in Chapter IV and are illustrated in Table 11.) In one
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case, the base median income is that for all families ($12,836 in 1974);

in the other, the median income is that for a nonfarm family of four with

a male head and two children ($14,004 in 1974). In both cases, 50 percent
of the base median income was assumed to represent the poverty threshold
for the typical family of four just described, and the equivalence scale
was used to calculate the comparable cutoffs for the 123 other family sizes
and types. Income eligibility criteria based on median income have been
included in recently enacted legislations, such as Title II of the Housing
and Community Development Act of 1974 and Title XX of the Social Security
Act. Those definitions, however, use local median incomes rather than

the national median. Title XX requires the median income for each state

to be used in establishing its income eligibility standard, and the housing
Act uses median income for a metropolitan area in establishing the income
eligibility level for the area. National median incomes in 1974 were as
follows:

All families $12,836

Male-headed
Nonfarm families of four
With two children $14,004

Unrelated individuals $ 4,439

The effect of the alternative measures on the size of the poverty
population in 1974, based on the March 1975 Current Population Survey,
is described in the next section.

The Number of Poor, 1974

Figure 3 illustrates the effect of the 13 definitions of poverty
on the size of the poverty population. Portrayed as the first bar on
these graphs, the current poverty measure provides the basis of compari-
son for the other measures. :

Successively scaling the current poverty thresholds by 75 percent,
125 percent, 150 percent, and 200 percent has the largest impact on the
number of poor persons and poor families, and the poverty population is
largest for 200 percent of the current measure. A pattern of increase is
observed with the upward shifts: for every 5 percent increase in the
current cutoffs, approximately two million persons are added to the poverty
population, and the percent of the population counted as poor increases one
percentage point. This pattern was also observed for the downward shift to
75 percent of the current measure. As shown in Table 17, the number of
poor persons rises from 14.5 million with 75 percent of the current measure,
or 6.9 percent of the population to 69.4 million, or 33.1 percent of the
population with 200 percent of the current measure. The comparable poverty
rates for families are slightly lower, 5.5 percent and 28.8 percent.
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“Figure 3. Poverty Rates for Persons, Families, and Unrelated Individuals
Under Alternative Poverty Measures, 1974
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Table 17. Comparison of Poverty Population
Under Selected Alternative Definitions of Poverty, 1974

Persons Classified as Poor
Dollar Percent of
Alternative Definition Level of

Threshold® Number Total

(millions) - Population
Current measure . $ 5,038 24.3 11.6%
75% of current measure 3,779 14.5 6.9
125% of current measure 6,298 34.6 16.5
150% of current measure 7,557 45,2 21.6
200% of current measure 10,076 69.4 33.1

SOURCE: Special tabulations by the Census Bureau from the March 1975 Current
Population Survey.

a Weighted average threshold for a nonfarm family of four.

Compared to the current measure, the progressive simplifications
of the current measure have little impact on the size of the poverty
population, Eliminating the farm—-nonfarm differential raises the poverty
rate slightly to 11.7 percent, as 70,000 farm families and 19,000 unre-
lated individuals living on farms (a total of 274,000 persons) are added
to the poverty population. An additional 612,000 persons are counted as
poor when the higher thresholds for male~headed families are substituted
for the thresholds assigned to female-headed families in the Orshansky
matrix, raising the poverty rate to 12.0 percent. In the final simpli-
fication, the variations based on number of related children under 18
were omitted. The number of poor unrelated individuals is therefore
unaffected. The number of poor persons and the number of poor families
decreases slightly, and the poverty rates are virtually the same, 12.0
percent and 9.4 percent, as in the previous simplification. Additional
analysis of the effect of progressive simplifications of the cutoffs is
found in Technical Paper XI, which deals with updating and revising the
current poverty measure on the basis of current food plans and consumption
patterns.

The poverty count resulting from the low single-dollar threshold
($3,200) is 17.4 million persons, considerably lower than the population
defined by the current measure -- 24,3 million in 1974 -- and the lowest
of any of the alternatives, with the exception of 75 percent of the
current measure, However, the impact on families differs greatly from
the impact on unrelated individuals. Far more unrelated individuals
are poor under this definition, and far fewer families. With the high
single-dollar poverty threshold ($5,038), a much larger number of persons
are included in the poverty population, 32,7 million. Compared to the
current poverty measure, this difference is due entirely to the family
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size equivalences, as many more small families (two and three persons)
and unrelated individuals are counted as poor with the high single-
dollar cutoff. This poverty measure produces the largest number of poor
unrelated individuals, about 10.5 million. Although the number of both
poor families and poor unrelated individuals increases, this poverty
population is comprised of a smaller proportion of persons living in
families than the current poverty population, as shown in Figure 4.

100 (-

Unrelated
Individuals

Unrelated
19.9 Unrelated Individuals
80.1 Individuals

32.2
67.8

41.9
58.1

50—

Percent

Living
in

Families
Living

in

Living Families
in

Families

25—

Current Low High

Poverty Single- Single-

Measure Dollar Dollar
Cutoff Cutoff

SOURCE: Special tabulations by the Census Bureau from the
March 1975 Current Population Survey.

-Figure 4. Distribution of Poor Persons by Living Arrangements,
Current Poverty Measure and Single-Dollar Poverty Cutoffs, 1974

The three relative poverty measures based on 50 percent of median
income all produce higher poverty counts than the current measure. Al-
though two measures -- 50 percent of median income unadjusted for family
size except by families and unrelated individuals, and 50 percent of
median family income adjusted by the equivalence scale implicit in the
current poverty matrix -- produce almost identical counts of poor persons
(about 36 million), the former poverty population has more families and
fewer unrelated individuals than the latter. Reflecting the very low
median income of unrelated individuals and the resulting lower cutoff in
the first instance, $2,220 compared to $3,192, fewer unrelated individuals
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are counted as poor when 50 percent of their own median income is used.
On the other hand, the adjusted 50 percent of median family income loses
more two-person and three-person families than it gains five-or-more-
person families, compared to the unadjusted 50 percent median income
measure, so that the number of poor families falls. This comparison
provides another illustration of the effect of equivalence scales on
poverty counts, Finally, using 50 percent of the median income of the
base case family (nonfarm, two-child family of four with a male head)

ad justed for family size produces a poverty population almost as large
as that with 150 percent of the current poverty measure, 41.2 million.
The reason is that the cutoff for the base case family is very similar
for each measure, $7,002 compared to $7,500; consequently, the full poverty
matrixes are very similar.

In summary, the largest impact on the size of the poverty population
results from large increments in the level of the current thresholds.
O0f all the alternatives considered, the poverty population is largest
when 200 percent of the current poverty measure is used, but even 150
percent of the current measure yields a higher absolute poverty count
than the other measures. Because of their small family size and generally
low income, unrelated individuals are an exception; the high single-
dollar threshold generates the largest number of poor unrelated individ-
uvals. Using 75 percent of the current measure produces the smallest
poverty population for both persons in families and unrelated individuals.

Characteristics of the Poor, 1974

An important consideration in analyzing the alternative definitions
of poverty is the composition of differing poverty populations. Knowing
precisely who is counted as poor is as important as knowing the number
of poor. This section explores the impact of the various poverty defini-
tions on the characteristics of the poor in 1974. As general background
to this discussion, a brief description of the current poverty population
is provided.

Under the current poverty measure, the poverty population has a
greater proportion of the elderly, female-headed families, blacks, the
poorly educated, and unrelated individuals (especially elderly unrelated
individuals) than the general population. For example, 46 percent of
poor families are headed by a female, and children in female-headed
families are about 6 times as likely to be poor as children in male-
headed families (52 percent vs. 9 percent). Blacks are more than 3
times as likely as whites to be poor; blacks comprise almost one-third
of the poor population, compared to only 11 percent of the total popu-
lation. About 16 percent of the elderly are poor, compared to a poverty
rate of 12 percent for the general population, and the elderly constitute
14 percent of the poverty population. Only one-third of poor persons over
14 years have a high-school diploma. Although about two~thirds of poor
families receive some earnings, employment tends to be unstable; only 19
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percent of poor family heads have full-time, year-round employment.
Table 18 summarizes some of these characteristics.

Table 18. Selected Characteristics of the Poverty Population
Under the Current Definition, 1974

Percent of
Total
Population

Characteristic Poverty

Percent of
Population

Persons

Black 30.8% 11.4%2
Elderly 13.6 10.1
Living in female-headed family 35.3 1.1
Families

Female-headed 46.0 13.0
Received earnings 62.1 88.9
Head worked full-time, year-round ) 19.2 61.4

SOURCE: Special tabulations from the March 1975 Current Population Survey.

The summary discussion in this section is intended to highlight the
major impacts of the alternative definitions on the composition of the
poor. Several specific characteristics were selected for this illustra-
tion: female-headed families, the elderly, blacks, and the working poor.
Separate consideration has also been given to school-age children because
of the focus of this study on Title I of the Elementary and Secondary
Education Act. The poverty rates and the composition of the poor by a
more complete set of characteristics are provided in Tables 19 and 20.

To simplify the following descriptions, several generalizations
can be made about the observed trends in the alternative poverty popula-
tions. Those definitions which most alter the size of the poverty
population also have the greatest effect on the characteristics of the
poor. As the current poverty measure is successively scaled by 75 percent,
. 125 percent, 150 percent, and 200 percent, the poverty rate for each
subgroup increases but at a different rate., The composition of the ever
larger poverty population approaches that of the total population.
Progressive simplifications of the current measure, on the other hand,
have negligible impact on the composition of the poor, as is evident
in each of the accompanying figures, and for the most part will be ignored
in this analysis. The single~dollar thresholds, which are invariant with
respect to family size, change the composition of the poor to a large
extent because of their differential screening of large and small families.
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Table 19. Poverty Rates by Selected Characteristics
for Alternative Poverty Definitions, 1974

Simplifications of Single-Dollar
Scaling of Current Measure Current Measure Cutoffs Relative Measures

Universe 50% U.S. | 5% 4-Person
Characteristics (in Current Male Age 50% LS. | Median Median

thousands) | Measure 75% 125% 150% 200% Nonfarm | Nonfarm | & Size Low High Median, | F amily, Family,

) Unadj . Adj. Adj.
Persons

Total ..ovinnunnnn.s 209,343 11.6% 6.9% 16.5% 21.6% 33.1%2 11.7% 12.02% 12.02 8.3% 15.6% 17.4% 17.3% 19.7%
Living arrangements:

In families ... 190,471 10.2 6.1 14.6 19.4 31.0 10.3 10.6 10.5 5.3 11.6 16.9 15.3 17.5
Male headed . 167,227 6.5 3.6 10.2 14.7 26.4 6.7 6.7 6.8 3.2 7.9 12.3 10.8 12.9
Female headed .. 23,245 36.8 24.2 46.0 53.1 64.3 36.9 38.7 37.6 20.4 38.6 49.8 47.0 50.9

Unrelated indi-
viduals ......... 18,872 25.5 15.1 36.2 43.9 54.8 25.6 26.6 26.6 38.6 55.7 22.1 37.6 41.4

Race:

White .. 182,355 8.9 5.2 13.2 17.9 29.2 9.1 9.3 9.3 7.0 13.5 14.7 13.8 16.1

Black . 23,704 31.5 20.1 41.5 49.2 62.4 31.6 32.5 32.2 18.0 31.7 37.7 42.9 46.5

Qther .. 3,284 15.1 9.5 21.7 26.0 38.8 15.0 15.8 15.7 9.3 17.8 21.0 22.1 23.9

Age: R

Under 5 years .... 16,002 ; 16.7 10.9 22.8 29.3 44.1 16.8 17.1 17.1 8.3 15.8 21.7 23.7 26.8

5-17 years .. 49,800 s 9.2 20.4 25.9 39.1 15.3 15.7 15.6 5.9 11.9 16.7 21.2 23.8

18-64 years? .. 122,414 8.8 5.5 12.5 16.5 26.3 8.9 9.2 9.1 6.6 A2.5 13.9 13.1 15.0

65 years & over .. 21,127 15.7 6.7 25.9 35.1 50.3 15.9 16.1 16.0 23.8 42.4 36.3 27.3 31.8

Families

Total ...... caesanae 55,712 9.2 5.5 13.3 17.9 28.8 9.3 9.6 9.4 6.1 13.5 19.6 14.0 16.1
Sex of head:

Male ... .. 48,470 5.7 3.1 9.2 13.4 24.2 5.8 5.8 5.9 3.8 9.6 15.0 9.8 11.7

Female ........... 7,242 32.5 21.2 40.8 47.6 59.5 32.5 34.5 33.1 21.6 39.4 50.3 41.8 45.4
Presence of children:

None .. 24,381 5.1 2.5 8.7 12.7 22.1 5.2 5.3 5.3 5.5 14.7 22.3 9.2 1.1

One or more ... 31,33 12.4 7.8 16.9 21.9 34.0 12.5 12.9 12.6 6.6 12.6 17.4 17.7 20.0
Employment status

of head:

Employed .... 40,419 5.1 3.0 7.8 11.1 20.4 5.2 5.4 5.3 2.9 6.6 10.4 8.3 9.8

Unemployed .. 2,797 16.1 - 10.9 22.8 29.2 43.0 16.1 16.4 16.4 9.6 18.4 27.1 23.8 26.9

Not in civilian

labor force ..... 12,497 20.9 12.3 29.1 37.1 52.7 21.0 21.6 21.3 15.6 34.7 47.4 30.0 3.0

Source of income:®

Earnings ........ . 49,529 6.4 3.8 9.8 13.7 23.8 6.5 6.7 6.7 3.7 8.5 13.4 10.3 12.2

Social Security .. 12,162 10.0 4.5 16.9 24.3 39.9 10.2 10.4 10.4 8.5 24.5 36.3 17.7 21.4

Public assistance. 4,359 46.9 27.4 59.4 68.3 79.8 47.0 48.6 47.7 28.0 53.9 66.1 60.7 65.3

Unrelated Individuals
Total ..ce.n.. vese.. 18,872 25.5 15.1 36.2 43.9 54.8 25.6 26.6 26.6 38.6 55.7 22.1 37.6 41.4
Sex:
Male .. 7,890 20.4 13.2 28.0 34.0 46.5 20.5 20.5 20.4 28.1 43.6 17.3 29.0 32.0
Female . 10,981 29.3 16.4 42,1 51.0 62.1 29.3 31.0 31.0 46.2 64.3 25.6 43.9 48.2
Employment status:

Employed . 9,660 13.2 9.0 18.7 23.3 33.6 13.3 1401 14.0 19.1 34.1 11.4 19.4 21.6

Unemployed .. . 930 32.4 23.7 40.2 45.3 59.4 32.4 34.0 34.0 40.0 58.9 28.8 41.3 43.4

Not in civilian

labor force .. 8,282 39.2 21.1 56.2 67.7 79.0 39.3 40.5 40.4 61.2 80.4 33.9 58.5 64.2

Source of tncome:P

Earnings ...... .. 11,609 14.6 9.2 20.9 26.0 37.1 14.7 15.6 15.6 21.4 37.6 12.2 21.7 24.2

Social Security .. 6,982 30.7 11.9 49.6 62.8 75.7 30.9 32.0 31.9 56.0 77.9 25.6 52.3 58.9

Public assistance. 1,656 62.7 30.6 79.8 90.8 96.1 62.8 64.9 64.9 84.2 95.9 56.0 81.7 87.0

SOURCE: Special tabulations by the Census Bureau from the March 1975 Current Population Survey.

