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INTRODUCTION

This report, which is being issued as a
companion piece to Poverty in the United
States: 2002 (P60-222), describes some
possible next steps in the Census
Bureau’s decades-long tradition of inves-
tigation into the measurement of pover-
ty. The current official poverty measure,
described in the text box, is based on an
examination of the adequacy of an indi-
vidual’s or family’s income relative to
poverty thresholds. The Census Bureau
also publishes two series of alternative
poverty estimates (see text box on

page 2). These are described more fully
in Poverty in the United States: 2002.

This report describes a third new avenue
for research — consumption-based
measures using expenditures and other

indicators of material well-being — that is
intended to complement the official
income-based measures and the two
existing series of alternative poverty esti-
mates to expand our understanding of
the nature of poverty in the United States.

In 1995, the National Academy of
Sciences (NAS) issued a report entitled
Measuring Poverty: A New Approach.’
That report recommended revision of the
official poverty measure that would con-
sist of a poverty threshold representing
the cost of basic needs and a measure of
resources available to families to meet
those needs. If resources fall below the
poverty threshold, then that family
would be classified as in poverty. The

' Citro and Michael, 1995.

How the Census Bureau Measures Poverty

Official poverty estimates are based on data collected by the Current Population

Survey (CPS) Annual Social and Economic Supplement.

Following the Office of Management and Budget's (OMB) Statistical Policy
Directive 14 (1978), the Census Bureau uses a set of money income thresholds

designed in the 1960s that vary by family size and composition to determine who
is poor. If a family's total income is less than that family's threshold, then that fami-

ly, and every individual in it, is considered poor. The poverty thresholds do not
vary geographically, but they are updated annually for inflation using the

Consumer Price Index (CPI-U). The official poverty definition counts money income
before taxes and does not include capital gains and noncash benefits (such as pub-
lic housing, medicaid, and food stamps). Poverty is not defined for people in mili-
tary barracks or institutional group quarters or for unrelated individuals under age
15 (such as foster children). They are excluded from the poverty universe — that

is, they are considered neither as “poor” nor as “nonpoor.”
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report spelled out in detail the
characteristics of an improved
poverty measure.?

In the course of their consideration
of the measurement of poverty, the
NAS panel examined many other
alternatives. While they chose an
income-based poverty measure, the
panel of experts also supported the
investigation of other approaches.
They encouraged the development
of other types of indicators to moni-
tor trends over time and for differ-
ent population subgroups across
different dimensions of deprivation.
They also encouraged work that
examined relationships among vari-
ous indicators of well-being. In their
words, “For fuller understanding
and to inform policy, a breadth of
information and analysis is needed
on the well-being of the population,
including and going beyond the
economic dimension.”

One of the alternate approaches to
measure economic well-being was
to use direct indicators of material
well-being (such as deprivation
indexes).* These measures focus
on indicators that show a house-
hold has a shortfall in particular
material needs.

In their discussion of the calculation
of a family resource measure, the
NAS panel presented an alternative
to using income. This was to use
actual consumption of goods and
services. As noted by the panel,
many researchers suggest that it is
preferable to construct a measure
of poverty based on what families
actually consume, rather than on
their income.®* The underlying
notion of this approach is that

2 |bid., p. 39.

3 |bid., pp. 19-20.

* Some other measures discussed by the
NAS panel but not addressed in this report
included subjective measures such as mini-
mum income and minimum spending
(Vaughan, 1993; Garner and Short, 2003),
and family budgets (Johnson et al., 2001).

> For example, Jorgenson and Slesnick,
1987; Cutler and Katz, 1991; Slesnick, 1993,
1994.

ALTERNATIVE POVERTY ESTIMATES

Poverty in the United States: 2002 provides two sets of alternative
estimates of poverty. One presents the effects of changing the
income measure in ways consistent with the alternative income
measures presented in Income in the United States: 2002

(P60-221), as well as on how changes in the inflation adjustment
factor used for the thresholds over the past several decades would
affect poverty.® The second focuses on recommendations from the
National Academy of Sciences on how to measure resources (income)
and how to change the poverty thresholds (the measure of need).’
We note that some researchers think it is important to consider
changes on the resource side and the threshold side together, where-
as others focus on how to measure resources while using the histori-
cal poverty thresholds. The Census Bureau does not choose which
changes in poverty measurement methodology are most appropriate.
That responsibility rests with the Office of Management and Budget.

families and individuals derive well-
being from the actual consumption
of goods and services rather than
from the receipt of income.?

