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July 27, 2009
TO: Economic Opportunity and Poverty Reduction Task Force
FROM: Kate Watkins, Economist, 303-866-6289

SUBJECT: Measures of Poverty

This memorandum provides information and a comparison of the use and calculation of three
measures of poverty: (1) the federal poverty threshold, also known as the "official poverty measure";
(2) the National Academy of Sciences (NAS) poverty measure; and (3) the Self-Sufficiency
Standard. Attached to this memorandum is additional material on these measures, including:

» the executive summary of the 2008 report on the Self-Sufficiency Standard for Colorado;

» the summary and recommendations of the National Academy of Sciences 1995 report titled
"Measuring Poverty: A New Approach”;

« Appendix A, consisting of a table summarizing difference between measures; and

« - Appendix B, consisting of the Federal Poverty Level (FPL) guidelines from 1982 to 2009.

»  Self-Sufficiency Standard tables for each county in Colorado are available in electronic form
upon demand.

Summary

While only the federal poverty threshold is known as the "official poverty
measure” a number of poverty measures exist. The NAS measure and Self-Sufficiency
Standard are two such measures, each seeking to provide a more adequate and regionally-
specific measure of the basic needs of individuals and families. The official poverty
measure, NAS measure, and Self-Sufficiency Standard each differ in the assumptions,
data sources, and calculations employed to measure a threshold that identifies those living
in poverty (unable to meet their basic needs) and those living above poverty. Because of
these differences, all three measures identify different populations as Hving in poverty.




Comparing Poverty Measures

Each of the three poverty measures discussed in this memorandum differ in how they define
and measure poverty. As a result, the population considered "living in poverty" differs depending
on the measure employed.

What do the measures measure? The Self-Sufficiency Standard aims to measure the
amount families need to make in wages to be self-sufficient or to "meet their basic necessities
without public or private assistance.” In contrast, both the NAS and official poverty measure aim
to measure the number of persons living in poverty. Both the official and NAS measures measure
poverty in terms of a poverty "threshold" or "poverty line," under which individuals are unable to
meet their basic or minimum needs for survival or participation in society. Both NAS and official
poverty measures also are used to calculate a poverty rate, or the percentage of individuals living in
poverty relative to the general population. The following two equations summarize the relationship
between the poverty threshold, family resources (money and near-money income), and the poverty
rate for the NAS and official poverty measures.

Individuals living in poverty = Individuals whose resources fall below the poverty line
Poverty rate = Individuals living in poverty / Total population
Differences in definitions of basic needs and family resources. Each of the three measures
identify a threshold of basic needs. Each measure also defines the resources (money and near-

money) a family uses for obtaining basic needs. Table 1 below summarizes differences in definitions
of basic needs and family resources between measures.

Table 1
Comparing Measures: Definitions of Basic Need and Family Resources

Official Poverty Paverty threshold {or poverty line). Money income before taxes
Measure Cost of food in 1955 multiplied by
three, adjusted by inflation each year
NAS Poverty Measure | Poverly threshold (or poverty line). Disposable income: After-tax money
Cost of food, clothing, shelter, utiliies, | income plus specific tax credits, plus
medical care costs*, and "a little near-cash value of assistance
more" for miscellaneous needs programs (such as food stamps),

minus work-related expenses {such
as child care and transportation)

Self-Sufficiency Self-Sufficiency Standard: Cost of Self-Sufficiency Wage: Total family
Standard food, housing, transportation, child wages

care, health care, and miscellaneous
necessities, taxes and tax credits,
and adjustments in cost based on
participation in assistance programs

*Medical costs were originally excluded but have been included in the calculation of the measure in other studies.

Pearce, Diana (2008). "The Self-Sufficiency Standard for Colorado 2008: A Family Needs Budget." Fiscal Policy Institute,
February.
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Who is living in poverty? Populations considered to be living in poverty differ based on
differences in how poverty is measured. The official poverty measure, NAS measure, and Self-
Sufficiency Standard each identify different thresholds for basic needs as well as family resources
for obtaining those needs and as a result each also identify different numbers and demographics of
people living in poverty. Table 2 summarizes the basic needs thresholds for each measure for
Colorado. The NAS poverty threshold is 13.1 percent greater than the official poverty threshold in
2006, the most recent year for which data is available. While the Self-Sufficiency Standard does not
have a poverty threshold, it does have a threshold distinguishing those requiring public or private
assistance and those who are self-sufficient. The continuum is not calculated statewide, therefore
the county ranges for the measure as well as county average is shown for the year 2008. Differences
in child care, housing, and tax costs account for the majority of differences between counties.