2 Includes a small number of heads, wives, and unrelated individuals 14-17 years of age.

b A family or unrelated individual may have more than one source of income. Consequently, the totals for these categories exceed the numbers
of families and unrelated individuals.
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. Table 20. Distribution of the Poverty Population
by Selected Characteristics for Alternative Poverty Definitions, 1974

simplifications of

Single Dollar

Relative Measures
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Total Current Scaling of Current Measure Current Measure Cutoffs
Characreristics Population | Measure , Male Age 50% U.S. 50% U.S.] 50% 4-Person-
75% 125% 150% 200% Nonfarm | Nonfarm | and Size Low Righ Median, Median [Median
. Unadj . Family, | Family,
Adj. Adj.
Persons
Number (in thousands). 209,343 ' 24,260 14,538 34,615 45,211 69,389 24,534 25,146 25,060 17,392 32,653 36,400 36,148 41,167
Living arrangements: A
© In tamilies 91.0% 80.12 80.5% 80.3% 81.7% ‘85.1% 80.3% 80.0% 80.02 58.1% 67.8% 88.52 80.4% 81,02
Male headed . . 44.8 41.7 49.4 54.4 63.6 . 45.4 44.3 45:1 30.9 40.3 56.7 50.1 52.3
. Female headed ..... 11.1 35.3 38.8 30.9 27.3 21.5 34.9 35.8 3A‘9, 27.2 27.5 31.8 30.2 28.8
Unrelated )
ind{viduals ....... 9.0 19.9 19.5 19.7 18.3 14.9 19,7 20.0 20.0 41.9 32.2 11.5 19.6 19.0
Race:
87.1 67.2 65.1 69.5 72.3 76.9 67.5 673 67.5 73.7 75.2 73.6 69.9 71.3
11.3 30.7 32.7 28.4 25.8 21.3 30.5 30.6 30.5 24,6 23.0 24.6 28.1 26.8
1. 2.0 2.1 2.1 1.9 1.8 2.0 2.1 2.1 1.8 1.8 1.9 2.0 1.9
Age: N,
Under 5 years.. 7.6 11.0 12.0 10.5 0.4 10.2 11.0 10.9 10.9 7.6 7.8 9.5 10.5 10.4
5-17 years. 23.8 31.0 31.7 29.3 28.5 28.0 31.0 31.0 31.0 16.8 . 18.1 22.8 29.2 28.8
18-64 years 2. . 58.5 44.3 46.5 44.4 44.7 46.5 44.4 44.6 44,6 46.7 46.8 46.6 44 .4 44,5
65 years and over... 10.1 13.6 9.8 15.8 16.4 15.3 13.7 13.5 13.5 28.9 27.4 21.1 16.0 16.3
Families
Number (in thousands) . 55,712 5,109 3,052 7,437 9.948 16,036 5,179 5,323 5,256 3,400 7,523 10,894 7,781 8,967
Sex of head: .
wr Malte.......... 87.0 54.0 49.8 60.3 65.4 73.2 54.6 53.1 54.3 54.0 62.1 66.6 61.1 63.3
Female.......... 13.0 46.0 50.2 39.7 34.6 26.9 45.4 46.9 45.7 46.0 37.9 33.4 38.9 36.7
43.8 24.2 20.0 28.6 31.2 33.6 24.5 24.3 24.7 39.3 47.7 49.9 28.8 30.2
One or more.. 56.2 75.8 80.0 71.4 68.8 66.4 75.5 75.7 75.3 60.7 52.4 50.1 71.3 69.8
Employment status of
. head: B
Employed - - 72.5 40.1 39.5 42.4 45.2 51.4 40.6 40.7 0.7 34.9 35.5 38.6 43.2 44.3
. Unemployed - 5.0 8.8 10.0 8.6 8.2 7.5 .8.7 8.6 8.7 7.9 6.8 7.0 8.6 8.4
Not in civilian
. labor force r-eesse 22.4 51.1 50.5 50.0 46.6 41.1 50.8 50.7 50.6 57.2 57.6 54.4 48.3 47.4
Source of 1ncame:b ‘
Zarnings - 88.9 62.1 61.5 65.0 68.0 73.4 62.5 62.8 62,7 53.5 56.1 60.9 65.8 67.2
Social Security. . 21.8 23.9 17.9 27.6 29.7 30.2 24.0 23.8 24.1 30.3 39.5 40.5 27.7 29.0
Public assistance... 7.8 40.0 39.2 34.8 29.9 21.9 39.5 39.8 39.5 35.9 31.2 26.4 34.0 31.8
+ . Unrelated Individuals
"Number (in thousands). 18,872 4,820 2,841 6,832 8,284 10,333 4,839 5,026 5,018 7,290 10,506 46,178 7,100 7,813
. Sex: .
Male... 41.8 33.3 36.7 32.3 32.3 3.0 33.5 32.2 32.1 30.4 32.8 32.6 32.2 32.2
58.2 66.6 63.3 67.7 67.6 66.0 66.5 67.8 67.9 69.6 67.2 67.4 67.8 67.7
Employment status:
Employed............ 5112 26.4 30.7 26.5 27.2 31.4 26.6 27.0 27.0 25.3 31.4 26.4 26.4 26.7
Unemployed.......... 4.9 . 6.3 7.7 5.5 5.1 5.3 6.2 6.3 6.3 5.1 5.2 6.4 5.4 5.2
.Not in civilian
labor force........ 43.9 67.3 61.5 68.1 67.7 63.3 67.2 66.7 66.7 69.6 63.4 67.2 68.2 68.1
Source of income:b
Earnings......ocuuves 61.5 35.1 37.6 35.5 36.5 41.7 35.2 . 361 36.1 34.0 41.6 33.9 35.5 36.0
Social Security..... 37.0 44,5 29.3 50.7 53.0 51.1 44.6 44,4 444 53.6 51.8 42.8 51.4 52.6
Public assistance... 8.8 21.6 17.8 19.4 18.2 15.4 21.5 21.4 21.4 19.1 15.1 22.2 19.1 18:4
SOURCE: Special tabulations by the Census Bureau from the March 1975 Current Population Survey.
Includes a small number of heads, wives, and unrelated individuals 14-17 years of age.
A family or unrelated individual may have more than one source of Income. Consequently, the totals for these
categories exceed the numbers of families and unrelated individuals. .
. -



In general, because the relative poverty measures adjusted for family size
and composition are similar in 1974 to those resulting from an upward
scaling of the current measure by 25 to 50 percent, their poverty popu-
lations are similar in size and composition.

Persons in Female-Headed Families

As shown in Figure 5, the poverty incidence for persons in female-
headed families rises from 37 percent to 64 percent as the poverty
thresholds are doubled. At the same time, this group falls from 35
percent to 22 percent of all poor persons; thus, more male-headed families
and family members are added as the poverty group expands. Female-headed
families and family members are, however, still greatly overrepresented
in the poverty population. Decreasing the poverty thresholds to 75
percent of the current measure lowers the incidence of poverty to 24
percent and raises the proportion of persons in female-headed families to
39 percent of the poor. Eliminating the male~female distinction in the
current poverty measure increases the poverty rate for members of female-
headed families slightly, from 37 to 39 percent. The low single-dollar
threshold significantly lowers the poverty rate for this group to 20
percent, and both single-dollar thresholds decrease their share of the
poor to about 27 percent. The effects of the relative poverty measures
are similar to the 25 percent and 50 percent increases in the current
poverty measure, reducing persons in female-headed families to about 30
percent of the poor.

Blacks

Figure 6 shows that the measures have an impact on blacks similar
to that on persons in female-headed families. Blacks as a percentage
of the poor fall from 31 percent to 21 percent as the current poverty
thresholds are raised by 100 percent; black poverty incidence almost
doubles, rising from 32 percent to 62 percent.

School-Age Children

The poverty rates for children aged 5 to 17 years under the alter-
native poverty definitions, and their representation in the poverty
population, are displayed in Figure 7. Although the poverty rates follow
a pattern similar to those for blacks and persons in female-headed
families, they are at a much lower level, reaching 39 percent at 200
percent of the current measure. School-age children are not as overrep-
resented in the poverty population as the other subgroups. Under the
current definition they comprise 31 percent of the poverty population,
compared with 24 percent of the general population. Only the three size-
invariant poverty thresholds '-- $3,200, $5,038 and 50 percent of unadjusted
median family income -- significantly affect their representation among the
poor. Because these three measures reduce the number of large families
relative to unrelated individuals, poor school-age children drop to as low
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Figure 5. Persons in Female-Headed Families:

Poverty Rates and Percent of the Poverty Population
Under Alternative Poverty Definitioms, 1974
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Figure 6.

Black Persons:

Poverty Rates and Percent of the Poverty Population
Under Alternative Poverty Definitions, 1974
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Figure 7. - School-Age Children:

Population Survey.

Poverty Rates and Percent of the Poverty Population
Under Alternative Poverty Definitions, 1974
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as 17 percent of poor persons. For all other measures, they remain at
28 to 32 percent of the poor.

Elderly

Figure 8 exhibits several slightly different patterns for the
elderly (persoms aged 65 or more) with respect to the alternative pov-
erty definitions. Their poverty rates increase as the current poverty
measure 1is successively raised, but at a faster rate, from 16 percent
to 50 percent. Consequently, the elderly comprise a slightly higher
percentage of the poverty population at 125 percent and 150 percent of
the current measure, 16 percent compared to 14 percent, and decline only
slightly to 15 percent at 200 percent of the current measure. These small
differences are not statistically significant. As the poverty thresholds
are raised, many elderly whose Social Security and pension income is only
marginally higher than the current thresholds are '"recaptured" as poor.
When the poverty threshold is lowered to 75 percent of the current measure,
the poverty rate for the elderly declines to 7 percent and their share of
the poverty population is reduced to 10 percent. As with school-age
children, the three invariant poverty thresholds significantly affect
the representation of the elderly in the poverty population. This effect
is in the opposite direction of that on the children, however, because
of the elderly's preponderance in small one-person or two-person families.
The elderly rise to 29 percent of the poverty population for the low
single-dollar threshold ($3,200), and are only a slightly lower proportion
for the high single-dollar threshold (27 percent). For the unadjusted
relative poverty measure, 50 percent of median income for families or
unrelated individuals, the elderly constitute about one-fifth of the
poor, compared to only 10 percent of the total population. Closely
related to this is the effect of the alternative poverty definitions
on families and unrelated individuals receiving Social Security. A
very similar pattern is evident in Figure 9, although the impact of
the single-dollar thresholds is not as pronounced as for the elderly.

Families with Earnings

As noted earlier, about two-thirds of all families who are poor
under the current measure receive some earnings. This proportion in-
creases to almost three—quarters when these cutoffs are raised by 100
percent, but it is still considerably lower than the percentage of all
families in the general population with earnings, which is about 90
percent. The proportion of poor families with earnings is lowest using
the single-dollar thresholds, which are invariant with respect to family
size. The work patterns of the poor tend to be unstable, and only 19
percent of poor family heads under the current definition worked full-time,
year-round, in 1974, compared to 61 percent of all family heads. Raising
the poverty cutoffs captures more and more working poor. They represent
22 percent of all poor families at 125 percent of the current measure,

25 percent at 150 percent, and they rise to 34 percent of poor families
at poverty cutoffs equal to 200 percent of the current measure. These
results are illustrated in Figure 10.
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Figure 8. Elderly Persons:

Poverty Rates and Percent of the Poverty Population
Under Alternative Poverty Definitions, 1974
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Figure 9. Percent of Poor Families and Poor Unrelated Individuals
Receiving Social Security Under Alternative Poverty Definitions, 1974
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Summary of Poverty Counts and Characteristics

The effect of the alternative poverty definitions on the number and
characteristics of those who would be counted as poor is substantial in
some cases. The composition of the poor varies the most with two basic
changes in the poverty definition: first, large increments in the level of
the thresholds, and second, elimination of the variations by family size.
The large increases in the poverty population resulting from successively
raising the current poverty thresholds by 25 percent, 50 percent, and
100 percent are accompanied by a shift in the composition of the poverty
population to resemble more closely the overall population. Even at 200
percent of the current poverty measure, however, the poverty population is
still disproportionately comprised of blacks, female-headed families, and
the elderly. The invariant poverty thresholds, on the other hand, produce
a poverty population with proportionately fewer families (especially large
families), more unrelated individuals, fewer female-~headed, and more elderly.

The simplifications of the current poverty measure, by eliminating
distinctions for sex of head, farm residence, and presence of children,
have a negligible effect on both the size and composition of the poverty
population.

Differences Over Time

Poverty definitions differ in the manner in which they are updated
over time. All measures based on the current definition are updated each
year by the annual percentage increase in the Consumer Price Index. The
relative measures, based on median income, are updated each year as income
levels change. Only one of the poverty measures analyzed, the $3,200
single~dollar threshold, was invariant over time. This section considers
changes in the effect of the different poverty measures over time, with a
view to determining the stability of the patterns observed in the 1974
data. Attention is focused particularly on the behavior of the poverty
populations for the time-invariant and the relative measures of poverty.