Following the release of the NAS
panel’s report on poverty measure-
ment, the General Accounting Office
(GAO) assessed their conclusions.

In general, they concurred with the
recommendations that the revised
measure should be based on
income as the measure of family
resources. However, they too dis-
cussed some of the alternatives to
income-based measures. They reit-
erated the fact that, while low levels
of consumption or material depriva-
tion reflect the core concept under-
lying poverty, there are serious
measurement difficulties.’

This report is an attempt to provide
some basic information on supple-
mental measures of material well-
being. The purpose is to initiate an
active discussion of the issues
involved with supplementing
income-based poverty measures
with other measures that focus

5 See U.S. Senate Statement cited in U.S.
Census Bureau (1985).

7 Citro and Michael, 1995.

& 1bid., p. 210.

2 U.S. General Accounting Office, 1997,
p. 6.

more heavily on consumption and
material well-being. It is by no
means a comprehensive document;
the Census Bureau and involved sta-
tistical agencies will be seeking
public input to provide direction for
future research.

Section Il provides some back-
ground on the underlying concepts
of defining and measuring con-
sumption, including a discussion
of some of the research and data
requirements for calculating
expenditure-based poverty meas-
ures. Section Ill includes currently
available information on some
direct indicators of material well-
being from three surveys: the
Survey of Income and Program
Participation, the Consumer
Expenditure Survey, and the
Residential Energy Consumption
Survey. Section 1V describes
research that is relevant to formu-
lating all of these supplemental
measures. The final section of the
report is an extensive bibliogra-
phy, including some relevant refer-
ences not cited in this report. This
presentation illustrates some of the
information that could be used,
along with income, to examine the
economic well-being of families in
the United States.
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CONSUMER EXPENDITURE
MEASURES

Background and History

The NAS panel distinguished
between a measure based on the
ability to maintain a certain level
of living and one based on the
actual level attained.” Many early
measures of poverty focused on
the measurement of actual well-
being. As stated by Deaton and
Grosh, “Household budget analysis
has been used to document and to
publicize poverty since the late
18th century.”"

One of the first notions of poverty
occurs in Adam Smith’s Wealth of
Nations (1776), where he links the
concept of economic poverty to
the want of “necessaries.” He
claimed, “By necessaries | under-
stand, not only the commaodities
which are necessary for the sup-
port of life, but whatever the cus-
tom of the country renders it inde-
cent for creditable people, even of
the lowest order, to be without.”
Commonly, this concept is meas-
ured by determining an amount
that is deemed adequate to obtain
necessary goods and services (the
ability). Alternatively, one could
examine people’s possessions (or
consumption) to determine
whether they had these “neces-
saries” (the actual)."?

Although the NAS report recom-
mends measuring poverty using
income, not everyone agrees that
this is the appropriate resource
measure to use. Many researchers
argue that it is preferable, for a
combination of theoretical and
empirical reasons, to look at what
families actually consume or spend
rather than at their income in order

' Citro and Michael, p. 36. See also
Atkinson, 1989.

' Deaton and Grosh, 2000, p. 95.

2 Townsend, 1979, also discusses the
possession of commodities.

to determine their poverty status.'
A basic premise of this view is that
families and individuals derive
material well-being from the actual
consumption of goods and
services rather than from the
receipt of income per se; hence, it
is appropriate to estimate their
consumption directly.

One argument that is often made
for preferring consumption as the
resource definition rather than
income is that consumption is a
better estimate of families’ long-
term or “permanent” income.
Friedman’s (1957) permanent
income hypothesis suggests that
current income is comprised of a
permanent component and a tran-
sitory component. As stated by the
NAS report:

Families with low levels of cur-
rent income are disproportion-
ately comprised of families
with temporary income reduc-
tions. If consumption is based
on permanent income and not
on transitory income, families
with negative “income shocks
will have consumption levels
that are high relative to their
income levels, because they
expect their long-term income
to be higher, on average, than
their current income.
Consequently, they “dissave” in
order to smooth consumption
and thereby material well-
being: for example, they may
liquidate their savings accounts
or borrow on their credit cards.
Such families may be income-
poor but able to maintain a
constant standard of living
through dissaving. The reverse
will be true of high-income
families, who will have con-
sumption levels that are low
relative to their income levels
and positive savings.
Modigliani and Brumberg’s

'* For example, Cutler and Katz, 1991;
Jorgenson and Slesnick, 1987; Mayer and
Jencks, 1993; Slesnick, 1993, 1994, 2001;
Jorgenson, 1998.

