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ESTABLISHING A
MODERN POVERTY MEASURE

THURSDAY, JULY 17, 2008

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON INCOME SECURITY AND FAMILY SUPPORT,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:02 a.m., in
room B-318, Rayburn House Office Building, Hon. Jim McDermott
(Chairman of the Subcommittee), presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

SUBCOMMITTEE ON
INCOME SECURITY AND FAMILY SUPPORT

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1025
July 10, 2008
ISFS-17

McDermott Announces Hearing on
Establishing a Modern Poverty Measure

Congressman Jim McDermott (D-WA), Chairman of the Subcommittee on Income
Security and Family Support of the Committee on Ways and Means, today an-
nounced that the Subcommittee will hold a hearing on a draft proposal to establish
a modern measure of poverty in the United States. The hearing will take place
on Thursday, July 17, 2008, at 10:00 a.m. in B-318, Rayburn House Office
Building.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. However, any individual or organization
not scheduled to appear may submit a written statement for consideration by the
Subcommittee and for inclusion in the record of the hearing.

BACKGROUND:

On August 1st, 2007, the Subcommittee on Income Security and Family Support
of the Committee on Ways and Means held a hearing on the current official poverty
measure, which was devised in the mid 1960s and based on consumption patterns
from the mid 1950s. Testimony from that hearing and other statements on the topic
highlight a broad consensus that the current poverty measure is critically impor-
tant, but it needs to be significantly updated. Modernizing the nation’s measure-
ment of poverty is necessary to accurately depict how widely shared economic pros-
perity is in America, to appropriately target resources to the most disadvantaged,
and to fully assess the impact of programs and policies designed to reduce poverty.

In 1995, the National Academy of Sciences (NAS) issued recommendations for an
improved measure of poverty. Many experts continue to believe these proposed revi-
sions represent the best opportunity for a comprehensive update of the current pov-
erty measure.

Chairman McDermott has prepared and circulated draft legislation, the Meas-
uring American Poverty Act, reflecting the NAS recommendations. This newly pro-
posed measure of poverty would continue to track significant deprivation, but it
would be based on current consumption patterns for the most basic necessities. Ad-
ditionally, it would more fully account for income assistance from public programs
and for necessary living expenses. This new measure would augment, not replace,
the current official poverty measurement. It would therefore not have any direct im-
pact on public program eligibility or on the distribution of Federal funds (any deci-
sion to base program eligibility or the distribution of funds on the new modern pov-
erty measure would have to occur on a program-by-program basis). Click here for
the draft bill.

In announcing the hearing, Chairman McDermott stated: “If we want to make
a measurable dent in poverty, we had better learn to measure it accurately.
My draft bill and this hearing are designed to push us in that direction. No
other critical statistic has fallen so far behind the times as the poverty
measure. It’s time to move forward with a measure that is realistic, non-
ideological, and accurate.”



FOCUS OF THE HEARING:

The hearing will consider proposals to improve and update the current poverty
measure.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
hitp:/lwaysandmeans.house.gov, select “110th Congress” from the menu entitled,
“Hearing Archives” (http://waysandmeans.house.gov/Hearings.asp?congress=18). Se-
lect the hearing for which you would like to submit, and click on the link entitled,
“Click here to provide a submission for the record.” Once you have followed the on-
line instructions, completing all informational forms and clicking “submit” on the
final page, an email will be sent to the address which you supply confirming your
interest in providing a submission for the record. You MUST REPLY to the email
and ATTACH your submission as a Word or WordPerfect document, in compliance
with the formatting requirements listed below, by close of business July 31, 2008.
Finally, please note that due to the change in House mail policy, the U.S. Capitol
Police will refuse sealed-package deliveries to all House Office Buildings. For ques-
tions, or if you encounter technical problems, please call (202) 225-1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response
to a request for written comments must conform to the guidelines listed below. Any submission
or supplementary item not in compliance with these guidelines will not be printed, but will be
maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://waysandmeans.house.gov.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Chgirman MCDERMOTT. Good morning. The meeting will come
to order.

I picked up this morning’s Seattle Post-Intelligencer, and the ar-
ticle is entitled “Everything Goes Up Except Wages” so it seemed
like they sort of anticipated what we were going to do here today.

The Subcommittee has convened several hearings over the last
2 years to explore the policies and programs designed to reduce
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poverty in America. However, this ongoing discussion keeps high-
lighting the inadequacy of our current method for measuring pov-
erty.

In short, we are still using a poverty standard that was devel-
oped in the 1960s and is based on consumption data from the ’50s.
That means our poverty measure is based on multiplying a mini-
mally adequate food plan by three, because in the mid-’50s families
spent about one-third of their after-tax income on food.

Today, however, we know there are other needs: housing, trans-
portation, gasoline at $4.50 a gallon has to be somehow factored
into what is going on. Medical care requires a much bigger share
of the family budget than 50 years ago. It means that our poverty
measure doesn’t count work expenses like childcare because it as-
sumes that most mothers stay at home as was the case in the mid-
dle of the last century. It means our poverty measure doesn’t even
count the earned income tax credit or food stamps toward dispos-
able income because those programs didn’t exist when the meas-
urement was created.

In 1995, a non-partisan panel of experts at the National Acad-
emy of Sciences, I think we have a couple of Members here today,
recommended a better measure. We are late in responding, even by
government standards.

This hearing and the draft bill I have proposed marks a new ef-
fort to put those recommendations into place. The thrust of this ap-
proach requires measuring current expenditures needed for basic
necessities like food, clothing, housing, utilities, and then deter-
mining income available to meet these needs, including near-cash
benefits. The measure would also account for the geographical dif-
ferences in the cost of living.

Certain components in the proposed revision like updating the
poverty thresholds will increase poverty rates, undoubtedly, com-
pared to the current measure, while other aspects such as expand-
ing the definition of income will reduce the rates. In the aggregate,
a new poverty measure based on the National Academy of Sciences’
suggestions will likely show a higher number of poor Americans
compared to the current definition. However, it is important to re-
member this measure is still designed to assess significant depriva-
tion, not a reasonable standard of living.

My draft legislation calls for a second assessment on how to ar-
rive at what I call a decent living standard. The draft bill also
makes it clear that this modern definition of poverty would have
no direct impact on program eligibility levels or on the distribution
of Federal funding. Only future case by case decisions on individual
programs could change these determinations, but at least we would
be trying to do something on better data than we have done before.

Our current poverty definition was first developed in 1963, before
the Beatles trip to the United States, before the establishment of
Medicare, and before the assassinations of Kennedy and Martin
Luther King. It is clearly time, far past time for a major update.

If we want to make measureable progress in reducing poverty we
first need to measure poverty properly. I have put forward this pro-
posal reflecting a consensus on expert opinion on how to dramati-
cally improve the current measure.
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Mayor Bloomberg recently announced that New York City is im-
plementing a very similar concept, so we know it can be done.

Next month, new poverty figures will be announced that we all
know fail to truly capture hardship in America. I therefore hope my
friends on both sides of the aisle will join me in pushing for a com-
prehensive update in the way that we measure poverty. We have
waited for nearly half a century for a new poverty measure. We
shouldn’t have to wait much longer.

I want to yield to my Ranking Member, Mr. Weller.

Mr. WELLER. Thank you Mr. Chairman, and good morning, and
good morning to our panelists, and thank you for participating in
today’s hearing.

Mr. Chairman, I want you to know I appreciate your calling this
hearing and offering concrete ideas for changing how the U.S.
measures poverty. These definitional questions are certainly impor-
tant. I have offered my own legislation to improve how poverty is
calculated, so I believe it is an area where we can work together.

I want to start off by saying that we have an even more pressing
need when it comes to poverty, and that is providing relief to the
households effectively being forced into lower incomes and poverty
due to rising energy prices. According to non-partisan Congres-
sional Research Service, between 1 and 1.3 million households have
already seen their living standards fall below the poverty level due
to recent spikes in home energy and gasoline prices.

Mr. Chairman, I have a copy of this study by the non-partisan
Congressional Research Service. I ask unanimous consent to insert
it into the record at this point.

Chairman MCDERMOTT. So, ordered.