Figure 11 illustrates how the size of the poverty population under
each measure has varied over the period 1967 to 1974, based on special
tabulations from the March Current Population Surveys for 1968, 1970,
1972, 1974, and 1975. Between 1967 and 1974, the total population
increased by almost 15 million persons, and the poverty population under
the current definition dropped from almost 28 million to 24 million. The
descent was not smooth, however, with slight increases occurring between
1969 and 1971 and between 1973 and 1974; these increases coincided with
rises in the national unemployment rate, from 3.5 percent to 5.9 percent
and from 4.9 percent to 5.6 percent, respectively. It should be remem-
bered, however, that for small areas there is little relationship between
unemployment and poverty (See Chapter III for a more detailed discussion
of unemployment data.) This same trend was reflected in the three progres-—
sive simplifications of the current measure (note that it is impossible to
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distinguish these measures on the graph because of their close similarity),
and, at successively higher positions, in the four scalings of the current
measure (75 percent, 125 percent, 150 percent, and 200 percent). The
poverty counts from the relative measures, based on median income, exhibited
much less variation over time. For 50 percent of the median income for
four-person families, adjusted, the counts were virtually invariant, and
for 50 percent of median family income, adjusted, only slightly more change
over time was apparent. With the unadjusted 50 percent of median income,
the number of poor persons steadily increased over time. Finally, as
expected, the invariant threshold of $3,200 resulted in a large and steady
fall in the number of poor persons from 29 million in 1967 to 17 million

in 1974. This illustrates what would happen if poverty cutoffs were not

ad justed for rising prices or a rising standard of living.

The poverty rates for different subgroups of the population under
the alternative poverty definitions were also examined over the same
eight-year period, 1967 through 1974. There are two general differences
in the trends for the subgroups compared to the overall trends for the
general population discussed above. The poverty rates under the relative
measures were not as stable and constant for the subgroups over the period,
although the difference was not consistent among the subgroups. Both
upward and downward trends were observed, in addition to greater variabil-
ity in both directions from one year to the next. A second difference
was that the poverty rates of the subgroups at successively higher levels
of the current thresholds, especially 200 percent of the current measure,
did not exactly mirror the pattern over time of the poverty rates with the
current measure. Both of these differences indicate that the income
distribution of subgroups of the population is not as regular and stable
as the income distribution of the population as a whole. Also, they may
reflect changes in the composition of the population as a whole.

The largest differences from the general pattern of alternative
poverty rates over time were observed among the elderly and persons in
female-headed families. For the elderly, the poverty rates under all
poverty definitions displayed a strong and steady downward trend from
1967 to 1974. With the current measure, for example, the poverty rates
fell from 30 percent in 1967 to 16 percent in 1974. The decline over
the period was about 10 to 15 percentage points for variants of the cur-
rent measure, a somewhat smaller but still a steady decline for the rela-
tive measures, and a much larger decline (about 45 percentage points) for
the constant single-dollar threshold of $3,200. This improvement in the
economic position of the elderly is largely a result of increases in Social
Security benefits after 1970, and, to a lesser extent, larger and more
widespread private pensions.

The percentage of persons in female-headed families counted as poor
under the current measure declined slightly from 39 percent to 37 percent
over the period. Most of this decline occurred after 1971. However, the
number of female-headed families has increased with time. This subgroup
is distinguished by the behavior of its poverty rates under the relative
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measures. The percent of persons in female-headed families classified as
poor rose sharply from 1967 to 1969 under all three relative measures, and
continued to rise until 1973 for the two measures based on 50 percent of
median family income, adjusted and unadjusted for family size. From 1973
to 1974, the poverty rate fell under each of the relative measures. This
pattern of a rising poverty rate to 1973, followed by a drop, was even more
pronounced for families receiving public assistance under the relative
measures.

The poverty rates for other subgroups examined -- blacks, families
with earnings, and school-age children -- were generally similar to the
trends observed for the overall population in Figure 12. Blacks experi-
enced a larger drop in their poverty incidence between 1967 and 1969 than
did the general population, and the decline occurred under all alternative
definitions.

The largest change over time in the composition of the alternative
poverty populations also occurred for the elderly and persons in female-
headed families. Persons in female~headed families steadily increased as
a percentage of the poverty population under all alternative measures.
While growing from 9 to 11 percent of the general population, this group
rose from 25 percent of the poverty population under the current measure
in 1967 to 35 percent in 1974, Gains of 5 to 10 percentage points were
made under the alternative measures. Families receiving public assistance
experienced an even larger growth over the period, from 4 percent to 8
percent of all families and from 21 percent to 40 percent of poor families
under the current measure.

Elderly persons, on the other hand, were generally a declining
segment of the poverty population, reflecting their overall decline in
poverty incidence. The trend was not steady, and between 1967 and 1969
the elderly increased as a percentage of the poor. Under the current
measure they fell from 19 percent of the poor in 1967 to 14 percent in
1974, and their representation in most alternative poverty populations
dropped by 2 to 5 percentage points over the period. The only exception
was 200 percent of the current poverty measure; in this case the elderly
increased as a percentage of these poverty populations.

Accompanying these trends were much smaller changes in the represen-
tation of other groups in each of the alternative poverty populations.
Families with earnings declined from 1967 to 1974 as a percent of poor
families, largely as a result of the dramatic growth in poor families
with public assistance. Blacks and school-age children, who were each
about 30 percent of the poverty population under the current measure,
maintained a fairly stable representation in each of the alternative
poverty populations over the period.

Although some rather large changes in poverty incidence and in the

composition of the poor occurred over the eight-year period, the dif-
ferences between two ad jacent years were not large.
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Geographic Distribution of Poverty

The preceding sections have dealt with the impact of the thirteen
poverty definitions at the national level, based on tabulations from the
March Current Population Surveys. Although the CPS is geographically
representative, the sample size of about 47,000 households is not large
enough to yield statistically reliable estimates of the number of poor at
the state level; this point has been further elaborated in Chapter III.
Therefore, in order to investigate the impact of the definitions on the
geographic distribution of the poor, it was necessary to use the One
Percent Sample of the 1970 Census of Population, which contains over 6
million households. This section discusses data for the poverty popula-
tion by states in 1969.

Concern about the geographic distribution of poverty arises from the
manner in which funds are distributed under Title I of the Elementary
and Secondary Education Act. The formula allocates available funds accord-
ing to the number of school-age children in families with incomes below
the appropriate poverty cutoffs. Thus, the relevant criterion is a
state's share of the pool of eligible children (i.e., of the national
count of poor, school-age children). Therefore, the analysis in this
section is concerned with changes in the share of the total poverty
population from the share existing under the current poverty measure.
The discussion is primarily at the regional level, with differences
for individual states noted. For the interested reader, poverty rates
for the entire population in 1969 are reported by state in Table 21 and
for school-age children in Table 22. Technical Paper XVIII contains a
more detailed analysis of the share at the state level.

Figure 13 illustrates the changes in the share of poverty for each
region under the alternative poverty definitions. In each case, the bar
on the graph represents the region's share of the poverty population
under each definition relative to its share under the current definition.
As an aid in canparing effects, we introduce the notion of a share
ratio, defined as a region's percentage of the nation's poor population
resulting from an alternative measure divided by its percentage resulting
from the current definition. (Both percentages are based on the same
year, 1969.) A ratio of 1.0 indicates that a region's share is unchanged
by the alternative measure; a ratio smaller than 1.0 indicates a decreased
share. For example, the Northeast contains 17.9 percent of the 27.4
million poor persons in the United States under the current definition
in 1969; raising the current poverty thresholds by 25 percent results
in a poverty population of 37.5 million persons, of which 18.4 percent
reside in the Northeast. Therefore, the share ratio for the Northeast
under the upward scaling of the current measure by 25 percent is 1.03
(18.4/17.9).

Several broad regional patterns emerge from Figure 13. The South's
share of poor persons generally decreases, or remains unchanged, for

"every alternative poverty measure, with the exception of 75 percent of the
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Table 21. Percent of Population in Poverty
for Selected Alternative Poverty Definitions, by State, 1969

Single-
Scaling of Current Measure Simplifications of Dollar Relative Measures
; Current Current Measure Cutoffs
State U‘Za‘énge Measure 0% US| 50% 4-Person
X% US.| Median | Median
Male Age Median,| Family,{ Family,

75% 125% 150% 2007 Nonfarm|Nonfarm| & Size Low High Unadj. Adj. Adj.
UNITED STATES 197,810 13.9% 9.5% 19.0% 24.3% 36.3% 14.0% 14.2% 14.2% 13.9% 16.1% 17.5% 19.7% 22.4%
Alabama 3,376 25.7 18.0 33.2 40.3 53.6 25.9 26.2 26.1 21.5 25.1 30.4 34.4 38.1
Alaska 278  11.5 8.9 16.5 21.2 31.3 11.5 11.9 11.9 11.5 12.6 12.6 16.5 19.1
Arizona 1,728 15.4 11.0 20.9 26.9 40.6 15.4 15.5 15.6 14.8 16.8 19.2 21.8 24.7
Arkansas 1,882 27.5 20.0 36.3 44,2 57.5 27.9 28.3 28.3 25.9 30.1 35.5 37.5 41.2
California 19,389 11.2 7.8 15.7 20.3 30.5 11.3 11.5 11.5 12.3 14.4 14.4 16.4 18.7
Colorado 2,135 12.6 7.9 17.2 23.2 35.9 12.8 12.9 12.9 12.9 15.0 15.7 18.2 21.5
Connecticut 2,952 6.9 5.0 9.6 12.5 21.5 6.9 7.0 7.0 7.9 9.2 9.0 10.0 11.3
Delaware 534 11.6 6.8 17.0 21.5 31.6 11.6 12.0 11.8 11.2 12.9 13.1 18.2 20.0
Dist. of Col. 720 17.8 13.7 23.3 28.8 40.8 17.8 18.1 18.1 17.6 20.1 20.6 23.8 26.5
Florida 6,625 16.8 11.6 22.7 29.2 42.3 16.8 17.0 17.0 17.5 20.4 22.8 23.6 26.9
Georgia 4,465 21.1 14.8 27.6 34.2 47.0 21.3 21.5 21.4 18.2 20.9 25.2 28.5 31.9
Hawaii 734  10.4 6.5 14.7 18.8 30.0 10.4 10.5 10.5 9.9 11.2 11.2 15.4 17.6
Idaho 696 12.6 7.2 18.7 24.9 40.5 13.1 13.1 13.1 13.6 16.1 17.8 19.5 22.4
Illinois 10,835 10.4 7.3 14.2 18.2 28.1 10.5 10.6 10.7 11.2 12.8 12.9 14.7 16.8
Indiana 5,061 9.6 6.4 14.0 19.0 31.1 9.8 10.0 10.0 10.8 12.4 13.4 14.6 17.0
Iowa 2,747 11.4 7.1 16.5 22.7 36.4 11.9 11.9 11.9 13.5 15.9 16.8 17.5 20.6
Kansas 2,161 13.8 9.1 18.8 24.8 38.4 14.2 14.4 14.5 15.3 17.6 18.5 19.7 22.8
Kentucky 3,134 23.2 16.8 30.3 37.0 50.1 23.8 24.0 24,0 21.9 24.9 29.2 31.3 34.7
Louisiana 3,547 27.1 19.5 34.5 41.5 53.7 27.3 27.4 27.4 23.4 26.4 30.2 35.5 39.2
Maine 957 13.3 8.4 20.6 28.5 45.7 13.4 13.5 13.3 13.9 16.3 18.0 21.5 25.9
Maryland 3,813 10.0 7.2 14.1 18.3 28.0 10.1 10.2 10.2 10.0 11.7 12.4 14.5 16.5
Massachusetts 5,507 8.6 5.6 12.4 16.4 28.2 8.6 8.8 8.8 9.9 11.6 11.2 13.0 14.9
Michigan 8,695 9.4 6.5 13.0 17.1 27.6 9.5 9.6 9.6 10.2 11.6 11.9 13.5 15.4
Minnesota -+ 3,711 10.7 6.9 15.2 20.8 34.1 11.3 11.4 11.4 12.2 14.1 14.7 15.8 18.8
Mississippi 2,166  35.3 27.3 43.9 51.2 64.4 35.8 36.1 36.0 30.3 34.5 40.3 45.4 49.0
Missouri 4,588 15.2 10.0 20.8 26.8 39.4 15.5 15.7 15.7 16.2 18.7 20.3 21.7 24.5
Montana 675 13.6 8.5 20.0 26.5 41.6 13.8 14.1 13.8 14.1 17.3 17.3 21.0 24.1
Nebraska 1,441 13.8 9.3 19.5 25.9 41.6 14.4 14.6 14.6 16.0 18.2 19.8 20.5 23.6
Nevada 480 8.5 5.9 12.7 17.7 28.8 8.5 8.8 8.8 10.0 11.3 11.5 13.3 15.8
New Hampshire 715 9.9 6.5 15.1 19.6 35.0 10.1 10.3 10.3 11.6 13.1 13.6 15.4 18.0
New Jersey 7,042 8.0 5.2 11.6 14.9 24,7 8.0 8.3 8.2 8.3 9.9 10.7 12.0 13.6
New Mexico 993  23.4 17.2 31.3 38.7 52.4 23.5 23.7 23.8 18.9 22.7 27.2 32.1 36.2
New York 17,824 11.4 7.5 15.9 20.2 30.7 11.5 11.8 11.6 11.9 13.8 14.2 16.4 18.6
North Carolina 4,891 19.9 13.9 27.0 33.9 47.8 20.3 20.5 20.4 17.2 20.3 25.4 28.1 31.6
North Dakota 594  15.8 9.8 22.1 29.8 46.8 16.5 16.7 16.7 14.5 18.4 22.4 23.4 26.9
Ohio 10,424  10.2 7.2 14.4 19.1 31.1 10.4 10.6 10.6 11.1 12.7 13.2 15.0 17.3
Oklahoma 2,469 18.5 12.0 25.8 32.4 47.0 18.9 19.3 19.2 19.4 22.7 24.7 26.7 29.9
Oregon 2,040 12.1 8.1 16.4 21.7 34.3 12.2 12.4 12.3 13.8 15.9 16.1 17.4 20.0
Pennsylvania 11,531 10.9 7.1 15.4 20.8 34.1 10.9 11.2 11.1 11.5 13.4 14.1 16.1 18.8
Rhode Island 902 12.4 8.7 16.6 21.0 34.0 12.4 12.7 12.7 13.3 15.1 14.9 17.2 19.2
South Carolina 2,481 24.7 17.6 32.2 38.9 51.9 25.1 25.3 25.0 20.2 23.3 28.1 33.1 36.6
South Dakota 643 17.7 12.3 25.3 33.7 49.8 19.0 19.0 19.1 18.7 22.1 24.7 26.7 31.3
Tennessee 3,833 21.8 15.2 28.6 35.8 50.0 22.2 22.4 22.3 19.5 22.6 27.4 29.6 33.3
Texas 10,885 18.7 12.4 25.5 32.1 44.8 18.8 19.0 19.0 16.5 19.4 22.6 26.5 29.8
Utah 1,038 11.7 7.4 16.5 23.1 40.3 11.8 11.8 12.0 11.8 13.5 14.7 17.2 20.4
Vermont 431 12.3 7.4 17.2 24.8 39.2 12.3 12.5 12.3 12.8 14.8 15.1 18.6 21.8
Virginia 4,452 15.5 10.8 21.7 27.5 39.7 15.7 15.8 15.7 14.2 16.6 19.5 22.5 25.6
Washington 3,299 10.0 6.6 13.9 18.2 29.3 10.1 10.4 10.3 11.9 - 13.8 13.4 14.5 16.8
West Virginia 1,709 23.2 16.7 30.5 38.3 53.2 23.3 23.5 23.6 22.3 25.9 29.4 31.6 35.6
Wisconsin 4,292 9.8 6.8 14.2 19.2 32.6 10.3 10.4. 10.4 11.1 13.2 13.1 14.8 17.2
Wyoming 323 12.1 7.4 17.6 23.5 38.4 12.4 12.4 12.7 13.3 15.2 15.8 18.9 22.3

