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Income and Poverty Statistics:
Problems of Concept and Measurement

INTRODUCTION

The official government definition of poverty was established iu the mid-
1960s and has been modified only slightly since then. Essentially, the pover-
ty concept identifies, in dollar terms, a minimum level of income adequacy
for families of different types, based on observed consumption patterns.
Using expenditures for food, an estimate was developed of the minimum cost
at which a family could be provided with a diet meeting recommended nutri-
tional requirements: that a family of four requires an income of three times
the amount of money needed to feed it. The multiplier was derived from data
developed from the 1955 food expenditure survey. The thresholds, which are
updated annually to reflect price increases, allow for certam demographic
differences, such as family size and age of family head. Statistically, the
poverty concept originally consisted of a table or matrix of 124 separate in-
come thresholds which varied by size of family, sex of the household head,
farm or nonfarm status, number of children under 18 years of age, and the
age of the head of the household (over or under 65 years). Based essential-
ly on the formula proposed by Mollie Orshansky in the early 1960s, the result-
ing numbers were quickly named “the poverty index,” widely quoted and
disseminated, and became the basis for policy development and policy
evaluation (Orshansky, 1965a, 1965b).

Inrecent years, among other minor changes, the separate thresholds for
farm families have been eliminated, the matrix has been extended to families
with nine or more members, and the thresholds for female householders have

1
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been averaged with those for “all other” families. Since 1966, annual adjust-
ments have been made consistent with changes in the Consumer Price Index.

Many questions can be and are being raised about the index: Should
poverty be a relative or an absolute measure? Has it gone up or down in
recent years? Should income — and thus poverty— reflect only the receipt of
cash income, as at present, or should noncash benefits, which expanded
rapidly during the late 1960s and 1970s, be added to the income distribution?
Which of the many sources of noncash benefits should be included and how
should they be converted to dollar equivalents that adequately and ap-
propriately represent their contribution to the economic welfare of
recipients? How should assets and wealth be treated? From a somewhat
broader perspective, how does the public view poverty? Are the present
poverty thresholds consistent with the financial ability to obtain what most
people in the United States today consider the basic necessities?

These questions, concerns, and issues are not solely theoretical. Pover-
ty estimates are used to plan, administer, and evaluate programs. The pover-
ty definition has been the subject of numerous hearings and reports from
committees in both the House and the Senate. In 1986, the House Subcom-
mittee on Census and Population considered a legislative mandate to require
a study by the National Research Council to review and summarize the issues
and to provide independent thought and recommendations in the areas of
concepts and measurement.

Given the importance of this subject and the concern of policy makers
and the Congress, the Committee on National Statistics decided to under-
take a review of the conceptual and measurement problems in the collection
of income and poverty statistics by convening a workshop to suggest priorities
on issues to be explored and to advise the committee on the desirability,
scope, approach, and direction of a study to propose changes either in con-
cept or measurement method. The objective of the workshop was to assess
the need for and feasibility of improving concepts and measurement ap-
proaches, not to evaluate programs or policies to affect income distribution
or assist the poor.

The assembled group, which met on April 30 and May 1, 1987, was
chaired by committee member Courtenay Slater and included repre-
sentatives of federal agencies and of academic and other institutions con-
cerned with the collection and analysis of income data; experts in survey
research and in the collection of income statistics, including poverty and non-
cash benefits; and economists and others who specialize in the analysis and
use of these data (see list of participants on pages iii-iv).

For the most part, this report follows the format of the discussion. The
workshop began with presentations by representatives of the Bureau of the
Census and of the Bureau of Labor Statistics, in which the key data sources
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used in the measurement of income and poverty were reviewed and recent
and expected developments described. Following a general review of the his-
tory of measuring income and poverty and a discussion of major problems,
participants divided into three subgroups which met separately to address
different aspects of the problem. The full group then joined together to ex-
change the results of their respective efforts and to formulate their sugges-
tions.