(1954) closely related life-cycle
model of behavior assumes
that current consumption is
equal to average lifetime
resources. Thus, younger fami-
lies, by borrowing, and older
families, by spending down
assets, tend to exhibit high
consumption-to-income ratios,
while middle-aged families
with the highest earnings
potential tend to exhibit rela-
tively low consumption-to-
income ratios. Again, it is sup-
posed that families smooth
consumption and well-being on
the basis of wealth and on
expected earnings by saving
and dissaving at various points
during their life cycles.'

However, current consumption may
understate well-being and perma-
nent income to the extent that
non-life-cycle savings are present.
Consider aged people who are sav-
ing to pay for unexpected health
risks, which are not easy to insure
against (e.g., hospitalization and
long-term care). Consider also
young families with children who
may strategically save or deplete
savings to pay for their children’s
education (the latter, for example,
to qualify for college financial
aid).”” In these cases, current
income may be a better measure of
permanent income than actual con-
sumption.

Most researchers, however, do not
use actual consumption as their
measure. In practice, estimating
consumption does not usually
mean inspecting people’s clothes
or what they actually eat, but esti-
mating what they spend on such
items. Many researchers have
defined consumption as a subset
of families’ total expenditures,
excluding taxes, contributions to
pension funds (which represent
savings), and, often, gifts, and

14 Citro and Michael, p. 211.
s Feldstein, 1995.
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including expenditures made with
assistance from in-kind benefit pro-
grams, such as food stamps.

Much of the decision concerning
whether income or consumption
should be used to measure eco-
nomic well-being depends on the
quality and availability of data sup-
porting these measures in surveys.
If income is traditionally underre-
ported on surveys, then consump-
tion data may be a more accurate
measure. Alternatively, if con-
sumption is difficult to measure or
many components of consumption
are missing from the survey (or the
reporting period is too short to
obtain an accurate measure),
income may be the preferred
measure. As with any measure-
ment issue, accuracy depends on
the relative importance of the
measurement errors and on the
availability of data for the
measures.'®

The Bureau of Labor Statistics
(BLS) and the Measurement
of Expenditures

The Bureau of Labor Statistics (BLS)
has extensive experience in meas-
uring the expenditures of house-
holds and families. BLS studies of
family living conditions rank
among its oldest data-collecting
functions, going back to the first
consumer expenditure survey in
1888-1891. The objectives of the
surveys have always included
meeting “the need for timely and
detailed information on the spend-
ing patterns of different types of
families.”” Data from the
Consumer Expenditure (CE) sur-
veys are used by a variety of
researchers for a variety of purpos-
es, for example, producing weights
for the Consumer Price Index (CPI),
evaluating the effects of tax policy

'¢ Sabelhaus and Groen, 2000; Johnson
and Smeeding, 1998; Kay et al., 1984.
'7 BLS Handbook of Methods, p. 161.

changes, examining the buying
habits of certain groups of con-
sumers, and obtaining a measure
of economic well-being. The CE
surveys have always been
designed to allow for a variety of
uses and definitions of expendi-
tures. The BLS publishes annual
reports on consumers’ expendi-
tures and conducts frequent stud-
ies on spending patterns. Annual
data on total expenditures are
available on the BLS Web site.'®
Studies examining expenditure lev-
els and spending patterns appear
in the Monthly Labor Review (MLR)
on a periodic basis."

Over the years, a variety of expen-
diture measures based on the CE
survey have been constructed for
use in publications or in research
published by BLS staff members.
Three definitions of expenditures
are constructed by the CE office
within the BLS: total expenditures,
current consumption expenditures,
and total outlays.