SOURCE: Special tabulations by the Census Bureau from the 1:100 Sample of the 1970 Census of Population.
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Table 22.
for Selected Alternative Poverty Definitions, by State, 1969

Percent of Related Children Aged 5-17 Years in Poverty

Single-
Scaling of Current Measure Simplifications of Dollar Relative Measures
Universe | Current Current Measure Cutoffs
State (000s) Measure 50% US.{50% 4-Person
50% U.S.|Median Median
Male Age Median,| Family, Family,

75% 125% 150% 200% | Nonfarm|Nonfarm | & Size | Low High| Unadj. Adj. Adj .
UNITED STATES 52,324 15.2% 10.3%z 21.1% 27.5% 42.1% 15.3% 15.6% 15.6% 9.5%2 11.3z 15.6% 21.9% 25.2%
Alabama 936  30.4 21.5 38.6 46.5 60.7 30.8 31.1 31.2 18.6 21.7 29.6 39.9 44.0
Alaska 84 10.7 8.7 16.7 22.6 34.5 10.7 10.7 10.7 8.3 9.5 - 10.7 16.7 20.2
Arizona 483 17.6 12.7 24.0 31.1 47.8 17.6 17.6 18.0 11.0 12.4 17.4 24.8 28.6
Arkansas 500 32.2 24.5 42.0 50.6 64.6 32.6 33.2 33.4 21.4 25.8 34.2 43.4 47.2
California 4,957 12.5 8.4 17.3 22.5 35.0 12.5 12.7 12.8 7.9 9.4 13.2 17.9 20.6
Colorado 595 13.3 8.2 18.2 24,7 39.7 13.4 13.4 13.8 7.6 9.2 13.3 19.0 23.0
Connecticut 763 6.8 5.0 10.0 13.5 25.2 6.8 6.9 6.9 4.8 5.8 7.5 10.2 12.2
Delaware 147  12.9 6.6 19.7 25.2 36.7 12.9 13.6 12.9 6.8 7.5 10.2 20.4 23.1
Dist. of Col. 168 23.2 17.4 32.1 39.9 57.1 23.2- 23.8 23.8 16.1 19.0 26.2 32.1 36.9
Florida 1,599 19.7 13.5 26.5 33.9 49.2 19.7 19.9 20.1 12.9 14.9 20.5 27.5 31.4
Georgia 1,233 25.2 17.7 33.0 40.7 54.0 25.4 25.6 25.7 15.2 17.7 24.7 34.0 38.1
Hawaii 202 10.9 6.9 17.3 21.8 34.7 10.9 10.9 11.4 6.9 7.9 10.4 17.8 20.3
Idaho 196 12.2 6.8 18.4 25.5 43.4 12.2 12.2 12.8 7.1 8.7 12.8 18.9 22.4
Illinois 2,828 10.9 7.7 15.4 20.5 33.0 10.9 11.1 11.2 7.3 8.5 11.1 15.9 18.7
Indiana 1,375 8.7 5.8 13.9 20.1 35.2 8.9 9.2 9.2 5.8 6.6 9.6 14.5 17.7
Towa 734  10.1 5.9 15.3 22.9 39.8 10.6 10.6 10.8 6.4 7.9 11.4 16.5 20.3
Kansas 563 13.0 8.5 18.3 25.2 41.7 13.3 13.7 13.9 8.0 9.6 13.3 19.2 22.6
Kentucky 840 25.0 18.3 33.7 41.7 56.2 25.8 26.1 26.2 16.9 19.4 26.4 34.9 39.2
Louisiana 1,050 31.2 23.1 39.5 47.6 60.6 31.4 31.6 31.9 20.9 23.6 30.6 40.6 - 45.1
Maine 256  14.1 9.2 23.0 32.4 53.9 14.1 14.5 14.1 8.2 10.2 15.2 23.8 28.9
Maryland 1,018 11.1 7.8 16.0 21.4 33.8 11.1 11.2 11.4 7.2 8.7 11.4 16.3 18.9
Massachusetts 1,400 8.7 5.0 13.1 17.9 34.2 8.7 8.9 8.9 5.4 6.6 9.1 13.6 16.2
Michigan 2,451 9.0 6.2 13.1 17.9 31.2 9.1 9.2 9.3 6.0 6.9 9.2 13.5 15.7
Minnesota 1,047 9.3 5.5 13.9 20.6 37.2 9.9 10.1 10.1 5.6 6.7 10.4 14.6 18.3
Mississippi 640  40.9 32.2 51.6 59.4 72.5 41.4 41.6 41.6 27.5 32.0 40.9 53.4 57.2
Missouri 1,184 14,9 9.4 20.9 28.6 43.9 15.3 15.5 15.6 9.0 10.9 15.5 21.9 25.3
Montana 196 13.3 7.5 21.4. 29.6 47.4 13.3 13.8 13.3 7.7 9.7 13.3 23.0 27.0
Nebraska 386  13.7 9.1 19.9 27.5 46.6 14.5 14.5 14.8 9.1 10.6 15.3 21.5 24.9
Nevada 125 8.8 5.5 13.6 20.0 32.0 8.8 8.8 8.8 6.4 6.4 8.8 14.4 17.6
New Hampshire 190 8.4 5.3 14.7 19.5 39.5 8.4 8.4 8.4 5.3 6.3 8.9 14.7 17.9
New Jersey 1,794 8.4 4.9 12.9 17.2 29.8 8.4 8.8 8.6 5.0 6.2 9.4 13.5 15.4
New Mexico 314 28.0 20.5 36.9 44.9 59.6 28.0 28.3 28.7 16.9 21.0 27.7 37.6 42.4
New York 4,340 12.9 8.0 18.4 24.0 37.7 13.0 13.4 13.3 8.0 9.7 13.4 19.0 21.9
North Carolina 1,316 23.5 16.0 31.8 39.7 54.5 23.9 24.1 24.2 13.5 16.6 24.2 33.1 37.0
North Dakota 177 16.9 10.3 23.7 32.2 52.0 18.1 18.1 18.1 8.5 11.9 19.2 25.4 28.8
Ohio 2,816 10.1 7.2 14.9 20.8 36.4 10.3 10.5 10.6 7.0 8.0 10.7 15.5 18.4
Oklahoma 633 19.1 12.7 26.5 33.8 50.9 19.4 19.7 19.6 11.8 14.7 19.7 27.3 31.0
Oregon 528 11.2 7.6 15.3 22.0 37.9 11.4 11.6 11.4 7.6 8.7 12.5 16.7 20.1
Pennsylvania 2,893 11.0 6.7 16.6 23.3 40.7 11.0 11.3 11.3 6.4 7.8 11.4 17.2 20.7
Rhode Island 229 12.2 8.8 17.5 21.8 38.4 12.2 12.7 12.7 9.2 10.0 12.2 18.3 20.1
South Carolina 718  30.2 21.4 39.1 46,2 60.9 30.8 30.9 30.8 18.9 22.1 29.0 40.0 43.6
South Dakota 189 16.9 12.0 25.9 35.4 55.6 18.0 18.0 18.0 11.6 14.3 18.5 28.0 33.3
Tennessee 1,011 24.9 16.6 33.0 41.7 57.8 25.4 25.6 25.5 15.0 18.1 25.5 34.1 38.8
Texas 2,995 21.7 14.2 29.7 37.3 51.6 21.8 22.0 22.1 12.6 15.2 21.3 30.7 34.6
Utah 311 10.3 5.9 15.8 23.2 44,7 10.3 10.3 10.9 6.1 7.4 10.0 16.4 19.9
Vermont 118 11.9 6.5 18.6 28.0 45.8 11.9 11.9 11.9 6.8 8.5 11.9 19.5 23.7
Virginia 1,182 18.4 12.7 26.1 32.7 47.0 18.5 18.8 18.7 1.1 13.5 18.9 26.8 30.5
Washington 880 8.9 6.1 12.6 17.5 31.0 9.0 9.2 9.1 5.8 7.2 10.1 13.2 15.9
West Virginia 449  25.2 18.4 33.6 43.0 60.1 25.4 25.6 25.6 16.9 20.5 25.8 35.0 39.9
Wisconsin 1,199 9.0 6.2 14.0 20.0 37.3 9.6 9.8 9.8 5.6 6.9 9.4 14.6 17.7
Wyoming 30 10.0 6.3 16.7 24.4 42.2 1.1 11.1 1.1 6.7 7.8 10.0 17.8 22.2
SOURCE: Special tabulations by the Census Bureau from the 1:
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current measure. In this situation, the South's share increases slightly.
Conversely, the other regions generally increase their share of the pov-
erty population, The share of poverty in the North Central region
increases under every alternative measure.

These regional changes, for the most part, are not large. Signifi-
cant changes (5 percent or more) from the share of poverty under the
current measure occur only when the current poverty matrix is raised by
50 percent or l00 percent or when the single-dollar thresholds are used.
The progressive simplifications of the current measure has a negligible
impact on the regional distributions of poverty. Both single-dollar
thresholds reduce the South's share of poor persons by 9 percent, increase
the North Central's by 9 percent, and increase the West's and the North-
east's by about 6 to 7 percent. Raising the current poverty matrix by
100 percent decreases the South's share by 13 percent, increases the
Northeast's and North Central's snares by 12 to 13 percent, and increases
the West's share by 6 percent.

These broad regional patterns obscure some differences at the state
level. For example, by using 75 percent of the current measure, Mississippi
increases its share of the poverty population more than does the South as
a whole, while Delaware, Oklahoma, and Texas decrease their shares. Not
all Southern states consistently reduce their share of the poverty popula-
tion for the other 1l alternative poverty measures, as does the South as a
whole.. '

Several alternatives increase the positions of Florida, Maryland,
Oklahoma, and Virginia, although usually only slightly. Several Southern
states have greater losses than does the South as a whole. Three states
in the North Central region experience a significant loss (i.e., larger
than 5 percent of their present share .of the national poverty population):
North Dakota under both the $3,200 single-dollar cutoff and 75 percent
of the current measure, and Iowa and Minnesota under 75 percent of the
current measure. Other states in this region experience slight losses
for some alternatives, and the pattern of significant gains varies among
the states for the different alternatives. Several Northeastern states
experience significant losses at 75 percent of the current measure.

Rhode Island is the only exception to the general rise in the share of

the poor in the Northeast states under the other alternatives; its share
is reduced consistently, although significantly only once. New York

does not exhibit a significant gain or loss in its share of the poor under
any alternative studied. A mixed pattern is observed among the states

in the Western region, with more states experiencing a relative decline

in their share of poverty than in the Northeast and North Central regions.
However, few of these losses are significant. New Mexico and Arizona

are the most consistent losers under the alternatives, and Idaho, Montana,
and Wyoming the most consistent and significant gainers in the West.
Technical Paper XVIII provides detailed supporting tables of the effect

of tne alternative poverty measure on each state's share of the poor.

s
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Similar patterns of regional changes are apparent for poor school-
age children in Figure 14. 1In all regions except the West, the gains and
losses are generally larger and more significant than in Figure 13. Two
important differences from the geographic distribution of poor persons
just described can be noted. First, with the two single-dollar thresholds,
the South's share of poor school-age children does not significantly
decrease. Also under these two poverty measures, fewer North Central,
Northeastern, and Western states experience an increase in their share of
poor school-age children than experience an increase in their share of all
pooOT persons.

Second, the relative measures based on median income, which have very
little impact on the geographic distribution of the total poverty popu-
lation, do affect the geographic distribution of poor school-age children.
Under these definitions of poverty, the South's share of poor school-age
children declines relative to its share under the current poverty measure.
Many Southern states experience significant losses; only the District
of Columbia significantly increases its share of poor school-age children
with the unadjusted 50 percent of median income, and only Delaware does
so with the two adjusted relative measures. States in the North Central,
Northeast, and Western regions generally increase their share of poor
school-age children under these relative measures, frequently signifi-
cantly. The relative measure defined as 50 percent of the median income
of a nonfarm family of four with a male head and two children (adjusted
for family size and composition with the equivalence scale in the current
poverty matrix) produces the largest regional differences of these three
measures. Under this measure, the South's share of poor school-age chil-
dren is reduced by 7 percent; the share in the North Central and Northeast
regions is increased by 10 percent and 8 percent, respectively. Only the
West does not appreciably change its share under this measure.

In addition to the regional patterns, it can be observed that the
more populated states as a group increase their share of poor persons more
than other states as the poverty lines are increased. When the poverty
lines are set at 150 percent of the official thresholds, the national pov-
erty rate is increased by 10.4 percentage points; however, over half of
this increase is attributable to low-income persons living in the eleven
most populated states. As a group, these states contain 48 percent of the
poverty population under the current poverty thresholds and 51 percent of
the poverty population under the thresholds set at 150 percent of the
current thresholds.
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NOTE TO CHAPTER V

1. This chapter draws heavily from an analysis found in Technical
Paper XVIII, Characteristics of Low-Income Populations Under Alternative
Poverty Definitions, prepared by Lawrence Brown.
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VI. ANALYTIC AND STATISTICAL AGENDA

In Chapter IV, it was noted that some poverty definitiomns cannot be
constructed from existing data. Even modest increments to existing surveys
and statistical series may not provide the data needed to make geographic
ad justments to the poverty cutoffs; to establish or routinely update the
poverty cutoffs on the basis of housing, transportation, medical, and
other needs of the poor; to more accurately measure income and to measure
in-kind income other than food stamps; or to count and characterize the
poverty population in small areas (school districts, cities, counties) at
time intervals of less than ten years. Moreover, analytic studies must
be undertaken before such surveys can be used in measuring poverty or for
such other purposes as modifying the administrative structure of social
programs or performing economic impact analyses. This chapter describes
research and statistical activities which could lead to improved poverty
measurement. The importance attached to particular types of poverty
definitions or their attributes will determine whether such efforts should
be pursued.

