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ABSTRACT

Although child poverty rates continue to surpass those of others, there is
growing consensus that current official poverty measure has become out-
dated and flawed. Using data from the Current Population Survey and the
Survey of Income and Program Participation, we implement an experimen-
tal poverty measure based on recommendations by a National Academy of
Sciences panel. We find that while child poverty rates continue to surpass
those of others, the gap between child and adult poverty rates is smaller
under the experimental measure. Results highlight the impact of noncash
government benefits and the Earned Income Tax Credit in reducing child

poverty.
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I. Introduction

There is growing consensus that the way poverty is currently mea-
sured in the United States is outdated and flawed (Citro and Michael 1995; Ruggles
1990). The current official poverty measure, originally adopted in the 1960s, consists
of a set of thresholds for families of different sizes and composition that are com-
pared to a family resource measure to determine a family’s poverty status. Basically,
the thresholds represent the cost of a minimum diet multiplied by three to allow for
expenditures on other goods and services, and family resources are defined in terms
of gross cash income.

According to the official measure, trends in child poverty are not encouraging.
After a period of improvement in the 1960s, child poverty worsened over the last
three decades. In 1997, 19.9 percent of children in the U.S. were poor (Dalaker and
Naifeh 1998). In contrast, in 1997 the poverty rates for people aged 18—64 and the
elderly were 10.9 and 10.5 percent, respectively. As of 1997, children constituted
about 40 percent of the poverty population, though only about a quarter of the total
population.

The official poverty rate masks the full extent of the impact of government benefits
on poverty reduction because it only counts cash income in the measure of family
resources, while the growth in means-tested transfers in recent decades has been
overwhelmingly concentrated in noncash and tax expenditure programs, such as food
stamps and the Earned Income Tax Credit (EITC) (Center on Budget and Policy
Priorities 1998). Because many of these transfers are designed to help families with
children, the current official poverty measure may overstate poverty among children
relative to poverty among other demographic groups (Betson and Warlick 1998;
Citro and Michael 1995; Short et al. 1999).

Concerns about the adequacy of the poverty measure increased during the past
two decades, culminating in a Congressional appropriation for an independent scien-
tific study of poverty measurement issues. In response, the National Academy of
Sciences (NAS) established the Panel on Poverty and Family Assistance, which re-
leased its report titled Measuring Poverty: A New Approach in 1995 (Citro and Mi-
chael 1995). The NAS panel recommended a new measure that better reflects con-
temporary social and economic realities and government policy.

The NAS panel identified several major weaknesses in both the threshold and the
resource definition of the current measure. The two most important ones relevant to
our understanding of child poverty are: (1) The current income measure does not
reflect the effects of key government policies that alter the disposable income avail-
able to families; and (2) The current measure does not take into account variation
in expenses that are necessary to hold a job and to earn income, such as child-care
costs and taxes. Because of these and other deficiencies, the current poverty measure
does not accurately reflect the economic well-being of many people (Citro and
Michael 1995).

Following the NAS Panel’s recommendations, the Census Bureau released a report
in 1999 with several experimental poverty measures (Short et al. 1999). This report
contained a few summary statistics on children indicating that the current official
measure may indeed overestimate poverty among children.

This paper builds on the NAS Panel’s work and the subsequent Census report by
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focusing more closely on the implications of moving to a new measure of poverty
on our understanding of child poverty. We do this by exploring the elements of the
new poverty measure that affect child poverty estimates in particular and calculating
poverty rates using both the Current Population Survey (CPS), the current source
of official poverty statistics, and the Survey of Income and Program Participa-
tion (SIPP), the recommended source of future poverty data (Citro and Michael
1995).

II. Data and Methods

We estimate poverty rates for 1992-96 using data from the March
supplement to the Current Population Survey (CPS), and 1992 poverty rates from
the 1992 panel of the Survey of Income and Program Participation (SIPP). A primary
recommendation of the NAS panel was to make the SIPP the principal source of
poverty statistics because it asks more relevant questions and obtains income data
of higher quality than the CPS, but more research and development is needed on
the SIPP before it can supplant the CPS in this role. Perhaps most important, the
SIPP still lacks reliable tax estimates (a tax model is currently under development),
which is particularly important for examining the growing impact of the EITC on
experimental poverty measures. In addition, more timely release of SIPP data is also
necessary.