[The Committee Insert follows:]
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Memorandum May 14, 2008

TO: House Ways and Means Committee
Attention: Matt Weidinger

FROM: Thomas Gabe
Specialist in Social Policy
Domestic Social Policy Division

SUBJECT:  Effects of Increasing Energy and Food Costs on Poor and Low-Income
Households’ Living Standards

This memorandum is in response to your request concerning the effects of rising energy
and food costs on poor and low-income households. The estimates presented in this
memorandum are based on a Congressional Research Service (CRS) analysis of Bureau of
Labor Statistics (BLS) Consumer Expenditure Survey (CEX) data for 2005, and energy,
food, and overall consumer price inflation from 2005 to 2007, and forecasted inflation for
2008. You should be aware that portions of the analysis and results presented in this
memorandum may be used in other CRS products, or tailored responses to Members of
Congress, as there is considerable Congressional interest in the effects of food and energy
price inflation on American families. Please don’t hesitate to call me at 7-7357 if you have
questions concerning this analysis.

Cautionary Note

As a cautionary note, it should be recognized that as poverty is currently measured in
the U.S. based on income, rather than consumption, estimates of changes in food and energy
prices on households’ standards of living are not directly accounted for in official U.S.
poverty statistics. The estimates presented in this memorandum illustrate estimated changes
in spending due to energy and price inflation in excess of core inflation (i.e., price inflation
for all items excluding food and energy) for low-income households near the poverty line,
and should not be construed as the effect of food and price inflation on official poverty. The
effect of price changes will only be captured by official U.S. poverty statistics to the extent
to which family incomes ultimately fail to keep pace with overall inflation (holding all things
constant), as poverty thresholds are indexed for inflation.

Introduction

The basic methodological approach taken in the analysis is to determine the additional
spending burden to consumers that can be attributed to energy and food price inflation in

Congressional Research Service Washington, D.C. 20540-7000
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excess of core inflation (i.e, price inflation for all items excluding food and energy) in recent
years (2005 to 2008). The analysis holds everything else constant by assuming that incomes
rise with core inflation, and that there is no change in household consumer behavior in
response to changing prices over the period. In reality, one would expect consumers to alter
their behavior in response to rising prices. For example, with rising food prices, consumers
might be expected to eat out less, and to shift their diets from more to less expensive items.
With rising energy prices, consumers might be expected to drive less, turn down their
thermostats in the winter, and turn them up in the summer. However, poor and low-income
families might have less latitude to change their behavior in response to high prices than
higher income families, as a greater share of their income and spending goes to necessities
such as food and fuel, than that of higher income families, for whom discretionary items
make up a greater share of their total spending. Actual effects of increased food and energy
prices on U.S. households through 2008 won’t be directly measurable until the spring of
2010, when CEX data for 2008 are first expected to become available. Absent those data,
the approach taken here is to estimate relative impacts of increased food and energy prices
on households whose income or spending places them near the poverty line.

Food and Energy Prices

Figure 1 depicts the change in prices for energy, food, and all other goods and services
from 2005 through 2007 and 2008 (projected). Cumulative price changes over the period are
normalized to 2005, which has a base value of 1.0. In addition to changes in energy
(residential electricity, fuel oil, residential natural gas, propane (liquid petroleum, or LP gas),
gasoline (retail, all grades including taxes)), and food prices, changes in core price inflation
for all goods and services other than food and energy (CPI-U-Core) is shown. Core inflation
is arrived at by factoring out direct food and energy components, which tend to be subject
to volatile price shocks; core inflation is often used to measure underlying long-term inflation
trends in the economy. Ultimately, long-term changes in energy prices may feed back to
affect the prices of other goods and services, which will be captured in the core CPL

Figure 1 shows, for example, that fuel oil prices are forecasted to be 85% higher in
2008 than in 2005 — nearly twelve times that of core inflation (7.2%). Gasoline prices are
forecasted to increase by 55% in 2008 over their 2005 base. Residential electricity prices are
forecasted to be 17% higher in 2008 than in 2005, and natural gas, 13% higher. Food prices
are forecasted to be nearly 12% higher in 2008, than in 2005. Detailed price information is
shown in Table 1.
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Table 1. Food and Energy Prices for 2005 through 2007 and Forecasted
Prices for 2008

Price Indices
2005 2006 2007 2008

CPI-U 155.29 201.59 207.34 213.15
CPI-U-Core (Less Food and Energy) 260.8% 20592 210.73 215.37
Electricity (Residential) (cents per kilowatt hour) 9.40 10.40 10.60 11.00
Fuel Oil (cents per gallon) 162 183 206 299
Naturat Gas {doliars per 1,000 cubic feet) 12.70 13.75 13.00 14.40
LP Gas (cents per gallon) 176 198 215 261
Gasoline (All Grades, After Taxes) (cents per gallon) 231 262 285 357
Food CPI-U 190.7 1952 202.92 213.06

Food at home (CPI-U) 189.8  193.1 201.25 211.31

Food away from home (CPI-U) 193.4 1994 206.66 21596

Annual Inflation Rate
2005 t0 2006 to 2007 to
2006 2007 2008

CPi-U 3.2% 2.9% 2.8%
CPI1-U-Core (Less Food and Energy) 2.5% 2.3%  22%
Electricity (Residential) (cents per kitowatt hour) 10.6% 1.9% 3.8%
Fuel Oil (cents per gallon) 13.0% 12.6% 45.1%
Naturai Gas (dollars per 1,000 cubic feet) 83% -5.5% 10.8%
LP Gas (cents per gallon) 12.5% 8.6% 21.4%
Gasoline (All Grades, After Taxes) (cents per gallon) 13.4% 8.8% 253%
Food CPI-U 2.4% 4.0% 5.0%

Food at home (CPI-U) 1.7% 4.2% 5.0%

Food away from home (CPI-U} 3.1% 3.6% 4.5%

Cumulative Price Changes --
Base Year 2005
2005  2005to 2005 to 2005 to
2006 2007 2008

CPI-U 1.0000 1.0323 1.0617 1.0914
CPI-U-Core (Less Food and Energy) 1.0000 1.0250 1.0490 1.0720
Electricity (Residential) (cents per kilowatt hour} 1.0000 1.1064 1.1277 1.1702
Fuel Oii {cents per gallon} 1.0000 1.1296 1.2716 1.8457
Natural Gas (dollars per 1,000 cubic feet) 1.0000 1.0827 1.0236 1.1339
LP Gas {cents per galion) 1.0000 1.1250 1.2216 1.4830

Gasoline (All Grades, After Taxes) (cents per gallon) 1.0000 1.1342 1.2338 1.5455

Foad CPI-U 1.0000 1.0236 1.0641 1.1173
Food at home (CP1-U) 1.6000 1.0174 1.0603 1.1133
Food away from home (CPI-U) 1.0000  1.0310 1.0686 1.1166
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Table 1. Food and Energy Prices for 2005 through 2007 and Forecasted
Prices for 2008

Prices in Excess of Core Inflation ~
Cumulative Price Changes -
Base Year 2005
2005 2005t0 2005t 2005t

2006 2007 2008

Electricity (Residential) (cents per kilowatt hour) 1.0000 1.0814 1.0787 1.0982
Fuel Gil (cents per gailon) 1.0060 {.1046 1.2226 1.7736
Natural Gas (dotlars per 1,000 cubic feet) 1.0000 1.0577 0.9747 1.0618
LP Gas (cents per gatlon) 1.0060 1.1000 1.1726 1.4109
Gasoline (All Grades, After Taxes) (cents per gallon) 1.0060 1.1092 1.1848 1.4734
Food CPI-U 1.0000 0.9986 1.0151 1.04352

Food at home {(CPI-U) 1.000C 09924 1.0113 1.0413

Food away from home {CP}-U) 1.0000  1.0060  1.0196 1.0446

Source: Table prepared by the Congressional Research Service (CRS). Energy price data from
the U.S. Department of Energy, U.S. Energy Information Administration, issued May 6, 2008.
Food price and Core CPI-U data from the U.S. Bureau of Labor Statistics and U.S, Department
of Agriculture, Economic Research Service (food price forecast for 2008, issued April 25,
2008). Core CPI-U forecast based on Congressional Budget Office Economic Projections,
relcased February 15, 2008,

Methodological Approach

As noted above, the basic approach taken in this analysis is to estimate the marginal
effects of increased food and energy prices on poor and low-income consumer units. The
estimates presented here are based on CRS analysis of BLS 2005 CEX data, which measures
spending on various consumer goods and services by households. Component price changes
(actual through 2007, projected 2008) for food (food purchased for consumption at home,
food purchased away from home), home energy (electricity, natural gas, fuel oil, propane
(liquid petroleum)), and gasoline (all grades, including taxes) were applied to the sample of
approximately 35,000 consumer units on the CEX, representing nearly 117 million consumer
units.'  For purposes of this narrative, the term consumer units and households will be used
interchangeably in this memorandum. Regional differences in actual and forecast price
changes for food, electricity, natural gas, and gasoline were applied to households on the
CEX; national price changes for fuel oil and LP Gas were applied, as regional variations in
cost were not available. In applying actual and forecast price changes, only price changes
in excess of core inflation were used. (See Table 1). The analysis thereby assumes that
household incomes keep pace with underlying core inflation over the period, and that the
added burden of increasing food and energy prices is measured by the degree to which those
prices exceed core inflation. Asnoted earlier, no changes in consumer behavior are assumed.
Consequently, the estimates depicted here likely reflect upper bound estimates of the
marginal cffects of food and energy price increases over the 2005 to 2008 period on
household living standards.