It is difficult to predict the cost and time necessary to coamplete
research and statistical projects. Effective projects depend on coopera-
tive efforts among Federal departments, agencies and other components of
government and the private sector. Furthermore, the analytic studies
discussed here are more likely to be useful for improving our poverty
measure if they are performed in consultation with those performing
poverty-related analyses and program administration. The major Federal
executive departments and agencies involved in poverty measurement and in
the analytic and statistical activities discussed in this chapter are
represented on the Poverty Studies Task Force which prepared this report.
For surveys bearing on poverty measurement, the Federal departments,
state and local governments, and the public generally depend on Federal
statistical agencies, particularly on the Bureau of Labor Statistics and
the Bureau of the Census.

Analytic Studies

Educational Disadvantage

The Preface discussed significant on-going research related to identi-
fying and characterizing poor and needy children eligible for assistance
under Title I of the Elementary and Secondary Education Act (as amended),
as well as to evaluating the effectiveness of compensatory education pro-
grams. This research will make it possible to compare economic need and
educational disadvantage, to test the feasibility of alternative techniques
to estimate the numbers of poor children within counties and school dis-
tricts, and to simulate the effects of alternative allocative criteria and
formulas on the Title I program. These studies will aid in assessing the
importance of analytic studies and survey efforts for Title I purposes.
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Setting a Poverty Level

Public Policy on Poverty Levels

The selection and use of one or more poverty levels for programmatic
purposes is essentially a policy judgment. Analyses could sharpen the
intuition of public officials by arraying the implications of various
approaches. Some of the key issues that are susceptible to policy
analysis are: given program objectives, what population definitions are
most appropriate? What are the implications of constructing poverty lines
for program purposes differently for the employable and unemployable, aged
and young, healthy and disabled? If an absolute need standard is derived,
which programs designed to help the needy are now serving or not serving
them? o

Scientific Standards

The development of accepted standards of need for shelter, transpor-
tation, medical care, clothing, and other essential elements of expense
might eliminate some of the subjectivity. in current definitions. If the
relationships between these expenses and good health, safety and other
seemingly objective nomms could be established, such standards could be
combined with price and income data for reasonably comparing the extent
of poverty from place to place and over time. Unfortunately, even such
rigorously defined standards would be based in part on judgment. For
example, good health and safety cannot be defined absolutely, and equally
nutritious food plans can be constructed for a very wide range of cost
levels., Although it is unlikely that rigorously defined standards of need
can be developed in the near future, the potentials of such standards sug-
gest that efforts might be directed towards resolving the relevant analytic
issues.

Market Basket Studies

Lacking scientific standards, more arbitrary and subjective market
baskets or multipliers might be developed. Items not listed might be
assigned a cost dictated by analytic techniques which generally depend on
preconceived notions of an adequate total income level. An example is the
Department of Agriculture's thrifty food plan which chooses and prices
food items after examining actual food buying patterns as well as nutri-
tional standards. ‘The cost of shelter might be set by stipulating a
percentile in the distribution of market values for rental units of a
given size, and medical care could be priced at prevailing rates of
medical insurance. '

An examination of consumption and expenditure patterns of families
with incomes near the currently defined poverty cutoffs might prove a use-
ful description of the style of life which can be supported at low-income
levels, A similar analysis could be made of expenditure patterns of those
components of the population which are disproportionately represented in the
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low-income levels, such as the elderly, minorities, families with a dis-
abled head, and female-headed families. This could contribute to an
understanding of the specific needs of these groups as compared to the
population as a whole. Such analyses, however, would be difficult with
currently available expenditure data.

Standards Based on Consensus

Setting an income level to divide the poor from the non-poor neces-
sarily involves significant elements of subjectivity. The problem can be
approached systematically, however, so that the subjectivity is documented
explicitly rather than implicitly. Some believe that the use of public
opinion methods might also assist in determining a consensus on the
appropriate level. One might also appraise the various legislative and
administrative eligibility criteria and program benefit levels to determine
whether an implicit consensus about the overall level of need can be de-
rived from them. However, the latter approach might be misleading because
such levels were never intended to be used for such a purpose, because
they are widely and sometimes deliberately inconsistent, and because
virtually all methods of weighting them are arbitrary.

Adjustments for Family Size and Composition

The development of a complete market basket of goods and services as
a poverty threshold would provide a basis for varying the bundle by family
size and composition. Without such a market basket, other methods for
determining equivalent incomes must be used. Both the relevant attributes
and the size of adjustments need to be determined. Because no currently
proposed methodology (including the current procedure) is completely satis-
factory, an examination of both theoretical and empirical constructions
of equivalence scales is desirable.

Geographic Cost-of-Living Differences

The limitations in the analysis of geographic cost-of-living differ-
ences have been discussed in earlier sections of this report. A range of
survey activities to overcome the scarcity of data is discussed later in
this chapter, and analytic studies which must be performed before geo-
graphic variation can be introduced are described below:

1. An analysis of the feasibility of undertaking data collection on
a scale necessary to derive accurate estimates of geographic differences
for policy and administrative purposes.

2. An assessment of the reliability of alternative methodologies
for developing equivalent levels of satisfaction, development of a theo-
retical or empirical framework for assessing the basic reasons underlying
observed differences in living costs across geographic divisions or
boundaries, and an analysis of how differences in the choice of goods
“affect expenditures in different areas. The analysis should include an
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assessment of the effect on area differences in living costs due to
unavailability or significantly lower quality of services such as major
health facilities or public services.

3. An analysis of price differences between areas based on a low-
income level market basket (since there is evidence that geographic price
differences vary according to the cost level of market basket choices).

4. An exploration of special problems associated with surveying the
prices faced by the low-income population such as comparing goods of
different age, quality and characteristics.

5. An analysis of the administrative and economic impact of adjusting
poverty lines .for geographic differences and the degree to which rural-
urban, interregional and other population migrations are affected.

Updating the Poverty Cutoffs

All types of poverty definitions require periodic updating for changes
in prices over time. A special poor person's price index may be better
than currently available indexes if the appropriate market basket items are
identified and priced. The techniques for developing such an index cur-
rently exist. The required expanded expenditure and price surveys are
discussed later in this chapter.

Income and Resources

A New Income Survey, which is described later in this chapter, would
provide more accurate information on income and resources. Such informa-
tion might also allow alternative income and resource definitions using
different accounting periods or "income items" not possible with current
data. In addition to new survey information, several analytic studies
are required if the definition of income is to be altered. These include
a study of the proper valuation of in-kind benefits, of means of collecting
household information on benefits other than food stamps, of after-tax
income, of possible adjustments for wealth, and of the development of a
methodology for collecting information about wealth.

Surveys

Analytic studies may indicate that geographically sensitive and more
accurate thresholds cannot be developed without a geographically sensitive
pricing survey, a low-income consumption survey, a household food consump-
tion survey, and an expanded income survey. However, there is no way to
assure that new surveys can correct all of the difficulties of deriving
such thresholds. Each of the surveys is expensive either on a one-time or
recurring basis, but the costs depend on the amount of geographic and other
detail required. The initial costs are greater, of course, than those of
repeating the survey. It should be added that such surveys would be useful
for purposes other than improved poverty measurement. Defining the appro-
priate survey package therefore requires more analytical work.
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New Income Survey

The specific objectives of a New Income Survey might be to provide:
(1) more accurate estimates of the income distribution by reducing the
underreporting of cash incomes at the extremes of the income distribution
and by including as much non-cash income and unrealized income from assets
as possible as part of the income estimates; (2) the collection of intra-
year income information to obtain data that more closely approximate
accounting periods associated with some Federal programs and to minimize
respondents' recall difficulties; and (3) the measurement of assets and
various criteria of need so that better estimates of the number of persons
eligible for participation in major programs can be made and so that a
relationship between wealth, income, and poverty can be better assessed.
It is also desirable, although expensive, to collect longitudinal data and
data capable of producing statistically reliable state or other subnational
area estimates of key characteristics.

A New Income Survey would be helpful in overcoming limitations in
existing data sources by providing more accurate and detailed statistics
on income, assets, and eligibility for and participation in major Federal
transfer programs. In addition to providing more accurate estimates of
the poverty population, the survey data could provide information for
assessing the impact of present and proposed Federal programs.

Estimates of the annual cost of such a survey range between $10 and
$15 million. The two main factors associated with total cost are the size
of the longitudinal component and the capability of producing reliable
subnational estimates. A survey capable of producing nationally repre-
sentative data and which includes a relatively small longitudinal panel
would cost about $5 million. The higher funding levels could yield state
estimates and would contain a larger longitudinal component.

Initial development of such a survey is now being undertaken within
the Office of the Assistant Secretary for Planning and Evaluation in the
Department of Health, Education, and Welfare. Expansion of the survey to
produce state estimates could take place after 1980. The planning and
design work associated with the Survey of Income and Education which was
legislatively mandated by PL 93-380, section 822, has served as a useful
stimulus for the development of the income survey.

Geographically Sensitive Pricing Survey

A geographically sensitive pricing survey would provide price data
for camparing the prices of such items as food, shelter, clothing and
medical services, between geographic areas and over time. The data
collected from the pricing survey, in conjunction with data from a pro-
posed low-income consumption survey, may enable such comparisons to be
based on the market baskets of goods and services purchased by the low-
income population. The survey probably could be an augmentation -- in
terms of area coverage, reference population, and additional price data
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necessary for inter-area comparisons -- of the BLS Consumer Price Index
price collection program.

The poverty line or income standards cannot be adjusted for differ-
ences in living costs or price levels among areas and for area changes in
living costs or price levels over time, until reliable consumer price data
are collected by geographic area. On an area basis, such data may also
aid in analyzing price behavior in different geographic areas during
periods of unusual changes in economic conditions, and in evaluating the
differential economic impact of Federal programs.

The BLS Consumer Price Index price collection program could probably
serve as the basic vehicle for collecting time series data for the pricing
survey. Research and testing must be performed, however, before attempting
to add areas such as '"rural areas" to the program and before attempting to
integrate the collection and compilation of the consumer price data neces-
sary for inter-area comparisons.

The cost of a geographically sensitive pricing survey could be very
high -- some multiple of the BLS survey depending on the degree of detail
planned. The BLS revised CPI program (which will estimate price indexes
for 2 types of families for the urban U.S., for 28 major urban areas, and
12 areas classified by region and size of area) costs approximately $40
million for the revision process alone and $7 million annually to maintain
a monthly pricing program.

Low—Income Consumption Survey

- A low-income consumption survey resembles the consumer expenditure
surveys which collect data on actual expenditures of American families and
which have been conducted approximately every ten years by the Bureau of
Labor Statistics. These surveys differ primarily in sample size and com-
position. The survey could probably supplement the new BLS continuing
consumer expenditure survey, however, which is currently being planned and
which is tentatively scheduled to begin in fiscal year 1979. Research
could begin immediately on developing a sample and survey design appropri-
ate for collecting information on low-income families living in specified
areas. Although the cost of such a survey cannot be estimated at this
time, it is estimated that the BLS continuing consumer expenditure survey
program will cost $6 million annually to maintain and would have to be
expanded considerably in size to provide accurate break-outs by income and
family size. It might also be important to mount separately or concomi-
tantly surveys of families participating in specific programs like food
stamps, AFDC, unemployment insurance or others, to see the impact of such
programs on consumption patterns. The educational characteristics of
children from low-income families might be another important component.

Household Food Consumption Survey

A nationwide study of household food consumption that provides detailed
information on the kinds and amounts of foods used and prices paid for foods
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by the total household and the food intake of individuals within the
household is required for the development of realistic standards of food
needs, such as the Department of Agriculture food plans. The most recent

such study was conducted in 1965-66. A new study is being planned for
1977 at an estimated cost of $5 million.

Summary

Funding all of these activities could lead to more accurate and cur-
rent definitions of poverty. The costs are high, however, and decisions
on whether any of them should be undertaken depend on the value attached
to the analytical or administrative uses to be made of the data. The
greatest expense would be incurred in developing sufficient information

to permit counting the poor by state more frequently than once every ten
years.

143




VII. PROGRAM IMPACT

This chapter examines the effects on Federal programs of changing the
poverty measures and updating the poverty count. The precise impacts of
changes in poverty measurement are difficult to estimate, since they will
depend in large part upon subsequent decisions within the legislative and
executive branches. A full discussion of the factors that would affect
these decisions is beyond the scope of this study. The following discus-
sion is therefore presented for illustrative purposes. The first part
describes in general terms the effects of a change on all major Federal
poverty-related programs, assuming that no offsetting changes in law or
regulation were made. The second part presents the results of a quantita-
tive analysis of the effects on the program of financial aid authorized by
Title I of the Elementary and Secondary Education Act of 1965 as amended by
the Education Amendments of 1974,

General Program Impact

It is important at the outset to distinguish between changes in the
officially designated poverty matrix and changes in one of the specific
administrative income eligibility standards or poverty measures that can
be developed through the adaptation of the existing data series, Changing
the officially designated poverty matrix could affect the way both the
government and the general public view poverty, which could in turn affect
how the nation sets its goals in attempting to eliminate or reduce the
extent of poverty.

It is helpful when considering the direct impact of a change in the
official poverty series, to'distinguish between programs that identify
- poverty of the target population by means of the official series from pro-
grams that use other income tests or income levels to identify the target
population. Such programs as the food stamp program, Title II of the
Housing and Community Development Act of 1974, the Supplemental Security
Income Program, Aid to Families with Dependent Children, Title XX of the
Social Security Act, and Medicaid belong to the latter category. Except
for the food stamp program, which partially uses the official poverty
series, a change in the series would have no direct impact on these pro-
grams as they are currently defined. An indirect impact may result from
the fact that many planners at both the Federal and state levels instinc-
tively look to the Federal poverty matrix for guidance in setting the
income levels for such programs or in interpreting how effectively these
programs reach needy populations,

There are many reasons why income transfer programs, such as Aid to
Families with Dependent Children and Supplemental Security Income, are
not tied directly to the poverty line. Program parameters such as benefit
reduction (tax) rates or basic benefits or allotments determine levels of
income at which persons are no longer eligible for program benefits. The
setting of these parameters will depend upon specific program goals such
as the provision of work incentives. Imposing a cutoff of benefits at the
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poverty line independent of the parameters of the program produces a sudden
decrease in benefits as a person's income reaches the poverty linme. This
effect, often called a '"notch," may cause serious inequities or adversely
affect work incentives. Most importantly, the purpose of a program may

not be congruent with the Federal statistical definition of poverty. More-
over, there is no consensus among the public, or even among selected groups,
that poverty generally should be eliminated regardless of cost.