Our analysis proceeds as follows. First, results from both the SIPP and CPS are
presented comparing how the official child, adult, and elderly poverty rates for 1992
are affected by implementing various NAS panel recommendations (listed below)
one at a time, highlighting the effect of government benefits in particular. Second,
results are presented showing poverty rates for 1992 when all the recommendations
are simultaneously implemented. We then discuss the distribution of poverty among
subgroups of children in that year and trends in poverty between 1992 and 1996.

Under the experimental poverty measure, a family’s resources are defined as the
value of money from all sources plus the value of near-money benefits that are avail-
able to buy goods and services covered by the new thresholds, minus non discretion-
ary expenses. Near-money benefits or tax refunds that are not counted in the official
definition of income include the following: food stamps, housing subsidies, school
lunch subsidies, home energy assistance, and the Earned Income Tax Credit. Ex-
penses subtracted include: income and payroll taxes (including capital gains/losses
estimates), child-care and other work-related expenses, and household contributions
toward the costs of medical care and health insurance premiums (medical out-of-
pocket costs).

In our SIPP poverty estimates, we also subtract from income child support pay-
ments made by the payer, and add to income the value of benefits received under
the Women, Infants, and Children nutrition program (WIC) and the school breakfast
program. Estimates of these three elements are not available in the CPS. In our
poverty estimates using SIPP data, we do not include the effect of state taxes and
capital/gains because reliable estimates are not yet available. Furthermore, our SIPP



Communications: Iceland, Short, Garner, and Johnson

federal income tax, Eammed Income Tax Credit, and payroll tax estimates are only
rough estimates which should be viewed with caution.!

Poverty thresholds under the experimental poverty measure are represented by a
dollar amount for food, clothing, shelter, utilities (FCSU), as well as a small amount
to allow for other needs (such as household supplies, personal care).? As the panel
recommended, a threshold is developed for a reference family type consisting of
two adults and two children using consumer expenditure survey data, and the refer-
ence family threshold is then adjusted, using an equivalence scale, to reflect the
needs of different family types. We use a three-parameter equivalence scale in this
analysis.® Further adjustments are made to reflect geographic differences in housing
costs.* Finally, thresholds are updated over time based on estimates of median expen-
ditures on FSCU items in the Consumer Expenditure Survey.

This analysis basically uses an experimental poverty measure identical to the
““DES-DCM2”’ measure contained in the Census Bureau report, which contains a
different, and arguably more refined, equivalence scale and method for valuing child-
care costs than recommended by the NAS panel. See Short et al. (1999) for more
details on the construction of each of the elements of this experimental poverty mea-
sure.

It is important to note that research on several elements of the experimental pov-
erty measures—including geographic adjustments to thresholds, equivalence scales,
child-care expenses, and medical out-of-pocket expenses—continues. Perhaps the
element generating the most controversy is the estimate of medical-out-of-pocket
expenses.’ In general, subtracting medical-out-of-pocket expenses increases esti-

1. SIPP payroll taxes were imputed based on self-employment and wage and salary income, similar to
the standard method used in the CPS. Federal income taxes and the EITC were calculated based on the
assumption that all families took the standard deduction. The resulting estimates are therefore only rough
approximations of total tax liabilities, particularly among higher-income families.

2. The NAS Panel recommend that thresholds should be set at between the 30th and 35th percentiles
median expenditures on FCSU. In the Census Bureau report (Short et al. 1999), as in this analysis, thresh-
olds used are at the midpoint of this range.

3. In the three parameter scale, proposed by Betson (1996), one parameter takes into account that children
consume less than adults, another that there are economies of scale in larger families (as a family of six
usually does not usually spend twice as much on basic needs as a three person family), and a third parameter
provides more economies of scale between singles and childless couples, and more similarity between the
scales for families of one parent with two children and two parents with one child, than an equivalence
scale with just two parameters. Betson’s scale is defined for each of three different family types as: (1)
two-adult only: 1.41; (2) For single-parent families: (@ + 0.8 + p*(c — 1))"; (3) and for other families:
(a + p*c)f; where p = 0.5, and F = 0.7, a = number of adults in family, and ¢ = number of children
in family.

4. Following the NAS panel, we use interarea housing cost indexes calculated from 1990 Census data on
gross rent. The NAS panel focused on shelter costs in the geographic adjustments because housing expendi-
tures are the largest component of the poverty budget and because variations in housing costs are significant
across regions and by population size. These indexes are produced for six population size categories within
each of the nine census regions. For example, the threshold for the reference unit in a large metropolitan
area in New England is 27 percent higher than the national average, while it is 15 percent lower than the
national average if this family lives in a nonmetropolitan area in the West South Central region.