Total expenditures is the current
definition of expenditures used in
the estimates published by the
BLS. This measure includes expen-
ditures on goods and services for
current consumption plus other
expenditures that are used for
future consumption (e.g., pen-
sions) or transferred to organiza-
tions and people in other house-
holds (e.g., cash contributions and
gifts). Expenditures with food
stamps are included, but only out-
of-pocket expenditures for housing
and health care are included for
people who receive noncash trans-
fers (school meals, benefits from
the Special Supplemental Program

' See www.bls.gov/cex/csxann0].pdf for
the latest report on expenditures.

' See various MLR issues (most recently
in May 2003 and July 2002), and Federman
et al.,, 1996. In addition, Department of
Labor (1995) used consumption expendi-
tures to examine trends in the well-being
of families.

for Women, Infants, and Children
(WIC), medicaid, State Children’s
Health Insurance Program (SCHIP)
benefits, health clinic services,
Veterans health care, and
medicare). Total expenditures con-
sist of the transaction costs,
including excise and sales taxes, of
goods and services acquired dur-
ing the interview or recordkeeping
period. These expenditure esti-
mates include expenditures for
gifts of goods and services but
exclude purchases or portions of
purchases directly assignable to
business purposes. Also excluded
are periodic credit or installment
payments on goods or services
already acquired. The full cost of
each purchase is recorded even
though full payment may not have
been made at the date of purchase
(except for owned housing, where
mortgage interest, insurance pre-
miums and property taxes are
included rather than the

purchase price).

The expenditure concept used in
earlier BLS publications, based on
1960-1961 and 1972-1973 survey
data, was current consumption
expenditures. Current consump-
tion expenditures “refers to the
transaction costs, including excise
and sales taxes, of goods and serv-
ices acquired during the interview
period for consumption within the
consumer unit. These estimates
exclude personal insurance premi-
ums, retirement and pension con-
tributions, as well as gifts and con-
tributions to others.” As noted by
the BLS, this measure was “not a
measure of consumption in the
true economic sense...because no
attempt was made to measure the
flows of services provided by
durables.”

The last measure, total outlays,
represents the out-of-pocket

2 BLS, 1978, p. 128.
2 Rogers and Gray, p. 33.

U.S. Census Bureau



expenditure outlays of consumers.
This measure is similar to total
expenditures, but with the modifi-
cations that the net purchase price
of financed vehicles is excluded,
payments on principal loan
amounts on all financed vehicles
are included, and payments to
reduce the borrowed principal on
home (primary residence and vaca-
tion) mortgages are included.

In examining this measure, Rogers
and Gray (1994) state that “Because
consumers’ expenditures or outlays
may be a better indicator of their
economic well-being than income
is, classifying the data by quintiles
of expenditures provides a useful
way of examining consumers’
expenditure patterns according to
their level of well-being.”? This
measure of expenditures is used in
Section Ill of this report.

Finally, the Consumer Price Index
(CPI) program within the BLS uses
an alternative measure for the value
of a particular market basket of
consumer goods and services to
derive the weights that are applied
to prices to produce the CPl. The
current CPI “is a measure of price
changes for a fixed market basket
of goods and services of constant
quantity and quality purchased for
consumption.”* Basically, the CPI
assumes that the goods and
services are given by the transac-
tion cost of all consumer goods and
services (except for the treatment
of housing services derived from
home ownership). For all but
owned housing services, the expen-
diture for consumption is defined as
the transaction cost at the time of
purchase. The assumption in this
case is that durable goods are basi-
cally consumed during the

2 |bid., p. 37.

2 A similar measure of expenditures
(using an outlay concept) was discussed in
Watts 1980 and used in Johnson, et al.,
2001.

?* Greenlees and Mason, 1996.

reference period, and hence, treated
as nondurable goods.*

Many researchers have used the CE
survey and a combination of these
expenditure measures.*® Some
have labeled these measures as
consumption, consumption expen-
ditures, or simply expenditures.

As stated by Slesnick, “Overall
spending, however, is an inaccu-
rate estimate of total consumption,
because some goods are con-
sumed without a transaction.”’
These “goods” include leisure,
public goods, barter, in-kind trans-
fers, and owner-occupied housing.