The following programs refer directly to the official poverty matrix:
Title I of the Elementary and Secondary Education Act, 7Vitle I of the
Housing and Community Development Act of 1974, the Community Services Act
of 1974 (formerly the Economic Opportunity Act), the Comprehensive Employ-
ment and Training Act, the food stamp program, and the child nutrition
programs of the Department of Agriculture. 1In addition, some health
programs, particularly those relating to mental health and community
health centers, and some education programs use poverty cutoffs which are
related to the official poverty lines through administrative guidelines.
These programs would probably be affected by a change in the official
poverty statistical series.

For these programs, two kinds of effects need to be examined: first,
potential changes in the Federal budget and second, potential changes. in
the characteristics of the recipients of program benefits. The latter
kind of change would generally have a greater impact and it can be gauged
from the discussion in Chapter V of the statistical characteristics of poor
populations under alternative poverty definitions. Only in a few large
programs would the Federal budget be greatly affected.

In order to understand this impact, it 1s necessary to recall the
distinction made in Chapter I between programs that use a formula for the
distribution of Federal funds and those that establish eligibility criteria
based on the income levels. Programs with a formula for the distribution
of funds based on the official poverty line are Title I of the Elementary
and Secondary Education Act, Title I of the Housing and Community Devel-
opment Act of 1974, and grants made to Community Meutal Health Centers
with disproportionate poverty populations in health catchment areas. A
modification of the official poverty line would not result in a changed
Federal budget for these programs because the standards affect the distribu-
tion of an amount of money which 1is fixed by authorization and appropriation.
The poverty matrix determines the relative share of the appropriated amount
that each state or unit of government receives.

Similarly, the Comprehensive Employment and Training Act distributes a
fixed amount of funds to general-purpose governments partly on the basis of
the number of families with incomes less than a certain amount. The funds
are then used by the local governments to establish employment and training
programs to serve needy individuals. A change in the threshold might change
the composition of the population benefited but would not affect total
expenditures.
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The following programs use the poverty series as a basis for estab-
lishing income eligibility for program assistance: food stamp program,
child nutrition programs of the Agriculture Department, Title II of the
Housing and Community Development Act of 1974, programs sponsored by the
Community Services Act of 1974, the local use of funds from the Compre-
hensive Employment and Training Act, and various locally administered
health and education programs. Except for the child nutrition program and
possibly the food stamp program, the budgetary impact of a change in the
official poverty matrix would not be great, but it is almost impossible to
predict accurately for three reasons. First, the number of people parti-
cipating in a program differs from the number of people who are eligible.
Although the participation rate is difficult to predict, since it varies
from place to place and time to time, it probably would not increase at
the same rate as would the poverty line. Second, the eligibility criterion
for participation in these programs is seldom based exclusively on the
poverty thresholds. Normally, other eligibility criteria, for example,
those relating to the employability characteristics under the Comprehensive
Employment and Training Act, come into play. Some of tliese programs make
welfare reciplents automatically eligible for benefits. Finally, in some
cases, the poverty thresholds are used to distribute to eligible persons
limited Federal funds on a first-come, first-served basis or on a most-in-
need basis. An example is the Comprehensive Employment and Training Act.
Local governments use these funds to establish employment and training pro-
grams for eligible participants. Eligibility is based partly on the poverty
income guidelines (as well as on other criteria) and partly on the basis of
the amount of funds made available to them. Another example is the Com-
munity Action Agencies, which adopt the income eligibility guidelines
published by the Community Services Administration (formerly the Office of
Economic Opportunity) to distribute services to needy persons.

In some programs, eligibility is open-ended, in that the benefits are
provided to all eligible persons requesting them; such programs would force
the Federal budget upward if the poverty line were .increased. The child
nutrition programs of the Department of Agriculture, for example, would be
affected significantly by an increase in the poverty line. A 25 percent
increase in the poverty line could result in an increase of more than 30
percent in the program budget under current law.

A smaller effect would occur in the food stamp program because its
income eligibility criteria already generally exceed the poverty lines for
most family sizes. There would be a much more significant effect on the
food stamp program if it were re-defined primarily on poverty criteria
such as in recently proposed legislation and regulations. Obviously, the
structure of the poverty guidelines would then be a most crucial program
parameter.

Generally, most of the open-ended programs are the income or in-kind
transfer welfare programs. As mentioned earlier, these generally do not
use the poverty matrix either for setting the income eligibility standards
or the benefit levels.
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Impact on Title I of ESEA
Background

The Elementary and Secondary Education Act as enacted in 1965 provided
for allocating funds to counties according to a formula that defined the
children to be counted and the payment rate. The formula children included
children aged 5 to 17 in families with incomes under $2,000 in the 1960
Census, all children in families with AFDC payments of $2,000 or more, as
well as foster and institutionalized children. The payment rate was set
at 50 percent of the state expenditure per pupil or 50 percent of the
national average expenditure per pupil,, whichever was higher.

Several years after the law was put into effect, it was observed that
the formula was allocating an unexpectedly large share of the funds to the
large urban states. Two factors combined to bring about this result. The
poverty population (children in families with incomes under $2,000 in 1959)
was fixed, while the AFDC population grew each year because of rising
payments and mushrooming caseloads, so that in 1972 the AFDC component
constituted more than 50 percent of the eligible population compared with
10 percent of the total in 1965. The large urban states generally set
higher welfare payment levels and broadened eligibility for welfare, which
automatically increased their share of the formula funds. During this
seven-year period, for example, California, New Jersey, and New York more
than doubled their percentage of the national total of Title I funds.

The increased payments to large urban states were also due in part to
the payment rate. Since spending per pupil in these states is characteris-
tically higher than the national average, the effect was to systematically
allocate higher Title I payments to the larger states. Therefore, both

elements in the allocation formula -- the definition of the formula children
and the payment rate -- gave benefits to the urban states that were higher
than expected. -~

In 1974, the present allocation formula was adopted after considerable
debate. An attempt was made to correct some of the more severe defects in
the earlier formula, but the basic allocation procedure remained much the
same. Children identified by the formula comprised the following three
~groups: children 5 to 17 in poor families as defined in the 1970 Census,
two-thirds of the children in families receiving AFDC payments exceeding
the poverty line, children institutionalized either because of neglect or
delinquency, and children in foster homes supported with public funds.

The payment rate was also revised. The minimum rate was set at 40
percent of 80 percent (i.e., about one-third) of the national average expen-
diture per pupil, and the maximum rate was set at 40 percent of 120 percent
(i.e., about one-half) of the national average. In addition, each county
was guaranteed a payment of at least 85 percent of the payment received in
the preceding year, -a provision referred to as the "floor" and as the '"hold
harmless'" provision.

)

148




An analysis of the impact of changing the poverty definition was
carried out by calculating the allocation of $1.5 billion in Title I funds
in 1975 under the 13 definitions of poverty defined in Chapter V. (Data
were from the one percent sample of the 1970 Census.) A concomitant change
was made in the AFDC population above the poverty line to reflect the change
in the level of the poverty definition. All 13 poverty concepts were
tested, and 5 of them are discussed here in detail: the current measure, 125
and 150 percent of the current measure, a single poverty threshold based
on half of the national median family income, and a single poverty threshold
based on the poverty threshold for a nonfarm family of four. The results
for most of the other poverty definitions fall somewhere within the range of
the 5 presented here.

7

There is good reason to be concerned about allocating Title I funds
in 1975 on the basis of the 1970 Census estimates of the number of poor
children in each state. During the past few years, the nation has suffered
a recession which has undoubtedly affected some parts of the country more
than others. The current allocation formula assumes that the distribution
of poor children by state is the same today as it was in 1970, which is
unlikely. To test this assumption, allocations based on the 1970 Census
estimates were compared with the allocations based on estimates of the
number of poor children by state for 1973, the most recent year for which
such estimates could be made. Two estimates for 1973 were used: one by
the Bureau of the Census and the other by the Regional Economic Analysis
Division (READ) of the Department of Commerce. The methods used are des-
cribed in a paper by Herman Miller and Abdul Khan, '"Methodology for Estima-
ting the Number of Children in Poverty for States and Counties," to be
published in the near future by the Bureau of the Census.

In analyzing the impact of revised poverty definitions and of updating
the count, the basic tabulations were performed assuming that the current
allocation formula was unchanged. In order to identify separately the
effects of various components of the formula, additional tabulations were
made to explore the impact of: the hold harmless provision (the 85 percent
floor); omitting the AFDC children; and omitting the AFDC children and the
CEPP factor. The use of current expenditures per pupil (CEPP) as a basis
for allocating Title I funds is a very important element in the current
formula. As noted above, the eligible population in each state is multi-
plied by 40 percent of CEPP in the state (with a minimum of about one-third
of the national average and a maximum of about one-half of the national
average) to arrive at the dollar entitlement for each state. A measure of
the effect of CEPP can be obtained by comparing the amount each state would
receive if funds were allocated only on the basis of the number of poor
children, with the amount the state receives using both CEPP and the number
of poor children. As will be noted subsequently, CEPP has a much greater
influence on the allocation of Title I funds than any of the other factors
in the present formula.

The results of the analysis of the impact on the Title I program of

changing the definition of poverty, and taking into account the other
factors just named, are presented in several stages:
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. A sketch of the results based on five states representing
differences in various regions and in size of population.

. A detailed analysis for all states of the impact of changing
the definition of poverty.

. A detailed analysis for all states of the impact of updating
the 1970 Census estimate of the number of poor children.

. An analysis of the impact of revising the allocation formula.

. An analysis of the joint impact of changing the poverty definition
and simultaneously updating the 1970 Census count.

Impact on Selected States

Before turning to the detailed tables, it is useful to consider how
changes in the definition of poverty or in the various components of the
Title I formula might affect the allocation of funds in 1975. One large
state was selected for each region of the country (California, Illinois,
New York, and North Carolina), and Mississippi was selected as a low-income
Southern state. An examination of the detailed figures for these five
states provides a better understanding of the more comprehensive analysis
presented later in this chapter, of the results for all states. Table 23
shows the impact on the allocation of funds for these five states of
changes in the formula, of updating the count of poor children, and of
retaining or eliminating the hold harmless provision. Similar data are
shown in Table 24 for the same states, measuring the impact of a change in
the poverty definition. '

Column 3 of Table 23 indicates that, under the current formula, New
York received $191.0 million in Title I funds in 1975. Using the same
formula without the floor, New York would have received only $169.9 million
(column 1). 1Indeed, in 1975 the floor served to take a little away from
most other states and give it to New York. Note that three of the other
five states would have received slightly more funds without the floor than
with it. ’

A comparison of columns 1 and 2 shows the impact of updating the count
of poor children. 1If the current formula had been used, but only the count
of poor children updated, New York would have received $194.5 million rather
than $169.9 million. This same change would increase the funds going to
California, but it would have decreased the funds going to Illinois, North
Carolina, and Mississippi. A more detailed examination of the data for
all states will show that such a change would in fact increase the alloca-
tion to nearly all of the largest states, largely reflecting a redistribu-
tion of poor children among states during recent years.

An examination of column 1, lines 1 through 3 for each state shows the
impact of other changes in the allocation formula on the Title I allotments.
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Table 23. Impact of Changes in the Allocation Formula
on the Distribution of Title I Funds, 1975
(Millions of dollars)

. Allocations Without Floor Allocations With Floor

State and Allocatiom

Formula 1970 CIPa 1973 CIP 1970 CIP 1973 CIP
New York:
Carrent formula® $ 169.9 $ 194.5 $191.0° | $197.7
CEPP and Poverty only 131.5 155.9 188.7 193.0
Poverty only 102.5 122.4 185.9 187.6
I1linois:
Current formula’ 83.6 76.9 81.5° 74.5
CEPP and Poverty only 72.9 63.9 72.8 69.2
Poverty only 58.9 52.0 67.8 66.8
California:
Current formula® 127.4 139.2 124.1° 133.9
CEPP and Poverty only 122.2 135.3 117.1 126.3
Poverty only 116.0 129.4 110.7 . 118.8
North Carolina:
Current formula® 46.1 39.7 47.1¢ 45.1
CEPP and Poverty only 52.0 45.3 49.4 46.2
Poverty only 60.9 53.4 53.5 48.8
Mississippi:

c

Current formula® 38.2 30.9 37.4 33.4
CEPP and Poverty only 43.6 35.7 40.5 35.0
Poverty only 51.0 42.0 44,5 37.7

SOURCE: Special tabulations prepared by the National Center for Education Statistics.

a.
CIP represents the number of children in poverty.

b The current formula evidences CEPP, the number of children in AFDC families

with incomes above the poverty line, and the number of children in poverty.

Estimated actual allocation in 1975.

Under the current formula, New York would have received $169.9 million,
assuming no floor. 1If the AFDC population with incomes above the poverty
line were excluded from the formula, the allocation of funds to New York
would have dropped sharply to $131.5 million. If the funds were alloted
only on the basis of the number of poor children, New York's allotment
would again have been cut sharply to $102.5 million. Changes of a similar
nature may be noted for Illinois and California. The picture is quite
‘different, however, in North Carolina and Mississippi. These Southern
states would receive substantial increases in funds if the allocation were
based entirely on the count of poor children.  These differences largely
‘reflect the higher expenditures per pupil in the larger states and their
more generous AFDC payments.
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Table 24. Impact of Alternative Definitions of Poverty
on Allocation of Title I Funds, 1975
(Millions of dollars)

125% of 150% of -
Current Current Current Single Poverty Line
State and Allocation Poverty, Poverty Poverty b o
Formula Concept Line Line $4795 l $3748

New York:

d
Current formula $173.3 $ 153.1 $ 143.1 $ 156.9 $ 188.6
CEPP and Poverty only 136.4 138.1 137.6 137.0 136.9
Poverty only 106.3 108.3 108.5 107.1 106.9
Illinois: :

d
Current formula 82.4 76.4 75.1 76.5 93.1
CEPP and Poverty only , 71.9 72.7 74.3 71.4 75.2
Poverty only 55.0 59.0 60.7 57.9 60.8
California: !
Current formula d 128.0 124.1 122.2 129.0 135.7
CEPP and Poverty only 123.0 121.8 121.1 126.3 124.2
Poverty only 116.8 116.3 116.2 120.1 118.2
North Carolina:

. d ’

Current formula 44.3 46.1 45.2 46.8 38.8
CEPP and Poverty only 49.9 48.3 46.0 49.9 ., 47.3
Poverty only 58.4 56.8 54.4 58.5 55.4
Mississippi:

d
Current formula 37.3 36.1 32.8 38.1 35.9
CEPP and Poverty only 42.3 38.1 33.5 41.0 44.3
Poverty only 49.5 44,8 39.6 48.1 52.0

SOURCE: Special tabulations prepared by the National Center for Education Statistics.
2 These figures differ from the corresponding figures in Table VII-1 because
they are based on tabulations for states, whereas the data in Table VII-1
are based on county tabulations summarized to state levels.

b 50% of the U.S. median family income in 1969, as indicated by the 1970
Census.