' Consumer units on the CEX comprise 1) all members of a household who are related by blood,
marriage, adoption, or other legal arrangements; 2) a person living alone or sharing a household with
others, but who is financially independent; or 3) two or more persons living together who use their
income to make joint expenditures.
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Two measures are developed to estimate the marginal effects of food and energy price
changes on household living standards (see Table 2 and Figure 2):

o Adjusted-Income Relative to Poverty Measure. Estimates the effects
of food and energy prices on household income by treating {ood and
energy price increases in excess of core inflation as if those increases
result in 4 loss of income. The change in adjusted-income relative to
poverty is measured as the change in the number of households
estimated as poor, on an adjusted-income basis, assuming food and
energy prices were the same as core inflation, compared to actual and
forecast food and energy price increases that exceed, or are forecast
to exceed, core inflation.

o Adjusted-Spending Relative to Poverty Measure: Estimates the effects
of food and energy prices relative to household spending, by treating
food and energy price increases in excess of core inflation as if those
increases result in an equivalent reduction in other spending. It
measures the effect of increased food and energy prices as if those
increases completely crowd out other household spending, making the
houschold worse off, by consuming less of all other goods and
services. The effect is measured by subtracting excess food and
energy spending from total spending on all other goods, and
comparing total spending to the households’ poverty thresholds.

As we discussed, a third measure is developed which estimates household’s fire! burden,
where fuel spending is shown as a percent of total household income and alternately as a
percentage of household spending on all goods and services. In the United Kingdom (UK)
households are considered in “fuel poverty” if they spend 10% or more of their income on
fuel. No such concept has been officially adopted in the United States.

For very low income households, aggregate household spending on the CEX tends to be
significantly greater than aggregate income. To some extent, this phenomenon might incur
in part due to households drawing on savings during certain periods (e.g., during a period of
unemployment, or retirement) to maintain household expenditure levels. However, the CEX
is generally thought to do a better job of collecting information about households’ spending
patterns than in collecting information about their sources and levels of income, and it is
thought that income consequently tends to be under-reported on the survey.? For this reason,
the marginal effects of expenditures on food and energy are shown both relative to a marginal
change in income, as well as a change in spending, as defined by the first two measures
described above.

% Sec for example, Bruce D. Meyer and James X. Sullivan, “Measuring the Well-Being of the Poor
Using Income and Consumption.” Journal of Human Resources 38 Supplement, 2003, pp.. 1180-
1220.
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The official U.S. poverty line in use today was developed in the early 1960s.” It was
developed by setting a minimal standard based on food consumption, derived {rom research
that used data from the U.S. Department of Agriculture’s (USDA) 1955 Household Food
Consumption Survey. From that research, it was found that an average U.S. family spent
one-third of its pre-tax income on food. A standard of food adequacy level was set by
pricing out the USDA’s Economy Food Plan, a bare-bones plan designed to provide a healthy
diet for a temporary period when funds are low.  Once priced, an overall poverty income
level was set by multiplying the food plan by three, to correspond to the findings from the
1955 USDA Survey that an average family spent one-third of its pre-tax income on food,
and the remaining two-thirds for everything else. Since originally adopted in 1969 as the
official U.S. poverty measure, it has changed little, with the exception of being adjusted each
year for overall price changes in the cconomy, as measured by Consumer Price Index for all
Urban Consumers (CPI-U). As such, the poverty line reflects living standards that prevailed
in the mid-1950s, and is often characterized as an “absolute” poverty measure, in that it is
not been adjusted upwards as standards of living in the country have improved over the
decades since it was first developed. The official poverly line has virtualiy little or no
bearing today to the cost of a market basket of goods and services that might be deemed
minimally adequate for households overall, nor for how that market basket might differ for
families of varying circumstance. Nonetheless, the poverty line is still useful as one
benchmark to assess the effects of the economy and policy on society’s most vulnerable
members.

Census Burcau poverty income thresholds vary by family size and composition. In 2007
(the latest available) the preliminary estimated annual Census poverty threshold for an
individual under age 65, living alone, is $10,787; for a family of two with a householder
under age 65, $13,955, and for a family of four, $21,201. Families are considered poor if
their corresponding incomes are below the specified thresholds.

In this analysis, Census poverty thresholds for families of varying size and composition
for 2005 were merged on the 2005 CEX, according to characteristics of the consumer unit
(age of houscholder and number of members in the unit). For purposes of determining a
consumer unit’s (household’s) poverty status, their post-tax income, including the value of
food stamps, was compared to the unit’s corresponding poverty threshold. This measure of
income poverty differs from the official measure, in that it is based on post-tax income,
rather than pre-tax income under the official measure, and includes the cash value of any
food stamps the household receives, whereas food stamps are not included in the official
poverty measure. Additionally, an expenditure poverty level was also constructed, by
comparing the consumer units’ total spending to their corresponding poverty thresholds.

Noted earlier, it should be recognized that as poverly is currently measured in the U.S.
based on income, rather than consumption, estimates of changes in food and energy prices
on households standards of living are not directly accounted for in official U.S. poverty
statistics, The estimates presented in this memorandum illustrate estimated changes in
spending due to energy and price inflation in excess of core inflation (i.e., price inflation for
all items excluding food and energy) for low-income households near the poverty line, and

® For a history of the development of the official U.S. povertly measure, see: The Development of the
Orshansky Poverty Thresholds and Their Subsequent History as the Official U.S. Poverty Measure,
by Gordon Fisher. Available on the internet at:
[htip:/Awww . census.gov/hhes/www/povincas/papers/orshansky.html].
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should not be construed as the effect of food and price inflation on official poverty. The
effect of price changes will only be captured by official U.S. poverty statistics to the extent
to which family incomes ultimately fail to keep pace with overall inflation (holding all things
constant), as poverty thresholds are indexed for inflation.

Results — Estimated Effects of Rising Food and Energy Prices on Poor and Low-Income
Houscholds

Table 2 shows that of the nearly 117 million households represented by the 2005
Consumer Expenditure Survey, 14.7 million (12.6%) were estimated to have incomes below
poverty in that year, and 12.2 million (10.4%) to have aggregate household expenditures
below poverty. The table shows estimated effects on food and fuel prices on adjusted-
income and adjusted-spending measures relative to poverty defined above. A summary of
the number of households affected by relative price changes in food, energy (home energy,
and gasoline), and food and energy combined is shown in Figure 2.

Table 2 shows that if household incomes only kept pace with core inflation, increases
in food prices in excess of core inflation from 2005 to 2008 are analogous to a decrease in
real income such that an estimated 216,000 households would have adjusted-incomes that
fall below poverty, with all other things being held equal. The percent with adjusted-incomes
below poverty is estimated to increase from 12.6% of households to 12.8% of households
when the relative effect of higher food prices over the three-year period is factored in.

When viewed in terms of total spending relative to poverty, rather than income,
increased food prices over the 2005 to 2008 period have the estimated effect of decreasing
households’ standard of living, such that the number of households with sub-poverty
spending levels, based on the adjusted-spending measure, increases by an estimated
335,000, from 12.204 million (10.4% of households) to 12.538 million (10.7% of
househelds).