5. Following the recommendations by the NAS Panel, these out-of-pocket expenses are imputed to both
CPS and SIPP families in this analysis based on data from the 1987 National Medical Expenditure Survey
(NMES). The approach involves allocating medical expenditures to families based on characteristics of
the family head and calibrating those allocations to control totals.
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mated elderly poverty rates relative to those of working-age adults and children.
Although there is general consensus that such medical expenses should be taken into
account in a new poverty measure (Citro and Michael 1995), the precise approach
is subject to future modification.

Overall, conclusions regarding child poverty rates vary only modestly regardless
of the exact experimental poverty measure used (Short et al. 1999). Even if the
methods of estimating medical expenses are modified in the future, conclusions in
this paper about the impact of other elements in the experimental poverty measure
still hold, as well as the general findings that even though the current official measure
tends to overestimate child poverty rates relative to adult rates, child poverty rates
still surpass those of others. We now discuss these results in more detail.

II1. Results

Table 1 displays data from the 1992 CPS and SIPP on benefits and
expenses that are incorporated in a refined measure of a family’s disposable income.
The table indicates that, according to the CPS, about 11 percent of all persons lived
in families that received food stamps. Food stamp receipt is higher among poor
families, and especially among poor families with children. About two thirds of CPS
children—and more than three-quarters of SIPP children—TIived in poor families that
received food stamps. Food stamp income averaged about $2,500 in such families
according to the CPS.

Subsidized school lunches are another transfer received by many children in poor
families, with an average subsidy of $660 according to the CPS. Housing subsidies,
although more substantial, are received by fewer families—about 23 percent, ac-
cording to the CPS, and close to 31 percent in the SIPP. Overall, results show that
poor children are more likely to be in families that receive various types of noncash
assistance than other poor people.

In general, the table also indicates that benefits in the SIPP tend to be higher than
those from the CPS. This follows from the fact that the SIPP, as an income survey,
is designed to do a more complete job of collecting income data (Coder and Scoon-
Rogers 1996). Respondent recall tends to be better under the SIPP design, where
people are interviewed every four months rather than annually as in the CPS. Finally,
small differences in question wording and period of recall for the school lunch, food
stamps, and energy assistance items in the surveys may play a role.

Of the expenses listed in the table, work-related expenses and medical out-of-
pocket costs tend to be incurred by a high proportion of most types of families, and
the amounts are quite substantial. Child-care expenses are also substantial, with more

6. Different methods were used for estimating housing subsidies in the SIPP and CPS analyses. In the
CPS poverty measure, estimates are calculated using statistical models based on the data from the American
Housing Survey. In the SIPP measure, subsidies are estimated based on county-level Fair Market Rents
(FMR) for housing units of different sizes.
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than 10 percent of people living in families that report such expenses, according to
the CPS.” Finally, although taxes tend to impose a substantial financial burden on
a majority of families, poor families pay considerably less. In fact, many poor fami-
lies (about half of poor children’s families) get tax relief in the form of the EITC,
according to both CPS and SIPP estimates.

Table 2 shows the impact of each resource addition or subtraction on the poverty
rates for each of three age groups—children, adults 18-64, and the elderly. These
measures provide an incremental view of the effect of each recommended change.
The last two rows of Table 2 also show the complete experimental poverty rates
and how they differ from the official ones.

Looking at various elements that add to a family’s income (noncash government
benefits, the EITC, and capital gains), we find that food stamps and the EITC tend
to have the biggest impact on poverty rates. The marginal effect is such that the
poverty rate declines from 14.8 percent to 14.1 when each of these two sources of
income are added separately to the official resource measure, according to data from
the CPS. Housing subsidies alone have a modest estimated impact, lowering the
poverty rate from 14.8 to 14.4 percent.

There is some variation by age group. Food stamps have the biggest impact on
child poverty rates (lowering the child poverty rate from 22.3 to 21.0, according to
CPS data). The EITC and housing subsidies also exhibit a substantial impact on
children. For all age groups, the measured impact of additions to resources is larger
using data from the SIPP than data from the CPS. As discussed earlier, this in part
reflects better coverage of income sources and receipt in the SIPP survey.

Regardless of the source of data, the overall impact of adding income from the
various sources listed to a measure of family resources is to lower poverty rates of
children more than the rates of other groups. According to the CPS, the marginal
effect of including all additions in the family resource definition is to lower the child
poverty rate by about 20 percent, versus about 16 percent reductions among working-
age adults and the elderly. With SIPP data, the decrease in the poverty rate is 38
percent among children, versus about 29 percent for the other two groups.

