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During the first year or so after the 1995 issuance of the report of the National Research Council's Panel on
Poverty and Family Assistance, there appeared to be relatively little government response to it. Since then,
however, there has been a good deal of research and related activities to lay the groundwork for possible
adoption of some form of the Panel's recommendations as a new official poverty measure for the U.S. (A number
of relevant papers resulting from this research are available on the Census Bureau's Experimental Poverty
Measures Internet site. This research is summarized in the first part of this paper; a summary of the Panel's main
recommendations forms the second part.

Noteworthy research work includes the following:

A group of employees from the Bureau of Labor Statistics (BLS) and the Census Bureau have done a number of
research papers replicating the Poverty Panel's work by developing new poverty thresholds from expenditure
data and applying them to family income data using the Panel's proposed resource definition, as well as
examining additional issues raised by the Panel's recommendations.

In addition, a number of persons from the Census Bureau, BLS, and other organizations have done papers
addressing specific issues arising out of the Poverty Panel's recommendations.®

Poverty Panel member David Betson (with funding support from the Department of Health and Human Services'
Office of the Assistant Secretary for Planning and Evaluation) has written four papers®® dealing with such topics
as valuing home ownership to add to income, equivalence scales, and revised poverty estimates using corrected
estimates of out-of-pocket medical care expenditures.

In April 1997, in response to a Congressional request, the U.S. General Accounting Office (GAQ) issued a report
on various issues involved in updating the official poverty measure.® The report discussed issues relating to
measuring families' economic well-being and setting a standard below which families are considered poor,
identified suggestions by experts for addressing these issues, and reviewed recent developments concerning
these issues since the issuance of the Poverty Panel's report in 1995. (In March 1995, shortly before the Poverty
Panel's report was released, GAO had issued a report® on possible methodologies for adjusting for geographic
cost-of-living differentials--a significant issue in poverty measurement.)

Several groups have been involved in activities relating to a possible new poverty measure.

In 1997, the Office of Management and Budget convened a federal Interagency Technical Working Group [TWG]
to Improve the Measurement of Income and Poverty. The TWG held one meeting in April 1997, and has held five
more meetings during the April 1998-May 1999 period. The group has formed subgroups to deal with various
specific issues--e.g., how to account for medical needs in poverty measurement. TWG members have compiled
a list of research projects relating to poverty measurement currently under way in federal agencies.m TWG
members have also provided comments on the Census Bureau's plans for a report on new experimental poverty
measures (for which see below). As one might infer from its name, the Technical Working Group will not deal
with such policy decisions as the dollar level at which a possible new poverty measure might be set.

The Brookings Institution and the Institute for Research on Poverty (IRP) have received funding from the Annie
Casey Foundation for a project to help implement and popularize some form of alternative poverty measure
based on the recommendations of the NRC's Poverty Panel.® Gary Burtless of Brookings and Tom Corbett of
IRP have been working closely with Wendell Primus (now at the Center on Budget and Policy Priorities) on this
project. The project proposes that the new alternative poverty measure be used to calculate poverty population
statistics but not (at least initially) to allocate federal grant funds among states or to determine eligibility for
means-tested federal programs. In addition, "[t]he key recommendation of our proposal is to define a poverty
measure that will yield approximately the same number of poor as the current measure does for 1995." Project
personnel state that "if a determination is made ahead of time, for political reasons, that poverty cannot exceed
current levels, this is not a violation of the panel's recommendations."® (For a brief discussion of the relationship
between the Panel's recommended threshold range and a new threshold that yields the same number of poor