The table shows, of the three major components - food, home energy, and gasoline — the
increase in gasoline prices has the greatest estimated effect on household living standards for
those who are near poverty. Based on changes in adjusted-income relative to poverty
resulting from gasoline prices exceeding core inflation, an additional 720,000 households are
estimated to have their standard of living fall below the poverty level; based on changes in
adjusted-spending relative to poverty, 952,000 households are estimated to have their living
standard fall below the poverty level.

When food, home energy, and gasoline price increases are taken together, the number of
households estimated to see their living standards fall below the poverty level ranges from
1.2 million, based on a change in adjusted-income, to 1.6 million, based on a change in
adjusted-spending. When measured on the basis of income relative to poverty, without
accounting for increased prices, 12.6% of households are estimated to be poor. After
factoring in the excess costs of food, home energy, and gasoline, the effect is as if an
additional 1.2 million households had their standard of living fail below poverty, increasing
the poverty rate from 12.6% to 13.6%, or a 7.7% increase.

When measured on the basis of total household spending relative to poverty, the effect
of increased food, home energy, and gasoline prices reduces household living standards to
the extent that an additional 1.6 million households are estimated to have adjusted-spending
levels that would be below the poverty level, all other things being held constant. When
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viewed on this basis, 10.4% of households would be considered poor based on household

spending, before factoring in food, home energy, and gas pr
be considered poor after factoring in those prices — a 12.

ice increases, but 11.8% would
1% increase in the number of

households with sub-poverty living standards resulting from increased food and energy

prices.

Table 2. Estimated Effects of Food and Energy Prices
from 2005 through 2008 on Number of Households
Spending Below Poverty

(Number of Household Units in 1,

in Excess of Core Inflation
with Relative Income or

000°s)

Relative Income below Poverty

Relative Spending below Poverty

Change Percent Change Percent
in Percent of total in Percent of total
Number number change units [Number number change  units
Number of houscholds below
poverty based on income or
spending 14,741 12.6%|[ 12.204 10.4%
After excess costs above core
inflation from:
Food 14,957 216 1.5% 12.8%]| 12,538 335 2.7% 10.7%
Home Energy 14,953 212 1.4% 12.8%j 12,561 358 29% 10.7%
Gasoline 15,461 720 4.8% 13.2%| 13,156 952 7.6% 11.2%
Energy (Home Energy and 15,757 1,016 6.6% 13.5%| 13,539 1,336 10.2% 11.6%
Gasoline)
Food and Energy 15,962 1,221 7.7% 13.6%| 13.846 1,643 12.1% 11.8%

Source: Congressional Rescarch Service (CRS) estimates from analysi

s of U.S. Burcau of Labor Statistics

2005 Consumer Expenditure Survey and food and energy price inflation from 2005 through 2008 (forecasted).



15

{pAIR3303) 5R0L UST0BE OO
g sifuny e Awue e proypuy ¥R 0L )RATE WMPRsE FWnsWe) (0L 0 ISAPWE W0 PIstq IIMATG 1P.Bes &I Teaotssufuny apdq pewdand andy axmog

ngosg A wooy

Adwug po peog (auossg pue A pwy swmg) sy

et

(3144

(spresmog )
(8002 YSnenG 5007 Wl WonvEu] 316) JO $800XY Yo UL saveazuy 091eg ATuary pue pooy 1o Supunossy)
Surpuadg -papsnlpy 10 surosuy-pasipy ue paseq Huaog
MUY FPITPURG SULAL] YA SPIOYASTLOF JO TIGUINN I SSERTIU] pREuGSY Z anSLy

01-S¥D

r 002

- 00b

- 809

- 008

F 0001

- Q0ET

- 00¥ 1

- 0091

- 0061

(5000 12 spOWsMI 3o BYUmY



16

CRS-11
Fuel Burden

Tabte 3 provides an alternative approach to estimating the effects of rising energy prices
on households in terms of households’ firel burden, where fuel spending is calculated as a
percentage of total household income and alternately as a percentage of household spending
on all goods and services. As noted earlier, in the UK households are considered in “fire/
poverty” if they spend 10% or more of their income on fuel. Applying a “fuel poverty”
definition to U.S. households, an estimated 14.7 million (12.6%) spent 10% or more of their
income on home energy (includes electricity, natural gas, fuel oil, LP gas, but excludes wood,
coal, and kerosene). For 15.1 million households (12.9%), spending on home energy
amounted to 10% or more of total household spending. Factoring in price changes in home
energy from 2003 through 2008, increased home energy prices over the period are estimated
to increase the number of “fuel poor” households from 14.7 million to 17.2 million, when
viewed in terms of household income, and from 15.1 million to 18.7 million, when viewed
in terms of household spending - an increase of 17% and 24%, respectively in the number
of “fuel poor” households. It should be cautioned in interpreting these numbers that
households would likely change their behavior when facing increased fuel costs, and the
actual number of “firel poor " households resulting from energy price increases would be less
than that shown in Table 3.

Table 3. Estimated Number of “Fuel Poor” Households --
2005 Baseline and Baseline Adjusted for
Fuel Price Inflation from 2005 through 2008
(Fuel Burden of 10% or more of Income or Total Spending)
(Numbers in 1,000's)

Fuel as a share of income Fucl as a share of spending

Number Percent Number Percent
Baseline (pre-inflation) 14,725 12.6% 15,077 12.9%
After excess inflation (2005 - 2008) 17.227 14.7% 18,716 16.0%
Change 2,502 17.0% 3.639 24 1%

Source: Estimates prepared by the Congressienal Research Service (CRS) based on analysis of
Burcau of Labor Statistics 2005 Consumer Expenditure Survey data and fuej price data from the
U.S. Department of Energy, U.S. Energy [nformation Administration (issued May 6, 2008).
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Memorandum July 15, 2008

TO: House Ways and Means Committee
Attention: Matt Weidinger

FROM: Thomas Gabe
Specialist in Social Policy

Domestic Social Policy Division

SUBJECT: Update of Energy and Food Prices

This memorandum is in response to your request for updated forecasts of food and
energy prices that were originally included in a May 14, 2008 CRS memorandum entitled
“Effects of Increasing Energy and Food Costs on Poor and Low-Income Households’ Living
Standards.” As food and energy prices have increased since then, the effects on poor and
low-income households would be somewhat greater than estimated in the May 14®
memorandum. As we discussed, estimating those effects would take longer than the time
available to meet your needs, so only updated price information is included in this
memorandum. Table 1 and Figure 1, depicting food and energy prices that were included
in the May 14" memorandum, have been updated here to reflect the most recently available
price forecasts for 2008. Please don’t hesitate to call me at 7-7357 if you have further
questions.

Food price forecasts for 2008 presented in the May 14" memorandum were based on
U.S. Department of Agriculture (USDA) Economic Research Service’s (ERS) forecast issued
on April 25, 2008. The estimates included here are based on the USDA ERS’ most recent
forecast, issued on June 20, 2008. Back in April, the ERS was forecasting overall food price
inflation of between 4.0% and 5.0% (5% was used in the May 14" memorandum), whereas
in June 2008, the ERS is forecasting overall food price inflation of between 4.5% and 5.5%,
with inflation of food purchased at home ranging from 5.0% to 6.0%. The high end of the
forecasted range is presented in Table 1 and Figure 1, as the ERS June forecast does not
explicitly account for potentially higher com and soybean prices that may result from recent
flooding in the Midwest.

Most recent energy price forecasts are higher than earlier forecasts presented in the May
14™ memorandum. For example, the U.S. Department of Energy (DOE), U.S. Energy
Information Administration (EIA) May 6, 2008 forecast for home fuel oil was $2.99 per
gallon; the most recent (July 8) forecast for home fuel oil in 2008 is $3.40 per gallon.
Similarly, natural gas for 2008 was forecasted at $14.40 per 1,000 cubic feet back May, but

Congressional Research Service Washington, D.C. 20540-7000
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in July was forecasted at $15.11 per 1,000 cubic feet, and gasoline for 2008, forecasted at
$3.57 per gallon back in May, is forecasted at $3.89 per gallon based on EIA’s July forecast.