DATA SOURCES: AN UPDATE

The Role of the Census Bureau

The Bureau of the Census is the source of the official estimates of per-
sonal and family money income (since 1947) and poverty (since the early
1960s). Estimates of the number of people in poverty and their characteris-
tics are prepared annually, based on income during the previous calendar
year and family status as of March of the current year. The data are obtained
in the March supplement to the Current Population Survey. The Census
Bureau does not, however, set the poverty level. Responsibility for changing
the concepts and definitions rests with the Office of Management and Budget
(OMB). In addition to data collection, the Census Bureau conducts research
on the quality of the results and on the definition and its components.

Since their inception, the poverty statistics have been based only on
money income. However, the intervening years have seen noncash benefits —
includimg both the types of benefits primarily available to the poor, such as
food stamps and public housing, and employer-provided benefits, such as
health insurance, which are largely available to the middle class —increase to
the point that they make up an important proportion of income.

A number of steps have been taken to develop information about non-
cash benefits. In March 1980, questions were introduced into the Current
Population Survey (CPS) to collect limited data on participation in and the
benefits derived from both selected government and nongovernment
programs (including food stamps). Using methodology developed by
Timothy Smeeding (1982a), an estimate of the money contribution of these
benefits to the income of the poor in 1982 was prepared. Since that time, the
Bureau of the Census has regularly collected and published information on
noncash benefits in connection with the March income supplement and has
published estimates of the impact on the levels of poverty of the inclusion in
income of these limited noncash benefits (valued several ways). However,
data on noncash benefits are not used either in deriving the overall income
distribution or in the compilation of the “official” poverty estimates. The
Bureau of the Census also has been developing approaches to estimating
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after-tax income (Bureau of the Census, 1985a, 1985b). With the support of
the National Science Foundation, a researcher is now working on estimating
the value of employer-provided benefits, such as health insurance, life in-
surance, and pensions. A new report, to appear in late 1988, will bring the
tax and noncash benefit information together and present income distribu-
tions that both include and exclude these transfer payments.

Another important source of income data, developed in the late 1970s
in an attempt to deal with the many problems of collecting this type of infor-
mation as well as to obtain needed data on program participation, is the Sur-
vey on Income and Program Participation (SIPP), which began to produce
data in 1983. The SIPP survey collects information on income and family at-
tachment in a more detailed manner than does the CPS, and the early results
are now being analyzed to assess its differences from the CPS results in both
income and poverty. The SIPP data, collected three times a year from the
same households, permit the measurement of poverty for shorter periods
than a year. In contrast, the Panel Study of Income Dynamics (PSID), which
is a longitudinal study conducted by the Survey Research Center of the
University of Michigan, provides the basis for multi-year measures of pover-

Finally, the Bureau of the Census is continuing its efforts to improve the
overall reporting of income, which evaluations suggest is short by some 10
percent, following adjustment for partial or complete failure to respond. The
problem appears especially acute at the upper and lower ends of the income
distribution, although workshop participants noted that the independent
benchmark measures also should be used with caution, given the known dif-
ficulties in compiling them.

The Consumer Expenditure Survey

The Consumer Expenditure Survey (CEX) conducted for the Bureau
of Labor Statistics (BLS) by the Census Bureau, was placed on an ongoing,
quarterly basis in 1980. The CEX covers the total population and associates
expenditures with specific households. The survey is conducted in two
separate parts: a two-week diary in which people keep track of every
household expenditure, and a series of iuterviews dealing with selected ex-
penditures over the previous three-month period. Some of the interviews in-
clude income questions and others obtain data on assets and liabilities.

In the interest of improving the survey, BLS has asked several cognitive
psychologists to review the questionnaire and recommend appropriate im-
provements. The current assessment of the two-hour interview is that it is
too long; survey staff are attempting to refine and shorten the interview
without losing information, for example, by asking only half the survey ques-
tions in sequential interviews. Also ongoing are projects to determine how
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accurately housing expenditures are reported. This is an important weight-
ing factor in the Consumer Price Index, which is based on the CEX.

Articles detailing results from the CEX, discussing various facets of the
survey operations or describing methodological issues, are published in the
Monthly Labor Review or in various detailed bulletins; results of the surveys
also are available on public-use tapes. Although city detail is provided in the
published results, these data are not contamed on the public-use tapes be-
cause of confidentiality restrictions imposed on the detail.

Until 1981, the BLS published information on family budgets, which,
hypothetically, showed how different sized families might spend their income.
The cost and composition of lower, middle, and upper level budgets were
shown separately.