Table 2

Colorado Basic Needs Thresholds
(Family of Two Adults and Two Children)

Low: $33,689 (Costilla County )
$23,118 High: $71,427 (Pitkin County)
64 County Average: 543,810

* U.S. Census Bureau.
** | egisfative Council Staff calculations.
** Diana Pierce (2008); Self-Sufficiency Standard for a family with two adults and two "schoolage” children.

Official Poverty Measure/Federal Poverty Guidelines and Level

Origin and use. The federal or "official” poverty threshold was developed in the early 1960s
by statistician Mollie Orshansky as an indicator of the number of people with inadequate income to
cover the costs of a minimum food diet and other necessities. Official poverty thresholds are
updated each year by the Census Bureau. The thresholds are used mainly for statistical purposes,
such as preparing estimates of the number of Americans in poverty each year or the poverty rate.

The federal poverty guidelines, commonly referred to as the federal poverty level (FPL),
differ slightly from the threshold and are issued each February in the Federal Register by the U.S.
Department of Health and Human Services. The FPL is a simplification of the poverty threshold and
is used to determine financial eligibility for certain federal programs, such as Head Start, National
School Lunch Program, and the Children's Health Insurance Program. Other programs such as the
Low-Income Home Energy Assistance Program (LEAP) use the guidelines for the purpose of giving
priority to lower-income persons or families in the provision of assistance or services. Attached in
Appendix B are the FPL guidelines from 1982 through 2009.

Calculating the official poverty measure. The official thresholds are based on the share of
a household's budget that is spent on food. The share was calculated using data from the 1955
Houschold Food Consumption Survey. Based on the Survey, food spending was calculated as
approximately one third of spending on necessities. Therefore, the poverty threshold was set at the
cost of food multiplied by three. Each year the threshold is grown by inflation as measured by the
national consumer price index for all urban areas (CPI-U). The following equations summarize the
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threshold for the official poverty measure:
Original threshold = 3 x Cost of food prepared at home based on a 1955 survey
Official poverty threshold = Original threshold increased annually by inflation

Original thresholds were calculated for individuals and families differently based on the
number of members in a family and age of individuals. Thresholds differ for children, adults, and
the elderly. All states within the contiguous United States have the same poverty threshold each
year. Changes in the standard of living are not accounted for in the measure. Instead, the measure
is reflective of living standards from the 1950s and 1960s. Therefore, inflation adjustments account
for the change in cost of the standard of living from this time period. Government assistance
programs such as food stamps and housing assistance are not included in the calculation of the
official poverty measure. When a person or family's resources as measured by their money income
is less than the threshold, they are considered hiving in poverty. According to the Census Bureau,
the poverty rate for individuals and families in the state of Colorado is 11.8 and 8.3 percent,
respectively, compared to national rates of 13.3 and 9.8 percent.?

National Académy of Sciences (NAS) Poverty Measure

Origins and use. At the request of Congress, the National Academy of Sciences (NAS)’
created the Panel on Poverty and Family Assistance in 1992 to conduct a comprehensive
examination of poverty measurement in the United States. The panel published their findings in a
1995 report titled "Measuring Poverty: A New Approach.” The summary and recommendations of
this report are attached to this memorandum. The report recommends the revision of the official
poverty measure to reflect the circumstances (basic needs and family resource) of families over time
and outlines a method for calculating the measure.

Since the report was published in 1995, the recommendations of the report have not been
adopted nationwide though legislation has been introduced to do so.* Research continues on the use
of the measure, conducted primarily by the U.S. Census Bureau and Bureau of Labor Statistics.
Additionally, in 2006 New York City Mayor Michael Bloomberg convened a Commission to study
poverty measurement in New York City. Finding inadequacies in the official poverty measure,
Major Bloomberg created the New York City Center for Economic Opportunity which adopted and
calculates a poverty measure based on the NAS methodology.

Calculating the NAS measure. The public and scientific community continue to shape how
the NAS measure is calculated. Based on recent publications and the 1995 NAS report, the NAS
threshold is first calculated for a reference family of four (two adults, two children) then later
adjusted for differences in family type (number of adults and children). Basic needs for the reference

2.8. Census Bureau, American Community Survey three-year estimates (2005 to 2007).

*The National Academy of Sciences (NAS) is a private, non-profit corporation composed of distinguished scholars who engage
in scientific research at the request of Congress.

*The Measuring American Poverty Act of 2008 and 2009 proposes a "Modern Poverty Measure" that largely follows the NAS
methodology.
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family are calculated as the percentage of national median expenditures on food, clothing, shelter,
utilities, and a little more for miscellaneous necessities. Medical costs were excluded from the
original 1995 report but have since been included in the calculation in other studies.” Regional
differences are adjusted for based on differences in housing rental costs. The NAS panel
recommended that the measure be calculated annually to account for changes in consumer prices and
living standards.