As this discussion suggests, a key
issue in determining a measure of
consumption is distinguishing
between expenditures and con-
sumption. Webster’s dictionary
defines expenditure as “the act of
expending (or paying out) some-
thing, especially funds,” while the
definition of consumption is “the
using up of goods and services
having an exchangeable value.”
Hence, expenditure is the outlay of
funds to purchase a good or serv-
ice, while the consumption is the
using up of the good or service.

Measuring Consumption

Many economists view consumption
as defined by Haig-Simons — the
difference between income and the
change in net worth.® As discussed
in reviews of the current poverty
measure, the key is determining

» For the CPI weights, the flow of
services from owned housing is based on
consumer unit reports of what they say their
housing would rent for monthly without fur-
nishings and without utilities. In addition,
other homeowner expenses (e.g., the expen-
ditures for owned housing related expendi-
tures for durables, home insurance premi-
ums, and various maintenance and repairs
costs) are adjusted to reflect the spending
patterns of similar renters.

% Cutler and Katz, 1991; Slesnick, 1993;
Johnson and Shipp, 1997; Krueger and Perri,
2002; Garner et al., 2003.

7 Slesnick, 2001, p. 42

% |bid., p. 42

what is included in income, with the
additional issue of what to include
in the change in net worth.* For
example, consider the purchase of a
new car, for which the consumer
pays cash. This purchase will
decrease the net worth of the con-
sumer (and increase consumption),
yet by how much? The next year,
the consumer could resell the car
(obviously marked down due to
depreciation) and increase the con-
sumer’s income. Since this is possi-
ble, many suggest that the change
in net worth is not the price of the
car, but the difference between the
price paid and the resale price.
This analysis could be completed
for most goods — even food prod-
ucts could have a resale value in a
short period.

Viewed in the strict economic
sense, consumption represents the
characteristics of the goods and
services that are used during the
period to increase the well-being of
the individual. As the example
suggests, determining the amount
of durable goods that are “used”
during the period may be difficult.

The World Bank designed a
module for their Living Standard
Measurement Study to collect data
in order to measure consumption,
because “For measuring welfare,
consumption is ultimately a more
useful measure than expenditures
(purchases).”®

The document, however, continues
by stating that one of the most
critical and difficult measurement
issues in consumption is the treat-
ment of durable goods:

For most, although not all,
nondurable goods, it is safe to
assume that a person’s or
household’s consumption is

2 Citro and Michael, 1995 and IRP, 1998.
3 Grosh and Glewwe, p. 91, and Deaton
and Grosh, p. 103.
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closely tied to their purchases.
However, in the case of major
durable goods, expenditures
and consumption are not close-
ly related in the short run, and
household expenditures on
durable goods will be a poor
guide to their consumption of
durable goods. For major
durable goods (and in some
cases for stocks of grain or of
fuel), consumption should be
linked to stocks not purchases,
so that the submodule that
deals with durable goods
needs to collect data on a list
of durable goods possessed by
the household. From these,
some sort of consumption flow
needs to be imputed.*'

There is not a consensus on the
correct measure of consumption to
use. As stated by Deaton and
Grosh, “...there is not a clearly
‘right’ or ‘wrong’ way to resolve
many of the issues about how to
measure consumption.”® The
System of National Accounts also
recognizes this problem, when it
states: “The term ‘consumption’ on
its own can be ambiguous and
misleading. Sometimes it is used
by economists to refer to con-
sumption expenditures, sometimes
to acquisitions of consumption
goods and services and sometimes
to the physical use of the goods
and services for the direct satisfac-
tion of human needs or wants.”*
Finally, a recent International
Labour Organization (ILO) report
on household expenditure statis-
tics describes a variety of concep-
tual approaches to the measure-
ment of consumption.*

Recent literature has used a variety
of measures to represent consump-
tion: expenditures on nondurable

goods, consumption expenditures,

3! Ibid., p. 103.

32 |bid., p. 102.