MAJOR ISSUES
Problems in the Collection of Income Data

Household Measurement Unit

The family unit observed at the time of the March CPS interview is not
necessarily the unit that existed during all or part of the previous calendar
year, to which the income data supposedly refer. Over a calendar year,
families may add or lose members or may dissolve entirely, yet the income
reported in March is assumed to have applied during the past calendar year
to the group of individuals found in the unit at the time of the March inter-
view. While this problem was not considered to be serious in the aggregate,
there was unanimity that the results could be misleading for certain types of
families, such as those headed by females and those with low incomes.

There was agreement that the more frequent and detailed SIPP income
data would correct for some of the CPS problems in this regard. The
workshop participants also recognized that it was unlikely that changes could
be implemented in the CPS to deal with this issue, especially given the restric-
tions on questionnaire space and time and the existence of SIPP. For these
reasons, the workshop participants urged work to compare and evaluate CPS
and SIPP income estimates to measure the impact of their different approach.
Such comparisons are also needed because, although the official poverty es-
timates are drawn from the CPS, SIPP has greater detail on the characteris-
tics of groups important in the poverty count.

What Should Be Counted as Income?

A wide range of views was forthcoming on the subject of changing the
income measure to include some types of in-kind income or cash benefits.
(At present, only pretax money income is counted.) For the most part, the
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discussion focused on those items that have been the subject of research by
the Census Bureau, such as food stamps, Medicaid and Medicare, and hous-
ing subsidies, with medical benefits provoking by far the most discussion and
disagreement.

Although recognized as important and difficult, the technical valuation
of in-kind benefits did not preoccupy the group, especially given the fact that
technical measurement of these benefits had been the topic of a separate con-
ference held in Williamsburg, Virginia, in December 1985, under the spon-
sorship of the Bureau of the Census (1986). Rather, for the most part, the
workshop discussion focused on the analytical implications of including
major subsidies as income. For example, it was noted that some of the
methods of counting the cost of medical care (or attributing some medical
insurance cost) would seriously affect the data on the elderly poor, who would
appear to have more resources in comparison to other segments of the
population, notwithstanding the fact that such resources cannot be drawn on
for consumption of items other than medical care. Conversely, the exclusion
of employer-provided health insurance from the income distribution also
would result in distorting any comparisons. Another problem in counting
Medicaid and Medicare as income is that there are numerous other forms of
medical subsidy available and used by the poor. Excluding the value of such
benefits, which are extremely difficult both to measure and to value, would
skew the results.

Housing subsidies were considered another problem area, sharing with
medical expenditures the quality of being very “lumpy” — the individual sub-
sidy is quite large and limited to relatively few of the poor, although, in the
aggregate, far smaller than for medical expenditures. These subsidies also
would have some differential effect on various groups, if counted.

The discussion then dealt with the question of including in income of
home owners the imputed value of occupying their homes. The estimated ag-
gregate value of the services accruing from occupancy of owned homes is a
major imputation in the GNP accounts, and data are available from BLS sur-
veys used for the Consumer Price Index. But inclusion in family income
would be a major departure from present Census Bureau practices. Again,
the elderly would be particularly affected, given their relatively high rate of
home ownership. In fact, home ownership is a major factor in the financial
well-being of many elderly people.

There was consensus on the desirability of incorporating two changes
into the income data: first, that food stamps be included in income at face
value, and, second, that income data should be provided on an after-tax basis
(that is, excluding both income and payroll taxes). The workshop par-
ticipants also agreed that the subject of income, in general, would benefit
from an overall review of data needs.
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Another aspect of the changing patterns of income was noted, namely,
that consumption may also be dependent on access to credit. Temporary
periods of income insufficiency may not lead to changes in consumption pat-
terns if credit is available. In this respect, an income measure of poverty may
be somewhat of an anachronism.

Income Versus Consumption

An issue provoking considerable discussion was whether the income
measure of poverty should be replaced by a measure of consumption. (The
threshold, after all, is derived from a consumption standard.) Should the
threshold reflect what people actually consume or spend on consumption,
rather than what they receive as income?