Family resources are defined as after-tax money income and near-money income from
assistance programs including food stamps and housing assistance. Additionally, specific tax credits
are added to income and work-related expenses, including transportation and child care costs, are
subtracted. If family resources are less than the basic needs threshold, a family is considered to be
living in poverty. '

While no formal NAS measure has been calculated for Colorado, Legislative Council Staff
(LCS) calculated estimates of the NAS threshold for the year 2006 using the NAS methodology.
These estimates are summarized in Table 3, comparing the LCS estimates for Colorado to the
threshold for the United States. The Colorado threshold is 6 percent larger than the nationwide
threshold, reflecting higher rental prices in Colorado than the nationwide average. Do to data
limitations, an estimate of the Colorado poverty rate using the NAS measure cannot be calculated
at this time.

Table 3

NAS Poverty Measure Threshold for Colorado and the United States, 2006
(Famify of Two Adults and Two Children)

Colorado United States
Shelter and Utilities $10,900 $9,600
Non-Shelter Necessities $12,218 $12,218
Poverty Threshold $23,118 $21,818

Source: U.S. Census Bureau and Legislative Council Staff calculations.

The Self-Sufficiency Standard

Origins and use. The Self-Sufficiency Standard defines the income families require to meet
their basic necessities without public or private assistance. The standard was first developed by Dr.
Diana Pearce for Wider Opportunities for Women (WOW) in response to the perceived inadequacies
of the official poverty level in 1996. Dr. Pearce continues to calculate the standard for numerous
states cach year. The standard was calculated for Colorado for the Fiscal Policy Institute in 2001,
2004, and 2008. Attached to this memorandum is the executive summary of the 2008 Self-
Sufficiency Standard report.

Calculating the Self-sufficiency Standard. The Standard is calculated for 70 different
family types in each of Colorado’s 64 counties. Family types differ based on the number of adults,
number of children, and age of children in a family. Based on the family type, monthly costs of basic

SGarner and Short (2008). "Creating a Consistent Poverty Measure over Time Using NAS Procedures: 1996-2005." U.S. Buresau
of Labor Statistics Working Paper No. 417, April.
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necessities are calculated by category (e.g., food, housing, transportation) based on available data
and are adjusted based on regional costs and benefits from assistance programs such as food stamps
and federally assisted housing. Taxes and specific tax credits are also included in the standard. The
total of all costs for each category is equal to the "Self-Sufficiency Wage", and represents the total
household wage necessary for a family to be self-sufficient. Table 4 below provides the 2008 Self-
Sufficiency Standard for two family types in Larimer County.

Table 4
2008 Self-Sufficiency Standard for Selected Family Types: Larimer County

Housing
Child Care
Food

Transportation
Health Care
Miscellaneous

Earned Income Tax Credit
Child Care Tax Creadit ($58) 2 {$100) 2
{$167) -4

Hourly $17.87 $12.35 (per aduit)*

Monthly $3,146 $4,347
Annual $37,752 $52,161

*Hourly wages for families with multiple adults represent the hourly wage that each adult would need to
earn, while the monthly and annual wages represent all adults' wages combined.
Source: Pearce (2008).
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Appendix B: Federal Poverty Guidelines
for the 48 Contiguous States and the District of Columbia

2009 $10,830 $3,740 $22,050
2008 $10,400 $3,600 $21,200
2007 $10,210 $3.480 $20,650
2006 $9,800 $3,400 $20,000
2005 $9,570 $3,260 $19,350
2004 $9,310 $3,180 $18,850
2003 $8,980 $3.140 $18,400
2002 $8,860 $3.080 $18,100
2001 $8,590 $3,020 $17,650
2001 $8,350 $2,900 $17.050
1991 $8,240 $2,820 $16,700
1998 $8,050 $2,800 $16,450
1997 $7,890 $2,720 $16,050
1996 $7,740 $2,620 $15,600
1995 $7,470 $2,560 $15,150
1894 $7,360 $2,480 $14,800
1993 $6,970 $2,460 $14,350
1992 $6,810 $2,380 $13,950
1991 $6,620 $2,260 $13,400
1990 $6,280 $2,140 $12,700
1989 $5,980 $2,040 $12,100
1988 $5,770 $1,960 $11,650
1987 $5,500 $1,900 $11,200
1986 $5,360 $1,880 $11,000
1985 $5,250 $1,800 $10,650
1984 $4,980 $1,740 $10,200
1983 $4,860 $1,680 $9,900

1982 $4,680 $1,540 $9,300

Source: U.S. Department of Health and Human Services.
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