3 Paragraph 9.74 in System of National
Accounts 1993.

3 L0, 2003.

and total expenditures.®* As illus-
trated in the Definitions Box, the
CE survey data can measure
expenditures, but not consump-
tion. In addition to accounting for
the service flows from durable
goods, a measure of consumption
must also account for in-kind
transfers from government, other
households, and nonprofit organi-
zations; the value of home produc-
tion; and the goods and services
received through barter transac-
tions (see the highlighted items in
the box, which include a “yes” in
the consumption column, but a
“no” in the columns for the current
measures). Many analysts attempt
to measure consumption by using
the total expenditures on non-
durable goods and services, and
then imputing a value for the serv-
ice flows of durable goods.*
However, as mentioned in Deaton
and Grosh, “Great care must also
be taken to avoid erroneous inter-
pretations of the results in cases
where such imputations have an
important effect on the total con-
sumption measure or on the wel-
fare rankings of households.”™’

What Difference a
Measure Makes

Many studies have examined the
difference between using income
and consumption to measure eco-
nomic well-being. These studies
have examined the effect of using
consumption for measuring pover-
ty, inequality, and the effects on
the well-being of various demo-
graphic groups.?®* As many show,

3 Cutler and Katz, 1991; Attanasio and
Weber, 1995; Slesnick, 2001; Fernandez-
Villaverde and Krueger, 2002; and
Sierminska and Garner, 2002.

¢ This is the approach taken by Cutler
and Katz, 1991; Danziger, 1983; Slesnick,
1993, 2001; Luo, 2003.

7 Deaton and Grosh, p. 103.

** The comparison between measures of
income and consumption has also been con-
ducted by researchers in other countries (see
Bradshaw, 2001; Garner et al., 2003;
McGregor and Barooah, 1992; Pendakur,
2001; Saunders, 1997).

the levels of poverty and inequality
tend to decrease using consump-
tion-based measures, in compari-
son with income-based measures,
while there is much disagreement
regarding the trends in these
measures. Another common find-
ing is that the well-being of the
elderly tends to increase relative to
other groups when using con-
sumption-based measures. The
results for the elderly are mainly
due to the inclusion of a value for
owner-occupied housing in the
measure of consumption.**

Consumption and income defini-
tions of resources in a poverty
measure have somewhat different
implications for who is counted as
poor. A consumption resource defi-
nition will include in the poverty
count people who are income-rich
but consumption-poor, that is, peo-
ple who choose to spend at levels
below the poverty threshold when
they actually have incomes that
would support consumption above
that level. In contrast, an income
resource definition will exclude
people from the poverty count
who have adequate income during
the measurement period, whether
they spend it or not. Not surpris-
ingly, a consumption resource defi-
nition will exclude from the pover-
ty count people who are
income-poor (e.g., because they
lost a job) but who sustain their
consumption at a level above the
poverty threshold by such means
as spending from savings, borrow-
ing from relatives, or charging to
the limit on their credit cards.

This discussion also illustrates the
importance of the time period for
determining poverty status. The
official measure uses annual
income to determine poverty; how-
ever, the above examples show

* Danziger et al., 1983, and Sabelhaus
and Schneider, 1997.
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Definitions of Expenditures — What's Included
A Conceptual Framework for the Consumer Expenditure (CE) Surveys

Total CE Total CE
Expenditures Outlays Consumption
(current publication | (currently used | (A conceptual definition
ITEM definition) in Section IlI) not available in CE)
Total acquisition cost of nondurable Yes Yes Yes
and service items
Mortgage principal payments No Yes No
Mortgage interest payments Yes' Yes No
Service flow from housing services No No' Yes
Purchase price of vehicles Yes Only those No

not financed

Purchase price of other durables Yes Yes No
Vehicle loan principal payments No Yes No
Vehicle loan interest payments Yes Yes No
Interest payments on other debt? Yes Yes No
Service flow from vehicles No No Yes
Service flow from other durable goods No No Yes
Business purchases No No No
Occupational expenses Yes Yes No
Gifts given outside household Yes Yes No
Cash contributions Yes Yes No
Financial services? Yes Yes Yes
Life insurance and other Yes Yes No

personal insurance

Annuities Yes Yes No
Pension and retirement contributions Yes Yes No
Home production No No Yes
Barter (goods) No No Yes
In-kind receipts No? No’ Yes

' The service flow from housing services is currently used in the System of National Accounts as a measure of the expenditures on
housing services (instead of the actual purchase price). These are considered distinct from other types of household production. The
current measure of Total Expenditures uses the mortgage interest payments, property taxes, and maintenance and repairs as a measure of
the expenditures on housing services. In addition, Rental Equivalence is required to produce the market basket for the Consumer Price
Index (CPI).