A consumption measure might solve many of the problems involved in
using a measure of income. It could obviate the need for a complete account-
ing of all income, which has been difficult if not impossible to achieve — given
the existence of an underground economy, of child support and other inter-
family paynents, and of noncash benefits, to mention only a few of the many
problems existing in this area. It also would eliminate the need to obtain
owner/renter equivalents and could reduce some of the other problems of
measuring in-kind income.

The use of consumption also would lessen if not obviate the discrepan-
cies caused by having to collect income for discrete periods of time, e.g., a
calendar year. These requirements (or limitations) now result in measures
in which people appear to be entering or leaving poverty when in reality their
consumption levels remain virtually unchanged. Duringthe discussion it was
noted that the IRS uses consumption measures, such as an average expendi-
ture for charity per income group, as a guide in its review of tax returns.

One approach discussed by the workshop participants concerned
measuring consumption by categories (e.g., food, clothing, shelter, medical
care, etc.), with separate thresholds for each major category. However, this
approach would introduce the problem of how many categories there should
be, what they should be, and how consumption could be aggregated for a
single household.

Another problem with consumption measures occurs when people have
resources but do not expend them to meet threshold levels, either because
they choose to save, are very efficient consumers, or face nonmonetary bar-
riers to consumption. The latter is particularly prevalent among elderly per-
sons with physical or mental limitations, such as lack of mobility, who
maintain inadequate levels of consumption despite adequate financial
resources. ,

Because different groups have distinctly different patterns of consump-
tion relative to income, the use of a consumption measure of poverty would
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likely produce significant shifts in the composition of the poverty population.
Many elderly likely would be shown to be consuming at poverty levels despite
above-poverty incomes. Data are available that could be used to develop in-
formation about the likely profile of the poverty population using a consump-
tion standard, and it was suggested that additional research in this area could
be quite useful.

Another area to be explored concerns the relation of poverty measures
to other measures of income and income distribution. Families in upper in-
come groups often consume much less than their incomes would permit.
How useful would consumption-based data be as overall measures of ine-
quality of economic well-being?

Should the Poverty Threshold Be Changed?

Participants readily agreed that the present poverty threshold is out of
date, but many participants expressed reservations about opening it up to
major changes. The discussion ranged widely with a variety of suggestions
proposed. One suggestion commanding considerable support was simply to
recalculate and update the thresholds by incorporating data reflective of the
current situation, i.e., determining the amounts required today to feed
families of different sizes and the appropriate ratios to current income. Such
data are available, and the proportion of income spent on food today is sub-
stantially smaller than in 1955. Periodic re-examination of the composition
of the threshold also was suggested.

More comprehensive changes, such as replacing the whole basis of the
multiplier, were also proposed, primarily in response to suggested additions
to the income side. If in-kind benefits are added to income, they also should
be reflected in the threshold. Inclusion in income of in-kind benefits without
changing the threshold would tend to decrease the apparent number of
people in poverty. Almost all participants were emphatic that changes in the
definition of income should be accompanied by corresponding adjustments
of the poverty threshold. There was widespread agreement on the general
desirability of including some in-kind benefits in income — particularly food
stamps — providing the poverty threshold were appropriately adjusted.
Opinions varied widely, however, on the inclusion of medical benefits.

There was general agreement on the need for periodic, regular review
and updating of the poverty threshold. A specific point of agreement was on
the need to readjust the thresholds for different family sizes, the present ad-
justments being seen as arbitrary and, in general, too large.

The question of absolute versus relative measures of poverty was dis-
cussed. Many participants agreed that the present fixed measure has drifted
out of date over time and no longer reflects the social consensus about what
constitutes poverty. There was considerable agreement that an adjustment
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of the threshold to place it in a more appropriate relationship to current real
median income was needed.

Notwithstanding the concerns raised earlier, participants addressed the
appropriate criteria for a poverty measure. The discussion brought out a
number of ways in which the measure needed to be related to its intended
uses. A number of criteria were suggested, but no attempt to develop a con-
sensus list was undertaken, and it should not be presumed that all participants
support all criteria. The criteria discussed included the following:

(1) The poverty measure should be a social indicator rather than a so-
cial welfare indicator: that is, it should not be expected to be a measure of
all the social problems associated with poverty. Nor should it be used as an
eligibility indicator for social programs or be closely tied to the objectives of
any particular programs. The objective should be to measure a standard of
adequacy to provide or have access to goods and services. Programmatic
eligibility, in contrast, should be determined by the objectives of the program
and the specific needs to be met.