persons as the current thresholds, see p. 8 below.) Concerning the project's "key recommendation,” an IRP
newsletter article commented, "The reason for this is in large part pragmatic. How might the public, Congress,
and the administration react to a new poverty measure that showed millions more (or fewer) persons [in poverty]
than the current measure? Securing acceptance for any new definition will surely be easier if the new index is
'chained' to the old.""”) In addition, one of the project personnel has commented that "[t]he most controversial of
the panel's recommendations is that updates to the poverty threshold should be based on changes in [median
food/clothing/shelter] expenditures....Over time, this recommendation could cause the poverty thresholds to
increase more than they would if they were adjusted only for changes in prices.“(”)
Since April 1997, the Brookings/IRP/Primus project has held half a dozen seminars on various aspects of
poverty measurement. Several of these meetings were held on Capitol Hill and involved a number of
policymakers and federal officials in a broad discussion of the merits of introducing an alternative measure of
poverty. Other meetings, held at the Brookings Institution, focused on solving technical issues involved in
constructing a new poverty measure, and were attended primarily by technical staff members of federal agencies
and academics familiar with the issues.
The project culminated in a large conference, "Poverty: Improving the Definition after Thirty Years," organized by
IRP and the La Follette Institute of Public Affairs at the University of Wisconsin-Madison. The conference was
held on the University campus on April 15-17, 1999, and was attended by about 75 people, including federal
agency employees, academics, and employees of Wisconsin state-level agencies and organizations.
Conference presenters and participants discussed the proposed new poverty measure, unresolved issues about
it, and possible public reactions and policy consequences of shifting to a new measure.'?
The Census Bureau plans to issue a report on new experimental measures of poverty; that report is scheduled
(as of April 1999) to be issued in June 1999. As of October 1998, it was expected that one section of the report
would look at various elements of the new poverty thresholds and resources (income) measure separately,
examining how variations in each of these elements (e.g., the equivalence scale) would affect poverty statistics
with all other elements held constant. Another section would examine a small number of "combination" poverty
measures (comprising specific combinations of various versions of the elements), following poverty statistics
resulting from these combination measures over the 1990-1997 period. It appears that the poverty statistics in
the body of the report would be "standardized"--adjusted to show the same proportion of persons in poverty as
under the current official measure during a particular reference year; however, unstandardized (unadjusted)
statistics would be available in a technical appendix.
One of the Poverty Panel's recommendations was to use SIPP rather than the CPS to calculate official poverty
statistics. In 1996, however, SIPP was made into a single four-year panel rather than a set of chronologically
overlapping panels. To offset the problem of bias resulting from attrition from a single longitudinal panel, the
Census Bureau asked for funds in its Fiscal Year 1999 budget request to introduce a new SIPP panel each year,
supplementing the existing longitudinal panel of 36,700 households with two additional three-year panels of
11,400 households each. This would have allowed the Census Bureau to produce stable cross-sectional
estimates of poverty without the problem of attrition bias from a single panel. Congress did not appropriate any
funds for Fiscal Year 1999 in response to this request, but the request has been renewed.
As a result of the above-described research and other activities (both ongoing and planned), there is a real
possibility that over the next four years or so the United States may adopt a new official poverty measure based
to a greater or lesser degree on the recommendations of the NRC's Panel on Poverty and Family Assistance.
Already--and regardless of the ultimate outcome--the U.S. has come much closer to taking that step than at any
other time during the last three decades. Howevers, it is also very possible that something could happen to derail
the current move towards adopting a new official poverty measure, especially in view of the highly controversial
nature of the topics of poverty and poverty lines in American society and politics.
A Summary of the Main Recommendations of the
Report of the National Research Council's Panel on
Poverty and Family Assistance
In 1990, a Congressional committee requested a study of the official U.S. poverty measure by the National
Academy of Sciences/National Research Council to provide a basis for a possible revision of the poverty
measure. In 1992, the NRC's Committee on National Statistics appointed a Panel on Poverty and Family
Assistance (comprising thirteen non-government academic experts) to conduct this study. The Panel published
its report!™® of its study in May 1995. In the report, the Panel did not propose a specific set of dollar figures as
poverty lines, but it did propose a new approach for developing an official poverty measure for the U.S., and it
did present what it called a "reasonable range" of dollar figures within which it recommended the reference
threshold for a four-person family should be set.
In its report, the Panel acknowledged Mollie Orshansky's work in developing the current poverty line--"a poverty
measure that proved broadly acceptable and widely useful."" However, the Panel argued that "[t]he current
poverty measure has weaknesses both in the implementation of the threshold concept and in the definition of



family resources. Changing social and economic conditions over the last three decades have made these
weaknesses more obvious and more consequential. As a result, the current measure does not accurately reflect
differences in poverty across population groups and across time. We conclude that it would be inadvisable to
retain the current measure for the future.""®

The Panel's proposal would continue to define poverty as economic deprivation.'®) Rather than deriving poverty
thresholds using a food plan and a multiplier, the Panel's proposal would derive a poverty threshold that would
comprise a dollar amount for food, clothing, and shelter (including utilities) [FCSU], plus a small additional
amount to allow for other needs (e.g., household supplies, personal care, and non-work-related transportation).
To develop a poverty threshold for its reference family (two adults and two children), the Panel's proposal would
set the FCSU dollar amount as a percentage--the Panel said that 78 to 83 percent would be a reasonable range-
-of median annual expenditures by all two-adult/two-child families for these categories according to the
Consumer Expenditure Survey. (The Panel also expressed the FCSU dollar amount range as the amount spent
for these categories by two-adult/two-child families at the 30th to 35th percentiles of the distribution for spending
on these items by such families.) The threshold would be derived by applying a relatively small multiplier
(between 1.15 and 1.25) to the FCSU dollar amount.(""(®

After adjusting for the differences between the Panel's family resources concept [see below] and the current
official Census definition of income, the range proposed by the Panel for the new threshold for the reference
family--between $13,700 and $15,900 in 1992 dollars--would be between 14 and 33 percent higher than the
current poverty threshold for such a family; this would take into account the real growth in the general
population's standard of living since the official poverty thresholds were first established three decades ago [see
next paragraph].“g) The Panel's proposed range for the new reference-family threshold was a conclusion which
represented "our own judgment, informed by analysis of thresholds developed from other commonly used
concepts, such as expert budgets, relative thresholds expressed as one-half median income or expenditures,
and thresholds derived from responses to sample survey questions about the poverty line."0)