The forecast for core-inflation (all items other than food and energy) presented here for
2008 is 2.2%; it’s the same as that used in the May 14" memorandum that was based on the
Congressional Budget Office (CBO) Economic Projections, released February 15,2008, The
CBO has not issued an updated forecast. Core inflation is arrived at by factoring out direct
food and energy components, which tend to be subject to volatile price shocks; core inflation
is often used to measure underlying long-term inflation trends in the economy. Ultimately,
long-term changes in energy prices may feed back to affect the prices of other goods and
services, which will be captured in the core CPL

Cumulative price changes over the 2005 to 2008 (forecast) period are presented in
Figure 1. In the figure, prices are normalized to 2005, which has a base value of 1.0. In
addition to changes in energy (residential electricity, fuel oil, residential natural gas, propane
(liquid petroleum, or LP gas), gasoline (retail, all grades including taxes)), and food prices,
changes in core price inflation for all goods and services other than food and energy (CPI-U-
Core) is shown.

Figure 1 shows, for example, that fuel oil prices are forecasted to be over twice (2.1
times) as high in 2008 than in 2005 — over 15 times that of core inflation (7.2%). Gasoline
prices are forecasted to be 68% higher in 2008 than in 2005. Residential electricity prices
and natural gas prices are both forecasted to be 19% higher in 2008 than in 2005. Food
prices are forecasted to be nearly 12% higher in 2008, than in 2005.
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Table 1. Food and Energy Prices for 2005 through 2007 and Forecasted
Prices for 2008

Price Indices
2005 2006 2007 2008

CPI-U 195.29  201.59 207.34 213.15
CPI-U-Core (Less Food and Encrgy) 200.89 20592 210.73 21537
Electricity (Residential) (cents per kilowatt hour) 9.40 10.40 10.60  11.20
Fuel Oil (cents per gallon) 162 183 206 340
Natural Gas (doilars per 1,000 cubic feet) 12.70 13.75 13.00 1548
LP Gas (cents per gallon) 176 198 215 274
Gasoline (All Grades, After Taxes) (cents per galion) 231 262 285 389
Food CPI-U 190.7 1952 202.92 214.08

Food at home (CPI-U) 189.8 193.1 201.25 213.32

Food away from home (CPI-U) 193.4 199.4 206.66 215.96

Annual Inflation Rate
2005to 2006 to 2007 to
2006 2007 2008

CPI-U 3.2% 29% 2.8%
CPI-U-Core (Less Food and Energy) 2.5% 2.3% 2.2%
Electricity (Residential) {cents per kilowatt hour} 16.6% 1.9% 5.7%
Fuel Oil (cents per gallon) 130%  12.6% 65.0%
Natural Gas (doliars per 1,000 cubic feet) 83% -5.5% 16.2%
LP Gas (cents per galion) 12.5% 8.6% 27.4%
Gasoline (Al Grades, After Taxes) (cents per gallon) 13.4% 8.8% 36.5%
Food CPI-U 2.4% 4.0%  5.5%

Food at home (CPI-U) 1.7% 4.2%  6.0%

Food away from home (CPI-U) 3.1% 3.6% 4.5%

Cumulative Price Changes --
Base Year 2005
2005 2005 to 2005to 2005 to
2006 2007 2008

CPI-U 1.0000 1.0323 1.0617 1.0914
CPI1-U-Core (Less Food and Energy) 1.0000 1.0250 1.0490 1.0720
Electricity (Residential) (cents per kilowatt hour) 1.0000 1.1064 1.1277 1.1915
Fuel Gil {cents per gallon) 1.0000 1.1296 1.2716 2.0988
Natural Gas (dollars per 1,000 cubic feet) 1.00060 1.0827 1.0236¢ 1.1898
LP Gas (cents per gallon) 1.0600 1.1250 1.2216 1.5568
Gasoline (All Grades, After Taxes) {cents per gallon) 1.0000 1.1342 1.2338 1.6840
Food CPI-U 1.0000 1.0236 1.0641 1.1226

Food at home (CPI-U) 1.0000 1.0174 1.0603 1.1239

Food away from home (CPI1-U) 1.0000  1.0310 1.0686 1.1166
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Table 1. Food and Energy Prices for 2005 through 2007 and Forecasted

Prices for 2008

Prices in Excess of Core Inflation —
Cumulative Price Changes —

Base Year 2005

2005 2005 to 2005 to 2005 to
2006 2007 2008

Efectricity (Residential) (cents per kilowatt hour) 1.0000 1.0814 1.0787 1.1194
Fuel Oil (cents per galion) 1.0000 1.1046 1.2226 2.0267
Natural Gas (dollars per 1,000 cubic feet) 1.0000 1.0577 0.9747 1.1177
LP Gas (cents per gallon) 1.0000 1.1000 1.1726 1.4848
Gasoline (All Grades, After Taxes) (cents per galion) 1.0000 1.1092 1.1848 1.6119
Food CPI-U 1.0000 0.9986 1.0151 1.0505
Food at home (CPI1-U) 1.0000 0.9924 1.6113 1.0519
Food away from home (CP1-U) 1.0000 1.0060 1.0196 1.0446

Soeurce: Table prepared by the Congressional Research Service (CRS). Energy price data from
the U.S. Department of Energy, U.S. Energy Information Administration, issued July 8, 2008.
Food price and Core CPI-U data from the U.S. Bureau of Labor Statistics and U.S. Department
of Agriculture, Economic Research Service (food price forecast for 2008, issued June 20,
2008). Core CPI-U forecast based on Congressional Budget Office Economic Projections,

released February 15, 2008.
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Mr. WELLER. Thank you Mr. Chairman.

Mr. Chairman, these are people who don’t want handouts, but
like all Americans, they want to be able to afford the gas they need
to get to work. They want to afford power for their homes, and to
keep their families cool this summer and warm this winter. That
is not too much to ask, but that is something this Congress has
been totally incapable of delivering.

The reason for all this is simple and increasingly obvious. The
current leadership’s refusal to increase energy supplies in effective
and environmentally safe and sensible ways. This is nothing new.
Unfortunately, Democratic leaders have been blocking new energy
supplies for literally the last two decades.

For example, former President Clinton vetoed legislation Con-
gress passed in 1995 authorizing more environmentally safe explo-
ration and development of oil in Alaska, oil that today would be
helping to keep our energy prices down. In fact, I believe about 1.4
million barrels of oil a day would be in the pipeline today had that
legislation been signed into law, and that would replace Venezuela
as a foreign supplier.

I would also note this past Monday, the President made an an-
nouncement regarding his intention to change the executive order
allowing increased access on public lands giving the opportunity to
increase supplies. We have already seen the impact on the price of
oil as a result of that announcement, where the price per barrel of
oil has dropped $10 on Tuesday and Wednesday immediately fol-
lowing that announcement. Imagine the impact on the price of oil
if only Congress would also act to increase supplies, particularly for
oil supply, and that would help workers, particularly those that are
at the edge of poverty or below the edge of poverty, get to work.

So, our very first order of business when it comes to poverty
should be to reverse the damage already done to American fami-
lies, and that means increasing the energy supplies which will re-
duce energy prices and energy-induced poverty.

As for the draft proposal we are considering today, before a simi-
lar hearing last August I introduced legislation, H.R. 3243, that
would count more current antipoverty benefits as income. That leg-
islation would improve our understanding, both of who is poor and
how effective current antipoverty programs are. By better counting
the help taxpayers already provide, my legislation would cut the
real poverty rate in half while spotlighting those who need addi-
tional help to escape poverty.

The proposal offered by my friend Mr. McDermott takes a dif-
ferent approach. To his credit, the Chairman’s proposal would
count some, but still not all, current antipoverty benefits as in-
come, but the Chairman’s proposal would also increase by even
more the income someone needs to officially escape poverty. That
is like advancing the football five yards but moving the goalpost
another 20 yards further away.

As a result, the Chairman’s approach would dramatically in-
crease the number of Americans who would be counted as poor.
Using today’s formula, there are currently 36 million Americans we
consider poor. We all agree that is far too many, but under the
Chairman’s proposal, and without any change in anyone’s real
standard of living, there would be at least 52 million poor Ameri-
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cans. 15 million more, or a 40-percent increase in the total number
of those considered to be in poverty.

This proposal is especially ironic given prior proposals by my
friend the Chairman. In 2005, my friend sought to make it a na-
tional goal to eliminate poverty in the United States within 20
years, and that is a laudable goal, something I would like to see
achieved. Yet today, our Chairman proposes to increase poverty by
adding 15 million more Americans to the poverty rolls. What’s
more, adopting this proposal would guarantee the United States
would never eliminate poverty so long as some Americans earn less
than others spend.