Of the expenses listed in Table 2, subtracting medical out-of-pocket costs from
family incomes clearly has the largest effect on poverty rates. Using CPS figures,
we find that the poverty rate rises from 14.8 percent to 17.9 percent when medical-

7. Differences in child-care expenses between the two surveys result from differing methods of imputing
such costs. In the SIPP, we use actual reports of child-care expenses as indicated in a wave six topical
module on child care, though then only subtracting expenses from the families where both parents (or the
parent in a single-parent family) work and which include children younger than 12 years old. As the NAS
panel recommended, we also put a cap on expenses equal to the maximum allowed under child care tax
credit, or the earnings of the parent with the lower earnings (whichever is lower). In the CPS poverty
measure, we deduct child-care expenses by: (1) imputing who incurred child-care costs among families
with working parents and children under 12 based on a few family characteristics; and (2) subtracting a
weekly amount, based on previous AFDC child-care deduction guidelines, for each week worked by the
parent who worked the fewest weeks in the previous year. Short et al. (1999) contains more details on
this method. Research continues on various methods of estimating child-care expenses in experimental
poverty measures (Iceland 2000).
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out-of-pocket costs are subtracted from resources. Also of note are the effects of
Social Security taxes and work-related expenses on poverty rates. They raise the
poverty rate from 14.8 percent to 15.9 percent and 15.7 percent, respectively, ac-
cording to CPS figures. The pattern among children and working-age adults tends
to follow the overall pattern. Among the elderly, however, the only expenses that
have a substantial effect on poverty are medical out-of-pocket expenditures. The
impact of these is very large, as a relatively high proportion of the elderly use medical
services and incur such expenses (Short et al. 1999).

Subtracting expenses from family’s resources tends to increase poverty among
children less than it increases poverty among other age groups, in part because of
relatively higher initial poverty rates among children, which produces smaller rela-
tive effects, and also the smaller impact of medical-out-of-pocket costs. According
to CPS data, subtracting expenses increases the child poverty rate by 37 percent;
the increase among working-age adults is 49 percent, and among the elderly it is
73 percent—the last figure again largely reflects the considerable effect of medical
expenses among the elderly.

Table 2 also shows poverty rates using the official income definition, but with
new thresholds, equivalence scales, and geographic adjustments to the thresholds,
as discussed in the methods section. The overall effect of the experimental thresholds
on poverty rates is modest for all age groups.

The last two rows in Table 2 display the result of the experimental poverty mea-
sure, by survey, when all the recommendations are implemented simultaneously.
The data from the CPS indicate that, for all age groups, poverty is higher under the
experimental measure, as defined here, than under the official measure. The CPS
experimental poverty rate is 19.0 percent—28.4 percent higher than the official
rate.

It is important that the percent change in the poverty rate using the experimental
versus the official measure is smaller for children than for working-age adults and
the elderly. Among children, the poverty rate rises from 22.3 percent under the offi-
cial measure to 25.6 percent under the experimental measure, a 14.8 percent increase.
The corresponding increases for working age adults and the elderly are 31.9 percent
and 62.8 percent, respectively. Thus, this analysis confirms the notion that the re-
stricted definition of resources under the current official poverty measure overstates
the material disadvantage of children relative to other age groups. This finding sup-
ports recent work by Betson and Warlick (1998) and Short et al. (1999), who find
that the poverty gap between children and the elderly is narrowing, not widening,
when an expanded definition of family resources is employed.

Yet it is important to note that child poverty rates under the experimental measure
still surpass the poverty rates of the other two age groups, even if the increase in
the experimental measure versus the official rate is smaller among children. The
CPS estimate indicates that a quarter of children lived in poverty in 1992,

Poverty rates for all groups are somewhat lower when measured with SIPP data.
Poverty rates under the SIPP experimental measure range from 12.1 percent for
adults to 18.5 percent among children, who once again display the highest poverty
rate. The more expansive definition of resources, coupled with thorough reporting
of noncash benefits in the SIPP, account for much of this.
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Table 3
Child Poverty Rates by Various Characteristics, CPS 1992

Percent
Official Poverty Experimental Difference in
Measure Measure Poverty rates