(2) The poverty measure should not systematically ignore large amounts
of illegal income or major demographic changes.

(3) The poverty measure should present the situations of people of dif-
fering age and family situations equitably. New poverty thresholds should be
both parsimonious and consistent with common attitudes towards poverty.

(4) Like the present measures, new thresholds should be easy to imple-
ment and easy to explain to the public and should be of the same relative mag-
nitude as the present levels, thereby preserving continuity.

(5) Congress and the executive branch need a poverty measure that can
measure the effects of federal policy and indicate the demand for federal as-
sistance. Policy makers also want longitudinal measures that provide a view
of the whole economy. These numbers influence the cost estimates of cer-
tain programs. Policy makers and program managers also need data on
specific groups, e.g., data on the tax-paying poor, that could influence tax
changes.

(6) It is important to measure poverty through time, rather than only as
a snapshot, poor or not poor at one moment.

(7) The poverty measure should describe both particular dependent
populations, e.g., children and the elderly, and capture particular types of in-
come important to the poor, i.e., workfare and child support. There also was
some discussion of whether the measure should reflect assumed regional
cost-of-living differences.

(8) A new measure should yield approximately the same poverty figures
as the old number in order to have credibility (a measure that instantly
doubled or halved the poverty rate would not be accepted). There was even
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a suggestion that it should not be called a poverty indicator, in order to gain
better acceptance.
(9) The poverty measure should have the ability to be updated easily,

both to provide a ready measure of trend and to minimize opportunities for
confusion.

A number of participants argued vigorously for retention of the present
measure, with only minor adjustments. It was argued that there are many
positive advantages to retaining a measure that has been accepted as
legitimate for many years. Such a measure has both visibility and fansliarity,
as well as a type of credibility with the general public, the press, and its user
community, and Congress prefers to deal with a familiar single number. The
difficulty of finding a propitious time period in which to introduce a new
measure that would find acceptance across the spectrum of political concern
should not be underestimated. There was general agreement that available
data should be publicized and used to develop supplementary information
about economic well-being.

Some participants noted that there does not seem to be a specific man-
date for revision at the moment, and that even the various suggestions for
marginal changes may raise as many questions as they address. Others ar-
gued that there are definite virtues in a study undertaken before the exigen-
cies of the moment result in an expedient solution. Furthermore, the work
that has been under way by the federal agencies and others well may benefit
from an independent appraisal.

As for the possibility of doing away with the present measure and replac-
ing it with a different measure, the participants recalled the instructive ex-
ample of the “substandard housing” measure, once used widely by the
Department of Housing and Urban Affairs. “Substandard housing” had
taken on a certain common meaning but, because of measurement difficul-
ties, the decision was made to drop it. Subsequently, efforts to develop anew
but similar measure, or to duplicate the old one, have been unsuccessful be-
cause users have not accepted the proposed measures as a substitute for the
old measure, which has complicated policy analysis.

Although there was no clear consensus on whether (or how) to change
the poverty measure, there was agreement that additional measures should
be developed and would prove useful. It was pointed out that other aspects
of national life are not characterized by a single number: for example, the
economy is described through the use of a number of different economic in-
dicators. Similarly, unemployment, money supply, and inflation are
presented in more than one way. In the case of income and poverty, substan-
tial indicator information is available from the Census Bureau, even in public-
use files, and should be publicized. These data are relatively inexpensive to
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produce and easytouse. In particular, data are available on such subjects as
relative income status and relative need. As in the other areas, the press and
the public would get used to the idea of having more than one indicator in
the poverty area, and analysts would benefit substantially.

While a specific system of indicators was not proposed, several sugges-
tions were made. It was pointed out that various measures put out by the
Census Bureau have shown to be correlated over the past several years, and
some of these might be considered. If measures thought to indicate pover-
ty did not prove to be correlated, it would be cause for further investigation.
Also suggested were half the median income and a number previously used
by BLS to describe a lower-level family budget (but which has not been
produced in recent years). Attention might also be focused on the poverty
gap, or the amount of resources required to bring the whole population or
certain groups up to some minimal standard. Changes within this subpover-
ty area may be politically and analytically important even when the total num-
bers on either side of the poverty line may not be changing.