Despite these differences, it is important to note that all sides
agree on the need to count more current antipoverty benefits as in-
come, which my legislation would do, and the Chairman’s proposal
also includes. Our failure to do so, as Dr. Blank notes, means we
have no effective measure of how our antipoverty policies have im-
proved the economic well-being of low-income families over time.
We can pass legislation to count more current benefits as income
tomorrow, and in my view we should.

Mr. Chairman, I very much want to work with you, we have had
some successes when we do, and I look forward to today’s testi-
mony. Thank you.

Chairman MCDERMOTT. Thank you. We could engage in a de-
bate about oil, but I don’t think we are going to go there today. Al-
though I do have a bill here for gas stamps if you would like to
look at it.

[Laughter.]

Mr. WELLER. Gas stamps.

Chairman MCDERMOTT. Which would do something imme-
diately rather than drilling in 10 years, but we won’t talk anymore.

Mr. WELLER. If we would increase supplies, the prices would go
down, and people wouldn’t need those gas stamps, Mr. Chairman.

[Laughter.]

Chairman MCDERMOTT. We are going to start with Sheldon
Danziger as our first witness. Dr. Danziger is from

Ms. BERKLEY. Mr. Chairman? May I submit my opening state-
ments?

Chairman MCDERMOTT. Oh, surely.

Ms. BERKLEY. I could give them or submit them, but maybe in
the interest of time

Chairman MCDERMOTT. Yes, we want to move because we
have got stuff coming.

Ms. BERKLEY. Alright, then may I submit them for the record?

Chairman MCDERMOTT. Without objection.

Ms. BERKLEY. Thank you.

Chairman MCDERMOTT. Sure.

[The prepared statement of Ms. Berkley follows:]
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Statement of Congresswoman Shelley Berkley
Subcommittee on Income Security and Family Support
Hearing Examining the Measuring American Poverty Act
July 17, 2008

Thank you Mr. Chairman:

Congress oversees many programs that seek to aid our poorest citizens and give
them a hand up to better their situation. If we hope to efficiently and effectively target
limited resources it is vital that we have poverty measures that accurately reflect where
poverty exists and who is experiencing it. The system used currently to determine
poverty for the purposes of allocating federal aid such as Food Stamps, S-CHIP,
Medicaid and low or no cost school meals has serious shortcomings. Even under this
flawed system, nearly 10% of people in Nevada are living below the poverty line.

The rapid growth in Southern Nevada over the last several years has led to an
increase in the cost of living in the area. Las Vegas has also experienced a critical lack of
affordable housing, forcing people to live farther and farther from where they work and
to spend more and more on commuting. Factors such as these are not adequately
addressed in the current poverty measures.

I can tell you that in Las Vegas you would need to earn much more than
$21,200—the 2008 Federal Poverty Guideline for a family of four —to adequately house,
provide transportation, feed, and clothe your family, let alone afford health care and other
necessities.

The draft legislation we are discussing today, based on the recommendations of
the 1995 panel, would be a positive step in creating a measure that accurately gauges who
needs assistance and how effective the policies of Congress are in battling poverty.

I thank the witnesses for their expert testimony and I hope that Congress will be
able to advance this or similar legislation to improve the current, obsolete measure.
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Chairman MCDERMOTT. Dr. Danziger is the Distinguished Uni-
versity Professor of Public Policy at the Gerald Ford Public Policy
School in Ann Arbor.

Dr. Danziger.

STATEMENT OF SHELDON DANZIGER, PH.D., H.J. MEYER, DIS-
TINGUISHED UNIVERSITY PROFESSOR OF PUBLIC POLICY,
GERALD R. FORD SCHOOL OF PUBLIC POLICY, UNIVERSITY
OF MICHIGAN, ANN ARBOR, MICHIGAN

(]1)1“. DANZIGER. I am pleased to have the opportunity to testify
today

Chairman MCDERMOTT. Let me just say, we would ask you to
keep your comments to 5 minutes so we have some time for ques-
tions, and the rest of your testimony has been entered into the
record, so you

Dr. DANZIGER. Thank you. I am planning to summarize the
highlights from my written remarks.

Chairman MCDERMOTT. Good.

Dr. DANZIGER. I am here to comment on and support the ideas
put forth in the draft proposal of the Measuring American Poverty
Act.

I have three key points to make. First, the official poverty rate,
which was adopted in the late 1960s, remains an important social
indicator. Despite its flaws, the official poverty rate provides valu-
able information on how far we still have to go to achieve President
Johnson’s goal of ending income poverty. I think it is very impor-
tant, especially for the historical record, that the Census Bureau
continues to publish this measure every year, as your bill suggests.

Second, I want to point out that social scientists have spent a lot
of time over the last three decades studying how to better measure
poverty. There is widespread support among the research commu-
nity for an updated measure based on the recommendations of the
Panel on Poverty and Family Assistance of the National Academy
of Sciences. In full disclosure, I was a member of that panel, so I
obviously have long ago endorsed the report.

What is important is that the NAS panel laid out the case as to
why a modern poverty measure needs to have both a change in the
poverty thresholds and a change in the resources that are counted.
Again, the draft act does an excellent job of specifying how the
NAS panel’s recommendations in both areas could be moved for-
ward by the Census Bureau and other statistical agencies.

Third, I present some data analysis that I am not going to dis-
cuss in my oral testimony, that shows that a modern poverty meas-
ure would also do a better job of showing us the extent of poverty
after the market, that is after individuals earn wages, salaries, pri-
vate pensions, etc., and a better job of measuring the antipoverty
effectiveness of government transfers. The fact that the act speci-
fies that we measure both poverty before taxes and transfers and
poverty after taxes and transfers is, I think, important.

Let me mention very briefly the historical record. We have talked
a lot about the NAS measure in recent years. There was a 1976
study on poverty measurement mandated by Congress in 1974 and
it also came to conclusions that are quite similar to those of the
NAS. I quote that report in my testimony. The key point to make
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is that the 1976 panel also suggested that it was appropriate to
both raise the poverty cut-offs and to include additional sources of
income.

I think it is particularly important, as I mentioned, that we
maintain an official Census Bureau series on progress against the
official measure because of its historical nature. The Nobel prize-
winning economist James Tobin, Robert Lampman, and a lot of
other policy analysts who worked in the Johnson Administration
when the war on poverty was started clearly saw at that time that
the official poverty measure would eventually need to be revised.
Lampman in 1971 wrote, “As I see it, the elimination of income
poverty is usefully thought of as a one time operation in pursuit
of a goal unique to this generation. That goal should be achieved
before 1980, at which time the next generation will have set new
economic and social goals.”

Thus, several decades later, it is very appropriate that we think
about a new antipoverty goal, but it is also important to reflect on
the difficulties we have had, which I have argued and written
about, that are primarily due to economic changes that began in
the 1970s. These changes have kept wages from growing as they
did in the 25 years after the end of World War II.

Even if one adds many non-cash benefits, the earned incomes tax
credit and subtracts taxes, I think where you and Mr. Weller are
in agreement, one would still have a poverty rate which is not close
to zero. This tells us something about the economic difficulties the
economy has experienced over the last several decades.

In sum, the draft act is very important. I think it is appropriate
to have a separate measure of medical risk as the act specifies. 1
will be happy to answer questions about anything else in my testi-
mony at the end of the prepared remarks.

Thank you very much.

[The prepared statement of Mr. Danziger follows:]
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Testimony before the Subcommittee on Income Security and Family Support,
House Committee on Ways and Means
Hearing on “Establishing a Modern Poverty Measure,”

Sheldon Danziger!
University of Michigan
July 17,2008

I would like to thank Chairman McDermott and members of the subcommittee for
inviting me to testify about how we might use improved methods to measure poverty and better
assess the anti-poverty effectiveness of public programs and policies. [ am pleased to endorse the
ideas set forth in the draft proposal of “The Measuring American Poverty Act.”

In this testimony, 1 make three key points. First, the official poverty rate, adopted in the
late-1960s, is one of our nation’s most important social indicators. Despite its flaws, the official
poverty rate provides valuable information on how far we still have to go to achieve President
Johnson’s goal of ending income poverty. It is very important, especially for the historical record
that the Census Bureau continues to publish this measure cach year.