2 The CE includes the cost over and above interest.

* "Rent as Pay" and "Meals as Pay" are included.

Source: “A Conceptual Framework for the Consumer Expenditure Surveys,” (2000) Report to Management, Bureau of Labor Statistics,
Washington, DC, September 28.
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that with access to credit, a meas-
ure that uses a longer time period
for income could decrease the
number of people counted in
poverty.” In fact, as Deaton and
Grosh state, the “...theoretical
advantages of consumption are
likely to decrease as the period
over which it is feasible to gather
data gets longer.”

Slesnick conducted a frequently
referenced study of consumption-
based poverty. His book states
that “consumption-based estimates
of the standard of living show sub-
stantial growth, rather than stagna-
tion, since 1970,” and that using
income to measure it yields a mis-
leading picture of the standard of
living.** Using the consumption-
based poverty rate as a measure of
the standard of living, he shows
that the commonly cited U-turn in
poverty (i.e., between 1959 and
1973 poverty fell, and after 1973
poverty began to increase) disap-
pears. However, others have
shown that many of his results are
due to his particular method of
measuring consumption-based
poverty.” A GAO report claims
“While Dr. Slesnick’s research
showed that a consumption-based
measure of poverty generally pro-
duced a lower rate than the official
poverty measure, his research also
showed that using different
sources of consumption data has
affected the size of the difference
between the two measures.”*

The GAO report continues:
“Accordingly, to test the sensitivity

“ For example, in a recent Census Bureau
Study of income-based poverty (Iceland,
2003), the average monthly poverty rate
ranged from 15.5 percent in 1996 to 12.8
percent in 1999, while only 2.0 percent were
poor in all 48 months.

4! Deaton and Grosh, p. 94.

“2 Slesnick, 2001, p. 3.

“ Triest, 1998; Johnson, 2002; Luo,
2003; U.S. General Accounting Office, 1996.

* U.S. General Accounting Office, 1996,
p. 6.

of his poverty measure to
differences in data sources, Dr.
Slesnick used a per capita ratio of
expenditures from the PCE and CE
data sources.” Some have referred
to this result to illustrate that con-
sumption poverty has fallen dramat-
ically since 1973.“ However,
“According to Dr. Slesnick, he did
not intend that the outcome of the
sensitivity analysis should be con-
sidered a poverty measure.”

As with the current official poverty
measure, a consumption-based
measure also has a multitude of
issues to address in determining
the appropriate resource and
threshold measures for poverty.
As mentioned in the NAS report,
“...we note that if a consumption-
based resource definition is adopt-
ed for the poverty measure at
some future time, there will still be
the need for consistency between
the resource definition and the
threshold concept. As an example,
with the proposed threshold con-
cept, the consistency principle
would require that work expenses
not be considered as part of fami-
lies’ consumption, just as they are
excluded from disposable
income.”™®

The issues for the measurement of
income poverty discussed in the
NAS report are equally important
for a measure of consumption
poverty: how should medical
expenses and work-related and
child care expenditures be treated
in the resource measure?* How
should in-kind transfers from the
government be valued and includ-
ed? Finally, the issues regarding

% |bid., p. 6. PCE stands for Personal
Consumption Expenditures in the National
Income and Product Accounts.

¢ Jorgenson, 1998 and Eberstadt, 1996.

47 U.S. General Accounting Office, 1996,
p. 6.
8 Citro and Michael, p. 214

4 See Citro and Michael,
Recommendation 1.2, p. 4.

the measurement of the thresholds
are also relevant. How should the
thresholds be adjusted for family
size and composition, geographic
location, and changes in prices
over time? While many of these
issues have been discussed in pre-
vious reports, there is still not a
consensus on how to account for
all of them.

MEASURES OF MATERIAL
WELL-BEING

Background and History

Concern about poverty is often
expressed in terms of its manifes-
tations — inadequate housing,
hunger, or lack of basic ingredients
of everyday living such as an auto-
mobile or telephone. However,
direct measures of material well-
being from ongoing government
efforts to measure material hard-
ship and inadequate levels of con-
sumption, such as food security
and sufficiency, inadequate hous-
ing, and lack of health insurance,
have not been systematically used
in the United States. Income
poverty remains the most widely
used measure of economic well-
being and is the official measure of
poverty in the United States.