All children 223 25.6 14.8
Race/ethnicity

Non-Hispanic white 13.2 15.9 20.5

Non-Hispanic black 46.6 48.0 3.0

Hispanic 40.1 48.5 20.9

Other 20.5 24.3 18.5
Family Type

Married-couple 11.3 14.9 31.9

Male-headed (unmarried) 27.2 35.8 31.6

Female-headed (unmarried) 55.4 56.7 2.3
Education of household head

Less than high school 51.7 56.2 8.7

High school 23.5 27.6 17.4

Some college 13.6 16.1 18.4

College graduate 40 6.1 52.5

Post-graduate 2.1 3.6 71.4
Parents’ work status

No working parent present 91.1 85.9 —-5.7

Working parent present 15.2 19.3 27.0
Age of child

0-2 27.3 32.6 194

3-5 25.5 30.1 18.0

6-11 21.6 24.1 11.6

12-17 18.6 20.8 11.8

Source: U.S. Census Bureau, 1993 Current Population Survey March supplement

A. Child Poverty by Selected Demographic Characteristics

Table 3 displays poverty rates calculated for various subgroups of the population
for 1992 using the official and experimental measures estimated with CPS data.® It
shows that estimated experimental poverty rates are not as much higher relative to
the official measure among Black children than among others. Further analysis (not
shown) indicates that greater receipt of noncash government transfers and lower
average medical-out-of-pocket expenses of black families with children who are poor
under the official measure account for this.

8. Demographic patterns are fairly similar when using SIPP data.
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Figure 1

CPS Official and Experimental Child Poverty Rates, 1992—1996. Source: U.S.
Census Bureau, 1993—1997 Current Population Survey March supplements

The experimental measure also produces higher estimated poverty rates for chil-
dren in married-couple families and single-parent male householder families, but
fairly similar rates for those in female-headed families with no spouse present, than
we see under the official measure. Married-couple and male-headed families have
considerably higher experimental poverty rates in part because they are less likely
to receive government transfers than single-parent female householder families.

Results also indicate higher estimated poverty rates under the experimental mea-
sure than under the official measure for children in families with workers and in
families headed by more highly-educated householders. These families tend to re-
ceive fewer government transfers and incur higher work-related expenses. They also
have relatively high out-of-pocket medical expenses.

B. Time Trends

We examined trends in poverty over the 1992 to 1996 period. Figure 1 shows that
the experimental and official poverty rates for children follow the same general trend,
rising in 1993 before falling for three consecutive years from 1994 to 1996. The
experimental rate fell at a slightly faster rate, however, mainly because the receipt
of benefits among children’s families who are poor under the official measure rose
by more than the modest increase in nondiscretionary expenses over the time period.
By far the most significant increase in these benefits over the period occurred in the
EITC program. Poor children lived in families which received, on average, more
than $700 dollars more in EITC tax credits in 1996 than in 1992 (in constant 1992
dollars).
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IV. Conclusion

This analysis addresses the issue of how our view of child poverty
would differ if a new, refined poverty measure were adopted. We base the implemen-
tation of the experimental poverty measure on research of the NAS Panel on Poverty
and Family Assistance (Citro and Michael 1995), and a subsequent Census Bureau
report (Short et al. 1999).

We find that experimental poverty rates tend to be higher than official poverty
rates, and that child poverty rates, by any measure, continue to surpass those of both
working-age adults and the elderly. However, the gap between child and adult pov-
erty rates is smaller under the experimental measure. This reflects the finding that
combined effect noncash government transfers and the EITC have a larger poverty-
reducing effect on children than on others, and subtracting expenses produces smaller
poverty increases among children than others. Of the government transfer programs
not accounted for in the official poverty measure we examined, food stamps, the
EITC, and housing subsidies have the biggest impact on reducing child poverty rates
under the experimental measure. The estimated impact of benefits is even larger
when using SIPP data than CPS data, in part due to more thorough reporting of
benefits in the SIPP.

We also find that moving to an experimental poverty measure would have implica-
tions for the composition of the child poverty population. Black children would com-
prise a slightly smaller proportion of the child poverty population, in part because
of greater receipt of benefits and lower medical out-of-pocket expenses than other
families. Similarly, the current official poverty measure tends to underestimate pov-
erty among children in married-couple families, and overstate poverty among chil-
dren in female-headed families, because of lower receipt of benefits and higher work-
related expenses among the former group.

We also find that the experimental and official poverty rates follow the same gen-
eral time trend, rising from 1992 to 1993 before falling from 1994 to 1996. The
experimental rate fell at a faster rate in the latter period, however, reflecting increases
in the EITC program. In this way, the experimental poverty measure more accurately
captures the impact of both economic conditions and government policy than the
current official measure.
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