Second, social scientists have spent substantial time over the past three decades studying
how to conceptualize and implement a poverty measure that better reflects the extent of poverty
and the anti-poverty effectiveness of public programs and policies. There is widespread support
among poverty researchers for an updated poverty measure based on the recommendations of the
Panel on Poverty and Family Assistance of the National Academy of Sciences (NAS). Sucha
measure requires both changes in the poverty thresholds and changes in the resources that are
counted.” The draft of “The Measuring American Poverty Act” does an excellent job of
specifying how the NAS panel’s recommendations can be moved forward by the Census Bureau.

Third, I present some illustrative estimates based on data from the March Current
Population Surveys (CPS) that show the kind of measure the NAS Panel endorsed is likely to be
only modestly higher than the official measure at the time the new scries is established. This is
because the two primary changes have opposite effects. Updating the poverty threshold to more
accurately reflect what it means to be poor in the 21 century would raise the number of people
who are poor based on their total annual income before government taxes and transfers (e.g., the
sum of income from wages, salaries, self-employment, interest, dividends. rents, private
pensions, etc.). On the other hand, adopting a comprehensive income definition that more
accurately reflects the resources available to low-income families would add “near-cash, non-
cash™ transfers and tax credits received and subtract income and payroll taxes paid and would
reduce the number of people who are poor and increase the measured anti-poverty effectiveness
of government programs (i.c., the difference between total income after taxes and transfers and
total income before taxes and transfers).”

The Official Measure of Poverty as an Important Social Indicator

The official poverty measure, adopted shortly after President Lyndon Johnson declared
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War on Poverty, remains an important indicator of our nation’s economic well-being. Although
it receives less attention than the monthly unemployment rate or the quarterly growth rate in
gross domestic product, the announcement of the official poverty rate each vear by the Census
Bureau calls attention to our progress or lack of progress in raising the living standards of those
at the bottom of the economic ladder.

James Tobin, the Nobel-prize winning economist, noted the importance of the official
poverty measure as a national indicator more than 35 years ago:

“Adoption of a specific measure, however arbitrary and debatable, will have
durable and far-reaching political consequences. Administrations will be judged
by their success or failure in reducing the officially measured prevalence of
poverty. So long as any families are found below the official poverty line, no
politician will be able to claim victory in the war on poverty or ignore the
repeated solemn acknowledgments of society’s obligation to its poorer members

(1970: p.83)."

Tobin and President Johnson’s other economic advisors were wrong, however, when they
predicted that the benefits of economic growth would continue to be shared widely in the 1970s
and future decades as they had been in the 1950s and 1960s. For example, Robert Lampman
assumed that the nation would be required to choose a new measure of poverty because he
expected the official poverty rate to be reduced to zero by 1980.

“As [ see it, the elimination of income poverty is usefully thought of as a one-time
operation in pursuit of a goal unique to this generation, That goal should be
achieved before 1980, at which time the next generation will have set new
economic and social goals, perhaps including a new distributional goal for
themselves (1971: 53).”°

That goal has never been achieved. Progress against poverty, as officially measured,
stalled in the early-1970s, primarily because economic growth slowed and because the benefits
of economic growth since that time have not been shared across the carnings distribution. These
cconomic changes had their largest negative effects on workers with no more than a high school
degree. Their wage gains in the two decades following World War 11 were largely based on
employment in unionized. high-wage manufacturing jobs. Today, labor-saving technologicat
changes, a globalizing economy, and other factors continue to depress the economic prospects of
less-educated workers--they earn lower inflation-adjusted wages than they did 30 years ago.

As aresult, the official poverty rate in 2006, 12.3 percent, was the same as it was in 1975.
In 2006, the official poverty rate was 24.3 percent for African Americans, 20.6 percent for
Hispanics, and 36.3 percent for single mothers with children. The rates fro these groups are
similar to the poverty rate for all Americans about 50 years ago--22.4 percent in 1959. Thus,
Lampman’s remarks about the official poverty measure confirm that the Census Burcau should
continue to report the official poverty rate because it reveals how far we still have to go to reach

President Johnsons goal.
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A Poverty Measure for the 21% Century

Poverty researchers and analysts have long discussed revising the official measure of
poverty. The 1974 Amendments to the Elementary and Secondary Education Act directed the
Department of Health, Education and Welfare (HEW) to “studsy ways of improving the accuracy
and currency of the present measure of poverty (1976, p. xxi).” Although the report did not make
specific suggestions for revising the official measure, it reviewed evidence that suggested both
that the poverty threshold be revised upwards and that the resource measure be revised to include
non-cash transfers (such as food stamps) that had began to grow rapidly in the early 1970s.

“Commonly proposed changes in the definition of poverty would raise the
poverty cutoffs and increase the number of persons who would be counted as
poor.....Changes which lower the poverty count....include counting non-cash
subsidies like food stamps as income.... (1976, p. xxiii)”

Two decades later, raising the poverty threshold and expanding the resource concept
were among the NAS panel’s key conclusions:

“The poverty thresholds should represent a budget for food, clothing, shelter
(including utilities), and a small additional amount to allow for other needs (e.g..
household supplies, personal care, non-work-related transportation (1993, p. 4).”

Family resources should be defined—consistent with the threshold concept—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 payment to another household, and out-of-pocket
medical care costs, including health insurance premiums (1995, p.5).”

Note that both the 1976 report and the 1995 report call for simultaneously modernizing
both the poverty thresholds and the resource measure. It is conceptually inconsistent to criticize
the official measure and then respond by only raising the poverty threshold or only expanding
the resources that are included. The draft of “The Measuring American Poverty Act”
appropriately directs the Census Bureau to modernize both the poverty threshold and the income
measure,

The 1976 HEW report and the 1995 NAS report are careful to note that many difficult
choices must be made. Some involve choices dictated by available data; others involve choices
that are politically-sensitive. For example, both reports suggest that the official measure is
flawed because it does not adjust for geographical differences in prices. The NAS panel
proposed an adjustment for differences in housing costs by region and size of metropolitan arca.
But it also recognized that the data available meant that such an adjustment would have
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limitations. Geographic adjustments raise issues of political feasibility. For example, does
adjusting the poverty thresholds for geographical differences in the cost of living imply that the
standard deduction or personal exemptions in the federal income tax should also be
geographically adjusted?

Fortunately, over the past decade analysts from the Census Bureau and the Bureau of
Labor Statistics have continued to refine many of the measurement issues raised by the NAS
panel. For example, Garner and Short (2008) demonstrate that it is feasible to implement an
NAS-style improved poverty measure and consistently define both the poverty thresholds and
family resources using available data.” Their analysis follows many of the recommendations of a
2004 workshop convened by the Commitiee on National Statistics to review the rescarch on
alternative poverty measurement in the years following the 1995 report.®

These and other Census Bureau reports show that government researchers have the
expertise to move quickly to conduct the analyses proposed in the draft of “The Measuring
American Poverty Act.” As the NAS panel suggested, it is appropriate, as the draft Act specifies,
to base the modern poverty threshold on data from the Consumer Expenditure Survey that
reflects expenditures on food, clothing, shelter and utilities. If these data had been readily
available in the 1960s, I suspect that Mollie Orshansky would not have relied solely on spending
on food when she developed the official poverty thresholds.’

I also endorse the development of a separate measure of “medical care risk,” as the draft
Act specifies. I do not think that spending for medical care should be included in the calculation
of the poverty threshold. Rather, the NAS panel and the draft Act both specify that health care
expenses should be subtracted from total annual income along with work-related child care and
work-related transportation expenses. The NAS concept of food, clothing, shelter and utilities is
consistent with President Franklin Roosevelt’s famous statement about the extent of poverty
during the Great Depression of the 1930s, I see one-third of a nation ill-housed, ill-clad, ill-
nourished."

An Illustrative Example of an NAS-style Measure

The NAS panel recognized that there would be transitional issues related to the adoption
of a modern poverty measure. It suggested that one could always standardize the data so that the
official ratc and the modern rate would be same in the baseline year. Figure 1, based on Census
Bureau calculations, shows that an NAS-type measure does not represent a radical departure
from the historical measure. In 1999, the official rate, 11.9 percent and the NAS rate, 12.2
percent, are quite similar. Over the 7 years shown in the figure, the NAS measure increases
more than the official measure because the NAS poverty line increases with the spending of the
median two-adult, two-child family on food, shelter, clothing and utilities, whereas the official
poverty line increases only by the consumer price index.