Measures of material well-being are
conceptually different from income
poverty. This is because material
well-being is shaped by many
influences that affect the ability to
make ends meet, not just income.*
Income alone does not allow for
differences in taste, homeowner-
ship, access to credit, and numer-
ous other factors. More sophisti-
cated alternative measures of
poverty do account for some of
these factors, but not all of them.>
The ability to get at sometimes-
hidden aspects of material circum-
stances has made direct measures

50 Beverly, 2000.
' Short, 2001a.

U.S. Census Bureau



of material well-being an attractive
topic for research and policy con-
sideration. Several lines of
research have laid the foundation
for current understanding of these
measures.

International development

Agencies concerned with poverty
in developing countries have often
relied on measures of material
well-being as a matter of conven-
ience. Information on landless-
ness, food consumption, and litera-
cy are easier to collect than
accurate data on income, in part
because many rural poor house-
holds survive with little or no
money income at all. However, a
practical method of measuring
individual material well-being in
countries such as the United
States, with well-developed market
economies, has not yet emerged
from this research.*?

Models of psychological well-being

Another area of research has been
the development of psychological
models of well-being focusing on
various aspects of peoples lives,
including health, employment,
family, and community. There are
many important insights into mate-
rial well-being available from this
research. °?

British and European research on
poverty and “social exclusion”

British researchers have developed
questionnaires to determine a vari-
ety of conditions that might indi-
cate a family was not making ends
meet, leading to a burgeoning of
research, and summary measures

°2 See, for example, United Nations
Development Program, 2001; Grosh and
Glewwe, 2000; Pradhan and Ravallion, 2000.

> The major founding works in this area
are Campbell et al., 1976; Andrews and
Withey, 1976. A recent compendium of
research is available in Kahneman et al.,
1999.

of material and social deprivation
adopted in publications and
reports. A set of questions along
these lines was included in the
European Community Household
Survey.>

American research on hardship
and poverty

Direct application of measures of
material well-being to the study of
poverty was introduced in U.S.
research in the mid-1980s. In a
study of material hardship in
Chicago, a set of questions directly
assessed the degree to which fami-
lies experienced financial problems
and lack of necessities. Many of
the measures first proposed by
these researchers were incorporat-
ed into the U.S. Census Bureau’s
Survey of Income and Program
Participation (SIPP) and are present-
ed below. Several researchers
have examined the performance of
these measures as indicators of
material well-being.*

Measures of Material
Well-Being

Many types of measures have been
used in the past to take account of
material well-being. The SIPP pro-
vides one of the most extensive
sets of measures available for the
United States.*®

>* Classic works on this subject include
Townsend, 1979, and Mack and Lansley,
1985. A summary of some of this research
is available in Fisher, 2001.

> The Chicago research is reported in
Mayer and Jencks, 1989. SIPP measures
were examined by Radbill and Short, 1992;
Short and Shea, 1995; Federman et al.,
1996; Rector et al., 1999; Bauman, 1999,
2003; Beverly, 2001; and Boushey et al.,
2001.

¢ The data in this section of the report
were collected from August through
November of 1998 in the eighth wave (inter-
view) of the 1996 Survey of Income and
Program Participation. The population repre-
sented (the population universe) is the civil-
ian noninstitutionalized population of the
United States.

In the SIPP topical module on
“extended measures of well-being,”
the Census Bureau collected over
70 items of information on five
topical areas or “domains”:

(1) appliances and electronic
goods - whether the household
possessed selected items such
as refrigerators, televisions,
dishwashers, telephones, and
computers;

(2) housing conditions - including
physical problems such as bro-
ken windows and leaky roofs,
as well as the household’s rat-
ing of warmth, space, privacy,
overall housing repair, and
other aspects of housing
comfort;

(3) neighborhood conditions - such
as traffic, street repair, aban-
doned buildings, and quality of
relations with neighbors;

(4) community services - ratings of
police, fire, and medical servic-
es, as well as schools;

(5) ability to meet basic needs -
paying rent and utility bills,
avoiding eviction, and having
enough food in the household.

In addition, households were asked
questions on whether help for the
household would b