¢ Weighted average poverty threshold for nonfarm 4-person family in 1969.

d

The current formula includes CEPP, the number of children in AFDC families
with incomes above the poverty line, and the number of children in poverty.

Table 24 shows the impact of a change in the poverty measure on the
allocation of Title I funds among the 5 states. Five different poverty
concepts are considered: The current poverty concept, 125 percent and 150
percent of the current poverty line, a single poverty threshold based on
one-half of the U.S. median family income in the 1970 Census ($4,795), and
a single poverty threshold based on the poverty threshold for a nonfarm
four-person family in 1969 ($3,748). The two single poverty thresholds
were selected to show the differential impact of vastly simplified poverty
concepts selected at different points on the income distribution.
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If the current allocation formula is used, but the poverty line is
increased by 125 percent or 150 percent, New York would have an appreci-
able reduction in funds. This is primarily because the influence of the
AFDC add-on would disappear. The other 4 states, however, would not be
as significantly affected. An examination of the figures for all states
will show that most of them would not be appreciably affected by such a
change in the poverty concept. More significant is the fact that a
simplified poverty concept based on half the U.S. median family income,
without adjustment for family size and composition or farm-nonfarm
residence, would also not appreciably change the allocation of Title I
funds among any of the states shown in Table 24 (except New York), nor,
as we shall see later, would it appreciably change the amount of funds
received by most states. In other words, we could achieve largely the
same distribution of Title I funds we now have by using other poverty
concepts.

A single poverty threshold selected somewhat lower on the income
distribution (column 5) would alter the allocation of funds appreciably,
primarily because of its impact on the AFDC population. If the poverty
threshold for'a nonfarm family of four persons were used as the single
poverty threshold for all families, New York would receive $188.6 million
rather than $173.3 million. Illinois and California would also have
substantial gains if such a change were made, whereas North Carolina and
Mississippi would have slight reductions. The reason for these changes .
is that as the poverty line is lowered, more AFDC families are included
in the eligible population. Such families are disproportionately located
in the high-income Northern states. It is especially significant that
excluding the AFDC population from the formula (i.e., allotting funds
on the basis of CEPP and poverty only), would not cause the amount of
funds received by each state (except Mississippi) to vary appreciably
under any of the poverty definitions.

Impact of Changing the Poverty Definition

Table 25 shows, for each of the 50 states and the District of Co-
lumbia, a comparison of the Title I funds received under the current
poverty concept with the funds that would be received if the poverty
line were increased by 25 percent or 50 percent, and commensurate changes
were made in the number of AFDC children above this new poverty line.

For purposes of analysis, four different groupings of states have
been established, based on size: (a) the 12 largest states -- these states
have over 5 million inhabitants and receive about 55 percent of the
Title I funds; (b) 12 moderately large states —— these states have 3-5
million inhabitants and receive about 25 percent of the Title I funds;

(¢) 14 moderately small states —- these states have 1-3 million inhabi-
tants and receive about 15 percent of the Title I funds; and (d) the 13
smallest states -- these states each have less than 1 million inhabitants
and receive about 5 percent of the Title I funds.
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Table 25. Comparison of Title I Funds

That Would be Received Using 125% and 150% of the Present Poverty Line

with the Amount That Would be Currently Received

(Millions of dollars; assumes a total allocation of $1.5 billion)

Increased Poverty Line Absolute_Change Relative Change

: Current 2 3
State Definition 125% 150% (-1 (3-1) | 1X100[7x100

(1) (2) (3)
12 Largest States
California §128.0 $124.1 $122.1 $ -3.9 § -5.9 97% 95%
New York 173.3 153.0 143.1 -20.3 -30.2 88 83
Pennsylvania 78.7 82.2 87.2 3.5 8.5 104 111
Texas - 93.3 97.7 96.7 4.4 3.4 105 104
Illinois 82.4 76.4 75.1 -6.0 -7.3 93 91
Ohio 48.5 53.4 58.1 4.9 9.6 110 120
Michigan 61.8 56.2 55.2 -5.6 -6.2 91 89
New Jersey 44.2 42.7 41.5 -1.5 -2.7 96 94
Florida 48.7 50.2 50.6 1.5 1.9 103 104
Massachusetts 30.3 29.4 29.9 -0.9 0.4 97 99
Indiana 19.5 23.4 26.5 3.9 7.0 120 135
North Carolina 44,3 46.1 45.2 1.8 0.9 104 102
12 Moderately Large States
Missouri 28.2 29.9 32.0 1.7 3.8 106 114
Virginia 36.4 37.1 36.6 2.7 2.2 108 107
Georgia © 444 44.7 43.4 0.3 -1.0 100 98
Wisconsin 24.6 26.4 28.5 1.8 3.9 107 116
Tennessee 36.1 36.6 36.5 0.5 0.4 101 101
Maryland 25.2 26.8 27.8 1.6 2.6 107 111
Minnesota 24.0 24.9 27.8 0.9 3.8 104 116
Louisiana 48.5 47.1 44,7 -1.4 ~3.8 97 92
Alabama 40.8 39.7 37.6 ~-1.1 -3.2 97 92
Washington 17.7 17.3 17.9 -0.4 0.2 98 101
Kentucky 30.0 31.3 30.4 1.3 0.4 103 100
Connecticut 12.9 13.1 13.4 0.2 0.5 102 104
14 Moderately Small States
Iowa 13.8 ’ 15.4 18.0 1.6 4.2 112 131
South Carolina 31.0 30.9 28.7 0.8 -2.3 100 92
Oklahoma 17.7 18.7 18.7 1.0 1.0 106 107
Kansas 12.6 13.4 14.3 0.8 1.7 106 113
Mississippi 37.3 36.1 32.8 -1.2 -4.5 97 88
Colorado 14.3 14.3 14.9 - 0.6 100 105
Oregon 13.6 13.3 14.4 -0.3 0.8 98 106
Arkansas 23.1 23.1 21.9 - -1.2 100 95
Arizona 13.1 13.7 13.9 0.6 0.8 104 106
West Virginia 16.4 16.8 16.9 0.4 0.5 103 103
Nebraska 8.9 10.0 10.7 1.1 1.8 112 120
Utah 5.0 5.6 6.3 0.6 1.3 112 126
New Mexico 12.7 12.8 12.2 0.1 -0.5 101 97
Maine 5.5 6.6 7.3 1.1 1.8 120 133
13 Smallest States
Rhode Island 6.4 6.4 6.1 - -0.3 100 95
Hawaii 5.0 5.1 4.9 0.1 -0.1 102 98
New Hampshire 2.8 3.5 3.5 0.7 0.7 124 124
Idaho 3.5 4.0 4.4 0.5 0.9 113 124
Montana 4.5 5.6 6.0 1.1 1.5 124 134
South Dakota 5.0 5.7 6.0 0.7 1.0 112 119
North Dakota 4.5 4.7 5.0 0.2 0.5 102 110
Delaware 4.2 4.9 4.9 0.7 0.7 117 117
Nevada 1.9 2.3 2.5 0.4 0.6 118 133
Vermont 2.9 3.1 3.5 0.2 0.6 106 120
Wyoming 1.8 2.3 2.6 0.5 0.8 126 143
Alaska 2.3 2.5 2.5 0.2 0.2 108 106
Washington, D.C. 9.8 9.4 8.9 -0.4 -0.9 96 90

SOURCE: Special tabulations prepared by the National Center for Education Statistics.
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A 25 percent increase in the poverty line would produce a sharp
reduction in the funds going to several of the large states and, with a
few exceptions, would redistribute these funds to the rest of the country.
The big losers would nearly all be concentrated in the 12 largest states.
They include New York, with a cut of $20 million or 12 percent; Illinois
(-$6 million or 7 percent); Michigan (-$6 million or 9 perdent);
California (~$% million or 3 percent); and New Jersey (-$2 million or 4
percent). Three other states would have losses of $1 million (Louisiana,
Alabama and Mississippi). Most of the other states would receive slight
to moderate gains.

With few exceptions, the pattern described above would prevail if
the poverty line were raised by 50 percent. In most cases the changes
resulting from a 50 percent increase are in the same direction, but larger
than those resulting from a 25 percent increase.

Table 26 shows for each state the change in the allocation of funds
if the poverty concept were based on two different single thresholds:
one-half the U.S. median family income in 1969 ($4,795) and the poverty
threshold for a nonfarm family of four persons in 1969 ($3,748). 1If the
higher threshold were used, the results would be very similar to those
obtained using the current concept. The allocations to only 7 states
would differ by more than 10 percent of the present allocation, and most
of these differences would be in the smaller states, representing rela-
tively small amounts of money. If the lower threshold were used, most of
the largest states would have gains in funds, largely at the expense of
Southern states., Included among the heavy losers would be Texas, Florida,
North Carolina, Missouri, Virginia, Georgia, Tennessee, Louisiana,
Alabama, Kentucky, South Carolina, and Mississippi. The reason for this
change, as previously explained, is that the lower poverty line would
include more of the AFDC children among the eligible population under
the Title I allocation formula. Most of these children live in the large
Northern states,

Impact of Updating the Poverty Count

Table 27 shows the amount of Title I funds each state would receive
in 1975 with no change in the allocation formula, with a replacement of
the 1970 Census estimate of the number of school-age children in poverty
with the Census estimate for 1973, and with a replacement of the 1970
Census estimate with the estimate for 1973 prepared by the Regional
Economic Analyses Division (READ). The first three columns of this
table show the funds, in millions of dollars each state would receive,
assuming a total allocation of $1.5 billion. Column 4 shows the ratio
between the amount received using the READ estimate of poor children in
1973 and that received under the current formula; column 5 replaces the
READ estimate with the Census estimate for 1973.

These data show that the substitution of current estimates of chil-
dren in poverty for the 1970 Census estimates, with few exceptions,
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Table 26. Comparison of Title I Funds
That Would be Received Using a Single Poverty Line
with the Amount That Would be Currently Received, 1975
(Millions of dollars; assumes a total allocation of $1.5 billion)

Current Single Poverty Line Difference Ratio

Poverty b 2 3
State Definition $4,795 2 $3,748 (2-1) (3-1) 1% 100 1* 100
1) 2) (3)
12 Largest States
California $ 128.0 $ 129.0 $ 135.7 $ 1.0 $ 7.7 101% 106%
New York 173.3 156.9 188.6 -16.6 15.3 91 109
Pennsylvania b 78.7 77.5 80.0 -1.2 1.3 99 102
Texas 93.3 - 93.5 80.3 .2 -13.0 100 86
Illiacis 82.ﬁ 76.5 93.1 - 5.9 10.7 93 112
Ohio 48.5 52.0 49.7 3.5 1.2 107 103
Michigan 61.8 55.2 68.5 - 6.6 6.7 89 111
New Jersey 44.2 42.9 49.1 - 1.3 4.9 97 113
Florida 48.7 51.9 45.6 3.2 - 3.1 106 93
Massachusetts 30.3 28.5 33.5 - 1.8 3.2 94 . 110
Indiana 19.5 21.9 18.9 2.4 - .6 112 97
North Carolina 44.3 46.8 38.8 2.5 - 5.5 106 88
12 Moderately Large States
Missouri 28.2 29.8 25.7 1.6 - 2.5 106 91
Virginia 34.4 36.2 31.3 1.8 - 3.1 105 91
Georgila 44.4 44.7 38.5 .3 - 5.9 100 86
Wisconsin 24.6 24.4 25.2 - .2 .6 99 102
Tennessee 36.1 37.8 32.3 1.7 - 3.8 105 90
Maryland 25.2 26.1 25.7 .9 .5 104 102
Minnesota 24.0 25.4 24.0 1.4 - 106 100
Louisiana 48.5 48.6 45.2 .1 - 3.3 100 93
Alabama 40.8 40.5 35.7 - .3 - 5.1 99 88
Washington 17.7 18.9 . 19.9 1.2 2.2 107 112
Kentucky 30.0 32.7 29.0 2.7 - 1.0 108 96
Connecticut 12.9 13.3 13.7 W4 8 103 - 106
14 Moderately Small States
Iowa 13.8 15.6 14.0 1.8 .2 113 102
South Carolina 31.0 30.4 28.0 - .6 - 3.0 98 90
Oklahoma 17.7 18.6 17.4 | .9 - .3 105 99
Kansas 12.6 13.1 12.2 .5 - .4 104 96
Mississippi 37.3 38.1 35.9 .8 - 1.4 102 96
Colorado - 14.3 14.0 13.0 - .3 - 1.3 98 91
Oregon 13.6 14.6 14.5 1.0 .9 107 106
Arkansas 23.1 25.0 22.6 1.9 - .5 108 98
Arfzona 13.1 . 13.3 11.5 .2 1.6 102 88
West Virginia 16.4 17.3 16.4 .9 - 105 100
Nebraska 8.9 10.1 8.8 1.1 - .1 113 99
Utah 5.0 4.9 4.9 - .1 - .1 98 97
New Mexico 12.7 12.9 11.7 .2 - 1.0 101 92
Maine 5.5 6.0 5.0 .5 - .5 109 91
13 Smallest States
Rhode Island 6.4 6.1 7.2 - .3 .8 96 113
Hawaii 5.0 4.4 5.1 - .6 .1 88 102
New Hampshire 2.4 3.0 3.1 .6 .7 107 108
Idaho 3.5 3.7 3.3 .2 - .2 105 92
Montana 4.5 4.6 4.2 .1 - .3 104 95
South Dakota 5.0 5.4 5.5 4 .5 107 109
North Dakota 4.5 5.2 4.1 .7 - .4 114 90
Delaware 4.2 3.5 3.0 - .7 - 1.2 83 73
Nevada 1.9 1.9 1.8 -— - .1 101 94
Vermont 2.9 2.7 2.7 - .2 - .2 93 94
Wyoming 1.8 1.9 1.7 .1 - .1 103 96
Alaska 2.3 2.2 2.6 - .1 .3 92 112
Washington, D.C. 9.8 10.3 11.1 .5 1.3 105 112

SOURCE: Special tabulations prepared by the National Center for Education Statistics.
a 50% of 1969 U.S. median family income as indicated by the 1970 Census.

b Weighted average poverty threshold for nonfarm 4-person family in 1969.
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Table 27. Title I Funds to be Received by Each State in 1975
Using Current Allocation Formula and
Alternative Estimates of Children in Poverty
(Millions of dollars; assumes a total allocation of $1.5 billion)