The Panel proposed what it called a "quasi-relative" procedure for updating its poverty threshold each year. The
specific mechanism that it proposed was an updating based on changes in FCSU expenditures by two-adult/two-
child families in the general population (using a three-year average of expenditures to moderate business-cycle-
related fluctuations). The Panel believed that this updating mechanism would result in the threshold being raised
in real terms as total consumption (or family income) increased in real terms, but that the threshold would not
rise as rapidly as total consumption or family income, thus avoiding a completely relative updating procedure.®V
To support its updating procedure, the Panel cited considerable historical evidence that successive absolute
poverty lines and budgets rise in real terms over time as the real income of the general population rises.®? ". .
[W]e conclude that the relevant question is not whether poverty thresholds should be updated for changes in real
consumption, but whether they should be updated on a sporadic or on a regular basis."®

The Panel put great emphasis on the principle that in poverty measurement, the definition of family resources
[income] used should be consistent with the concept underlying the poverty thresholds.®*) The Panel noted that
the current poverty measure violates this consistency principle, since poverty thresholds calculated on the basis
of after-tax money income are applied to before-tax money income data.® On the same grounds, the Panel
criticized "experimental" poverty figures (such as those published by the Census Bureau since the 1980's) that
add the value of public and private health insurance to families' resources without adjusting the thresholds to
account for medical care needs®®; the Panel said that such measures "should be discontinued."?”) On the basis
of the consistency principle, the Panel's proposal would define family resources as "the sum of money income
from all sources together with the value of near-money benefits (e.g., food stamps) that are available to buy
goods and services in the budget, minus expenses that cannot be used to buy these goods and services. Such
expenses include income and payroll taxes, child care and other work-related expenses, child support payments
to another household, and out-of-pocket medical care costs, including health insurance premiums.“(28)

In particular, note that the Panel's proposal would deal with the conceptual problems of medical expenses by
excluding them from both the poverty thresholds and the definition of family resources.?® The Panel's poverty
thresholds would not include any allowance for medical expenses. The Panel's family resources definition would
subtract out-of-pocket medical care costs and would not add in the value of health insurance. The Panel's
reasons for separating the measurement of economic poverty from the measurement of medical care needs (and
resources to meet them) are that medical care benefits are not very fungible (they cannot be spent for other
goods such as food and housing) and that medical care needs vary widely across the population.®?

The Panel's proposal would use a new equivalence scale to develop poverty thresholds for different family sizes
and types from the poverty threshold for the reference family; the scale would assume different consumption
needs for adults and children, and economies of scale for larger families. Rather than proposing a single set of
figures, the Panel proposed a range within which the economy-of-scale parameter could be set; different values
for that parameter would yield somewhat different equivalence scales.®"



The Panel's proposal would adjust the poverty thresholds for differences in the cost of housing across
geographic areas; the Panel believed that housing cost differences can be measured using Decennial Census
data. The adjustment would be made not by state but by the nine Census divisions and (within each division) the
size of metropolitan area.®?

The Panel proposed that "[t]he Survey of Income and Program Participation should become the basis of official
U.S. income and poverty statistics in place of the March income supplement to the Current Population
Survey."®¥

The Panel prepared a tabulation of the 1992 poverty population under its proposed approach using a reference
(two-adult/two-child) threshold set at $14,800--the midpoint of its recommended range for the reference
threshold. Using the Current Population Survey (CPS), the resulting overall poverty rate was 18.1 percent (with
an 0.75 economy-of-scale parameter for the equivalence scale) or 19.0 percent (with an 0.65 economy-of-scale
parameter); the corresponding rate under the current official measure is 14.5 percent.(34) The Panel was unable
to prepare a similar tabulation using the Survey of Income and Program Participation (SIPP).(35) However, the
Panel estimated (based on earlier CPS and SIPP poverty tabulations using the current official definition) that if it
had been able to prepare a tabulation using SIPP, the overall poverty rate for 1992 would have been 14.9
percent (0.75 economy-of-scale parameter) or 15.8 percent (0.65 economy-of-scale parameter).®

The Panel also prepared a tabulation of the 1992 poverty population under its proposed approach, but
constrained so that the resulting overall poverty rate was equal to the 1992 poverty rate under the current official
measure (14.5 percent).®”) The purpose of this "exercise" was simply "to illustrate the effects of the proposed
measure, compared with the current measure, on the distribution of poverty among population groups and areas
of the country"®®); the Panel was not advocating that a new official poverty measure should be constrained or
"benchmarked" so as to show no more persons in poverty than under the current official measure. The reference
threshold resulting from this constrained "exercise" was $13,175%9; the Panel stated that "[t|he value of $13,175
has no intrinsic meaning as a reference family poverty threshold. It is an artifact of the analysis...."(4°) Note that
the reference threshold resulting from this constrained procedure was noticeably below the low end of the
Panel's recommended range ($13,700 to $15,900) for the reference threshold.
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