It was suggested that a subjective indicator be developed to provide a
measure of a publicly perceived minimal standard of living. Available poll
data indicate that a fairly constant relationship exists between one’s own in-
cowne and what one believes to be a poverty level. Thus, a measure based on
the public’s perceptions of a minimal standard of living would change over
time as incomes and perceptions changed and, thus, would serve as a useful
measure of relative poverty.

CONCLUDING COMMENTS

The workshop concluded with remarks from two participants who had
been asked in advance to overview the discussions and share their percep-
tions with the group. The first, Robert Reischauer, noted that there is an in-
creasingly widespread understanding of the limitations of the existing
measure of poverty and that such an understanding inevitably will cause an
increasing amount of difficulty in the use of the data, particularly in policy
debate. Thus, he expressed the view “that the effort to improve is really es-
sential.”

His second point was that the current measure should be left as is —not
frontally assaulted — and be supplemented by an additional set of alternative
measures, which should be developed to meet those demands that now can-
not be satisfied. Reischauer said that any change in the current measure
would be viewed as politically charged, since he perceives no real consensus
at this time among groups, such as this workshop, as to the types of change
that might be most appropriate. The lack of consensus he observed in this
discussion is for him a good argument for at least maintaining the current
measure.
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He noted that even an outmoded, out-of-date measure is interesting and
useful because it provides an indication of how fast standards become out of
date. With regard to poverty, he concluded “not very much (appears to have
changed) after 30 years, which should tell us something.”

He also saw a definite need for an outside group to endorse and sup-
port the principle of correspondence, that is, that changes in the definition
of income at the family level require corresponding changes in the threshold.
Finally, he emphasized the need to ensure that improvements in measuring
one end of the income distribution are matched by similar improvements else-
where in the income distribution.

Richard Nathan, emphasizing his perspective as a political scientist, dif-
fered with Reischauer’s contention that there exists some controversy and
uneasiness about the poverty measure. Rather, he senses that at this time
within the policy community there is little if any concern about changing the
poverty index. He agreed with the need to update and refine the measure,
to consider and develop additional measures, and to be prepared to advise
the policy world if and when it asks. Nathan also mentioned that he was un-
sure of the need for Academy participation in the dialogue at this time, noting
that the ongoing discussions between the Census Bureau and its users has
generated extensive discussion of the issues; he did agree that this dialogue
was unlikely to generate change.

Nathan’s final point emphasized the need to recognize the intrinsically
political nature of the set of issues under discussion and to ensure that any
study reflect a range of values that different politicians will bring to considera-
tion of the proposals for change.

The more than 30 academics and public and private officials who
gathered to discuss the issues of income and poverty statistics agreed that the
current poverty thresholds have serious conceptual and technical flaws.
There was less consensus, however, on the extent to which these shortcom-
ings impede the nation’s ability to assess poverty and to design and evaluate
programs to improve the status of the poor and on the current necessity for
an in-depth, outside review. Some participants pointed to the numerous
studies already available that address the issues involved in measuring pover-
ty and propose alternative approaches or changes. Others argued that inde-
pendent outside review was badly needed to provide a sound conceptual basis
for changes likely to be demanded in the near future.

Those arguing for the status quo advanced a variety of reasons, ranging
from “if it ain’t broke, don’t fix it” to the belief that too much had already
been invested in the current measure to allow a redesigned or totally new
concept to find public acceptance. Some participants were of the view that
there is neither a compelling political interest in redefining the poverty con-
cept nor a consensus on what a new definition should or could measure.
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Other participants strongly supported a study to review, synthesize, and
evaluate the existing research; assess needs in the areas of data for income
and poverty analysis that are not met by the existing measures; or establish
criteria for income and poverty measures.

There was general agreement that the subject should be revisited on a
regular basis, both to provide a continuing forum on developmentsin the area
and an exchange of views among those concerned with the subject and to ap-
praise the need for a more extensive effort.
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