Current Allocation Formula Current Allocation Formula Ratio
Using 1969 Estimates of Using 1973 Estimates of
State Children in Poverty Children in Poverty
READ Census Bureau
estimates estimates
¢Y) (2) 3)
12 Largest States
California $128.0 $139.3 $146.2 109% 114%
New York 173.3 194.4 181.5 112 105
Pennsylvania 78.7 76.3 78.4 97 100
Texas 93.3 101.1 88.9 108 95
Illinois 82.4 77.0 90.0 93 109
Ohio 48.5 50.2 49.5 104 102
Michigan 61.8 62.6 68.3 101 111
New Jersey 44.2 54,1 54.0 122 122
Florida 48.7 47.8 51.0 98 105
Massachusetts 30.3 34.3 34.6 113 114
Indiana 19.5 22.3 20.9 114 107
North Carolina 44.3 39.7 40,2 90 91
12 Moderately Large States !
Missouri 28.2 25.8 27.5 91 98
Virginia 34.4 29.3 33.2 85 97
Georgia 44 .4 37.3 40.2 89 90
Wisconsin 24.6 24,4 25.2 99 103
Tennessee 36.1 31.3 31.0 87 86
Maryland 25.2 29.4 28.8 117 114
Minnesota 24.0 20.9 24.1 87 100
Loulsiana 48.5 48.1 41,1 99 85
Alabama 40.8 41.6 32.7 102 80
Washington 17.7 17.5 20.5 99 116
Kentucky 30.0 29.4 26.2 97 87
Connecticut 12.9 17.2 17.2 133 134
14 Moderately Small States
Iowa 13.8 9.7 11.9 71 87
South Carolina 31.0 22.8 25.7 78 83
Oklahoma 17.7 16.6 16.7 94 94
Kansas 12.6 10.1 10.2 80 86
Mississippi 37.3 31.0 30.7 83 82
Colorado 14.3 13.2 13.8 92 97
Oregon 13.6 13.4 13.1 98 96
Arkansas 23.1 16.3 19.1 71 83
Arizona 13.1 14.9 14.1 114 107
West Virginia 16.4 14.4 12.7 88 78
Nebraska 8.9 7.5 7.2 84 80
Utah 5.0 4.0 4.0 79 80
New Mexico 12.7 11.4 10.4 90 82
Maine 5.5 8.3 5.1 152 92
13 Smallest States
Rhode Island 6.4 4.7 6.3 74 99
Hawaii 5.0 4.2 5.1 84 102
New Hampshire 2.8 4.5 3.0 158 107
Idaho 3.5 5.2 3.2 146 90
Montana 4.5 4.1 3.9 93 86
South Dakota 5.0 4.8 4.1 95 81
North Dakota 4.5 2.4 2.9 52 64
Delaware 4.2 4.7 4.4 114 105
Nevada 1.9 1.0 2.6 54 137
Vermont 2.9 3.0 2.8 104 95
Wyoming 1.8 3.9 2.0 218 109
Alaska 2.3 3.6 3.7 152 158
Washington, D.C. 9.8 8.6 9.6 87 97

SOURCE: Special tabulations prepared by the National Center for Education Statistics.
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transfers funds from the smaller rural states to the large industrial
states. Although there are some differences between the Census Bureau and
the READ estimates, both sets of data support: this conclusion. This change
undoubtedly reflects the fact that the slow economic growth experienced in
the United States between 1969 and 1973 had a much greater negative impact
on the large industrial states than it had on the smaller ones. As a
result, relatively more of the nation's poor children in 1973 were located
in the large states than was the case in 1969, There is no logical basis
for retaining the 1970 Census count of children in poverty in the alloca-
tion formula. This procedure was used because it was not considered
likely that up-to-date county estimates of children in poverty would be
available. The data in Table 27 suggest that if more recent data were
available, the Title I funds received by most of the larger states would
increase considerably.

Focusing attention on the Census estimates for the 12 largest states
in Table 27, we find that ‘two states would receive reductions in funds
if the current estimates of children in poverty were used (Texas and
North Carolina), one state would have no change (Pennsylvania), one state
would have a small increase (Ohio), and eight states would have increases
ranging from 5 to 22 percent (Florida, New York, Indiana, Illinois,
Michigan, Massachusetts, California, and New Jersey).

The picture is somewhat different among the 12 moderately large
states, those with 3-5 million inhabitants. Among these states, we find
only three with substantial gains in Title I funds i1f current estimates of
children in poverty were used (Connecticut, Washington, and Maryland), and
seven states with losses (Missouri, Virginia, Georgia, Kentucky, Tennessee,
Louisiana, and Alabama).

One of the 14 moderately small states with 1-3 million inhabitants
(Arizona) would gain in Title I funds if the current estimates of children
in poverty were used. Each of the other states in this group would lose
funds. The losses would be less than 10 percent in Oklahoma, Colorado,
Oregon, and Maine; between 10 and 20 percent in Iowa, South Carolina,
Kansas, Mississippi, Arkansas, Nebraska, Utah, and New Mexico; and greater
than 20 percent in West Virginia.

The estimates shown in Table 27 for the 13 smallest states are con-
sidered too weak to be analyzed meaningfully because of the very small
size of the CPS sample in those states. Reasonably reliable estimates for
these states will not be available until after the Survey of Income and
Education is camnpleted in 1976. ¥

Impact of Changing the Allocation Formula

.. In contrast to the relatively minor changes that can be noted in most
states if the poverty line is increased even by as much as 50 percent, very
sharp changes can be noted in most states if the basic allocation formula
itself is changed. Table 28 shows the change that would take place if the

{
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Table 28. Comparison of Title I Funds
That Would be Received Under Alternative Allocation Procedures
with the Amount That Would be Currently Received

No Change in Poverty Definition; No Change in Allocation Formula;

change in Allocation Formula to Increase in Poverty Line by:
States Poverty Only

25 percent 50 percent

12 Largest States
California 912 972 95%
New York 61 88 83
Pennsylvania 76 104 111
Texas 132 105 104
Illinois 70 93 91
Ohio 111 110 120
Michigan 67 91 89
New Jersey 64 96 94
Florida 122 103 104
Massachusetts 76 97 99
Indiana 115 120 135
North Carolina 132 104 102
12 Moderately Large States
Missouri 119 106 114
Virginia 119 108 107
Georgia 132 100 98
Wisconsin 83 107 116
Tennessee 138 101 101
Maryland 85 107 111
Minnesota 77 104 116
Louisiana 128 97 92
Alabama 132 97 92
Washington 83 98 101
Kentucky 131 103 100
Connecticut 77 102 104
14 Moderately Small States
Iowa 101 112 131
South Carolina 133 100 92
Oklahoma 129 106 107
Kansas 108 106 113
Mississippi 133 97 88
Colorado 104 100 105
Oregon 82 98 106
Arkansas 132 100 95
Arizona 122 104 106
West Virginia 130 103 103
Nebraska 111 112 120
Utah 119 112 126
New Mexico 130 101 97
Maine 125 120 133
13 Smallest States
Rhode Island 83 100 95
Hawaii 83 102 98
New Hampshire 103 124 124
Idaho 125 113 124
Montana 109 124 134
South Dakota 121 . 112 119
North Dakota 126 102 110
Delaware 85 117 117
Nevada 110 118 133
Vermont 93 106 120
Wyoming 95 126 143
Alaska 73 108 106
wasbington, D.C. 76 96 90

SOURCE: Special tabulations prepared by the National Center for Education Statistics.

Note: Each column represents a ratio of the amount that would be received using the specified
definition to the amount that would be received under the current definition.

The numerator of the ratio shown in this colummn represents the amount each state would
receive if the current poverty definition were used; but the allocation was based only

on the number of poor children and not on the current formula. The denominator represents
the amount each state could receive using the current definition of poverty and the current
allocation formula.
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current allocation formula were replaced with a formula that allocates
Title I funds solely on the basis of the number of children in poverty

as reported in the 1970 Census. If such a change were made, most large
industrial states would receive a sharp reduction in Title I funds, and
most smaller rural states would receive a sharp increase in such funds.
This change is due largely to the elimination of current expenditures per
pupil from the allocation formula. Using CEPP to determine funding tends
to transfer funds from those states with large proportions of poor chil-
dren to those that make relatively large expenditures per capita on
education.

Among the 12 largest states, three would have reductions of 20 to 30
percent (Massachusetts, Pennsylvania, and Illinois); and three would have
reductions of 30 to 40 percent (New York, Michigan, and New Jersey). The
three states in this group that would gain the most are in the South:
Florida, with a gain of 22 percent, and North Carolina and Texas, each
with gains of 32 percent. .

Changes of a similar magnitude would be found among the 12 moderately
large states. The 7 Southern states in this group would all have gains
ranging from 20 to 40 percent, whereas 5 states (only one of which is in
the South) would have substantial losses. Among the 12 moderately small
states, all but Oregon would have an increase in funds. Among the 13
smallest states, about half would gain, and half would lose funds.

0f all the factors considered, it appears that the allocation formula
itself, and particularly current expenditures per pupil, exerts the
greatest impact on the allocation of Title I funds. The greatest change
in the allocation of funds among states would take place if the funds were
allotted on the basis of the number of children in poverty rather than
.according to the present formula. If the present formula is retained, an
increase in the poverty line would have a relatively minor impact on the
allocation of Title I funds; however, an updating of the number of children
in poverty would appreciably increase the funds going to the larger states
and would decrease those funds going to the smaller states.

Joint Impact of Changing the Poverty Definition and
Updating the Poverty Count

In the preceding sections, attention was focused on the impact of
a change in the definition of poverty or an update in the count of poor
children. We shall now examine the impact of a joint change in these
variables. Table 29, column 3, shows the Title I allotments to each state
in 1975, assuming a 25 percent increase in the poverty line and using the
1973 estimated number of poor children. These figures are compared with
the amounts each state would receive if the current formula were used with
the 1969 estimate of poor children, and if the current formula were used
with the 1973 estimate of poor children.
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Table 29. Title I Funds to be Received by Each State in 1975

Using the 1973 Count of Children in Poverty and
a 25 Percent Increase in the Poverty Line

(Millions of dollars; assumes a total allocation of $1.5 billion)

Current 1973 Estimate of CIP Difference

Formula, Current Current Formula (2-1) (3-1)

1969 Estimate Formula Using 125% of
State of CIP? Poverty Line

1) 2) (3

12 Largest States
California $ 128.0 $139.3 $ 135.5 $ 11.3 $ 7.5
New York 173.3 194.4 169.3 21.1 - 4.0
Pennsylvania 78.7 76.3 83.3 -2.4 4.6
Texas 93.3 101.1 100.0 7.8 6.7
Illinois 82.4 77.0 70.8 -5.4 -11.6
Ohio 48.5 50.2 62.6 1.7 14.1
Michigan 61.8 62.6 61.6 .8 - .2
New Jersey . 44,2 54.1 55.8 9.9 11.6
Florida 48.7 47.8 49.6 -.9 .9
Massachusetts 30.3 34.3 39.1 4.0 8.8
Indiana 19.5 22.3 27.8 2.8 8.3
North Carolina 44.3 39.7 38.8 ~4.6 - 5.5
12 Moderately Large States
Missouri 28.2 25.8 28.4 -2.4 .2
Virginia 34.4 29.3 29.9 -5.1 - 4.5
Georgia 44.4 37.3 36.2 -7.1 - 8.2
Wisconsin 24.6 24.4 30.2 - .2 5.6
Tennessee 36.1 31.3 30.2 -4.8 - 5.9
Maryland 25.2 29.4 35.0 4.2 9.8
Minnesota 24.0 20.9 21.9 -3.1 -2
Louisiana 48.5 48.6 44,2 .1 - 4.3
Alabama 40.8 41.6 38.4 .8 - 2.4
Washingcon 17.7 17.5 17.7 - .2 -
Kentucky 30.0 29.4 27.8 - .6 - 2.2
Connecticut 12.9 17.2 18.9 4.3 6.0
14 Moderately Small States
Iowa 13.8 9.7 11.5 -4.1 - 2.3
South Carolina 31.0 22.8 21.8 ~-8.2 -9.2
Oklahoma 17.7 16.6 16.2 -1.1 -1.5
Kansas 12.6 10.1 11.6 -2.5 - 1.0
Mississippi 37.3 31.0 26.4 -6.3 -10.9
Colorado 14.3 13.2 13.0 -1.1 -1.3
Oregon 13.6 13.4 8.6 - .2 - 5.0
Arkansas 23.1 16.3 15.0 -6.8 - 8.1
Arizona 13.1 14.9 16.3 1.7 3.2
West Virginia 16.4 14.4 13.8 -2.0 - 2.6
Nebraska 8.9 7.5 9.3 -1.4 .4
Utah 5.0 4.0 4.7 -1.0 - .3
New Mexico 12.7 11.4 10.2 -1.3 - 2.5
Maine 5.5 8.3 9.8 2.8 4.3
13 Smallest States
Rhode Island 6.4 4.7 4.5 -1.7 ~ 1.9
Hawaii 5.0 4.2 4.2 - .8 - .8
New Hampshire 2.8 4.5 5.3 1.7 2.5
Idaho 3.5 5.2 6.0 1.7 2.5
Montana 4.5 4.1 4.8 - .4 .3
South Dakota 5.0 4.8 5.2 - .2 .2
North Dakota 4.5 2.4 3.1 -2.1 - 1.4
Delaware 4,2 4.7 5.5 .5 1.3
Nevada 1.9 1.0 .9 - .9 -1.0
Vermont 2.9 3.0 3.3 .1 .4
Wyoming 1.8 3.0 4.4 2.1 2.6
Alaska 2.3 3.6 3.4 1.3 1.1
Washington, D.C. 9.8 8.6 17.6 -1.2 7.8

SOURCE: Special tabulations prepared by the National Center for Education Statistics.
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The change in both variables would, with some important exceptions,
have the same impact as that previously described for updating of the
poverty count alone. That is, there would be a transfer of funds from
the small states to the large ones. Among the 12 largest states, 8 would
receive an increase in funds, the same number as that previously noted
for a change in the poverty count alone. New York, an important exception
would have gained considerably from an update of the poverty count alone,
but would lose slightly if both variables were changed at the same time.
Illinois and North Carolina would also lose considerably if both variables
were changed at the same time. The gains for the other large states were
largely offset by declines in most of the 12 moderately large states and
in nearly all of the moderately small states. On the other hand, most of
the 13 states with less than 1 million inhabitants would gain as a result

of this change; however, these changes are subject to large errors of
estimation.
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