Figure 2 is based on my calculations from the annual March Current Population Survey
data. For persons living in single-mother families who are poor before taxes and transfers, the
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solid line shows the importance of government benefits according to the official measure. That
is, it first measures the poor as those whose incomes before taxes and transfers fall below the
official poverty line. Then it measures how much of the total cash income (the official resource
measure) of these poor people come from government cash benefits (the anti-poverty spending
counted in the official measure). For 2006, these data suggest that about one-third of the total
annual income of the poor comes from government benefits.

The dotted line shows the importance of government benefits to persons living with
single mothers who are poor before taxes and transfers under an NAS-style measure. For this
calculation, a greater percentage of persons living with single mothers are counted as poor
because the NAS poverty threshold is higher than the official threshold. But, the importance of
government benefits as a share of total resources is substantially higher—about half in 2006~
because the resource measure includes near cash transfers (such as food stamps) and tax credits
(such as the earned income tax credit) less income and payroll taxes paid.

Thus, an NAS-style measure, over time, is likely to show a higher poverty rate to the
extent that the expenditures of the median family on food, clothing, shelter and utilities rise more
than the consumer price index. But, it is likely to show a greater reduction in poverty due to
govermment programs and policies because it counts important benefits that are not counted by
the official measure.

Sunimary

Poverty researchers conducted a major review of the poverty measure in both the mid-
1970s and the mid-1990s and concluded at both times that, on the basis of social science
evidence, that the official poverty measure should be modernized. Over the last decade,
researchers at universities, the Bureau of Labor Statistics and the Census Bureaus have continued
to refine the recommendations of the National Academy of Sciences Panel on Poverty and
Family Assistance. The draft of “The Measuring American Poverty Act” builds on this
experience and provides a promising roadmap 1o producing a modern poverty measure for the
21% century.

'Sheldon Danziger is Henry J. Meyer Distinguished University Professor of Public
Policy, Gerald R. Ford School of Public Policy, University of Michigan,735 South State St., Ann
Arbor, MI 48109. He was a member of the Panel on Poverty and Family Assistance. Any views
expressed are his and not those of any organization or agency.

zCitro, Constance, F. and Robert T. Michael, eds. 1995. Measuring Poverty: A New
Approach. Washington, D.C.: National Academy Press.

3 For example, a Census Bureau report, Experimental Poverty Measures: 1999, P-60-216
(October 2001), shows an official poverty rate of 11.8 percent and an NAS-style measure of 12.0
percent that reflected the best available data at that time (Figure 2, p.7, Official and MIS rates).
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Chairman MCDERMOTT. Thank you very much.

Doug Nelson is the president and CEO of the Annie E. Casey
Foundation in Baltimore.

Mr. Nelson.

STATEMENT OF DOUGLAS W. NELSON, PRESIDENT/CHIEF EX-
ECUTIVE OFFICER, ANNIE E. CASEY FOUNDATION, BALTI-
MORE, MARYLAND

Mr. NELSON. Thank you Mr. Chairman, thank you Members of
the Committee. I appreciate the invitation to speak on this issue
and especially the opportunity to appear on a panel with some of
the Nation’s foremost research economists.

I am here because I believe that this Committee’s effort to estab-
lish a modern poverty measure can powerfully contribute to a bi-
partisan consensus around policies that in the long run will yield
greater security and success for America’s low income families and
children.

The Annie E. Casey Foundation’s commitment to helping vulner-
able children is probably matched only by our determination to
come to conclusions guided by quality data and useful indicators.
I think every year since 1990 we have released an annual Kids
Count data book which seeks to be the best available data to meas-
ure social, educational, economic, and physical conditions of Amer-
ica’s children State by State. We care about this kind of data be-
cause we are convinced that it helps and has helped leaders and
citizens make better decisions about how to improve the lives of
children and families.

Since its inception almost 20 years ago, Kids Count has tracked
a core set of indicators for measuring child need and the effective-
ness of programs designed to meet those needs. Clearly, of all the
measures we rely on, none is more fundamental or consequential
than how we assess a family’s economic standing.

That is why the Annie E. Casey Foundation has been so dis-
tressed at the Nation’s continued reliance on what is an outdated,
incomplete, and misleading measure of poverty. Today, almost ev-
erybody would agree that the current definition of poverty, which
sets the threshold at about 21,200 for a family of four, utterly fails
to yield anything remotely close to a well thought out or accurate
measure of who is genuinely poor in the United States. Indeed,
scholar Nicholas Eberstadt of the American Enterprise Institute
has aptly dubbed the poverty measure ’America’s worst statistical
indicator.’

The current measure is flawed in two fundamental ways. First
of all, it badly underestimates the actual cost of paying for basic
and essential needs that American families are expected to be able
to meet. Secondly, the current measure significantly underesti-
mates the total income, resources, and benefits that many of to-
day;i% families actually receive and use to meet those minimum
needs.

Children’s advocates across the country are right now rallying
around a proposed campaign to cut the Nation’s child poverty rate
in half over the next decade. Yet many of our most promising ap-
proaches to improving the economic fortunes of children, expanding
the earned income and child tax credits for working families, ex-
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tending child care subsidies, increasing utilization of food stamps,
providing housing assistance, many of these things are not even
recognized under today’s method of measuring poverty.

Excluding these resources makes little sense, especially since
they are among the very resources that have the greatest potential
to pull families out of the deep and persistent poverty that hurts
children the most.

Evidence is overriding that when families are entrapped in per-
sistent poverty, childhood problems multiply. Almost 90 percent of
the families who end up losing their kids to the foster care system
in this country are poor. Poor kids are five times more likely to
miss learning proficiency benchmarks in school than kids from
more economically secure families. Kids growing up in poor fami-
lies are far more likely to drop out of school, get pregnant, or get
in trouble with the law.

There is every reason to worry that this persistent sustained
family poverty that triggers these kind of childhood problems will
grow, particularly as more entry level, low-skilled jobs in the Amer-
ican economy are impacted by an increasingly global labor market.

We can now, as a country, reasonably predict that without appro-
priate policy reforms, an increasing share of American families will
have to settle for wages that simply cannot buy enough to sustain
a family at an American standard of living. This is a drag on Amer-
ica’s competitiveness.Economists estimate that it costs almost $500
billion a year to allow child poverty to persist at current rates.

An accurate measure of poverty would go a long way toward bet-
ter informing how to help these vulnerable families. By including
food stamps, EITC, child tax credit, and housing assistance, we
would be better able to determine the impact of these important
policy investments, as well as tracking more carefully who is tak-
ing advantage and who is not taking advantage of such assistance.
By modernizing the current method to approximate what it actu-
ally takes to cover basic family needs, policy makers would be
much better equipped to understand the real cost of getting by in
America.

For all of those reasons, we support the legislation being consid-
ered by this Committee. More Americans want to hear about what
their political leaders will do to fight poverty, and it is time for all
parties in this now-stalemated definitional debate to table their
disagreements and come together around a more credible and pol-
icy-relevant approach to poverty measurement. A decade and a half
after its release, the NAS report still provides the best roadmap for
getting to a useful poverty measure.

At Casey, we find it encouraging that this Subcommittee is con-
sidering a bill that would enact virtually all the key NAS rec-
ommendations.

We commend the Subcommittee Chairman, the Ranking Mem-
ber, and the Members of this Committee for seriously grappling
with this urgent, much-needed reform.

Let me close, Mr. Chairman, by saying we have learned a lot and
we know a lot about how we can more accurately measure poverty.
It is time to apply that learning as a first step toward reducing
poverty and the harm it does for our kids and for this country’s fu-
ture.
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Thank you very much.
[The prepared statement of Mr. Nelson follows:]

Statement of Douglas W. Nelson, President/Chief Executive Officer, Annie
E. Casey Foundation, Baltimore, Maryland

Thank you for the opportunity to testify today in support of efforts to revise the
methods used to measure poverty in this country. My name is Douglas W. Nelson
and I am President and CEO of the Baltimore-based Annie E. Casey Foundation,
a national philanthropy devoted to fostering public policies, human services and
community supports that meet the needs of disadvantaged children and families.

The Annie E. Casey Foundation’s passionate commitment to helping those chil-
dren and families who are most vulnerable is matched only by our determination
to be guided by quality data and useful indicators. This is 1llustrated by our KIDS
COUNT project and our numerous investments aimed at measuring the impact of
our grants on the status, conditions and well-being of the families our grantees are
seeking to help. In our judgment, good measures of kid and family conditions are
indispensible to good policy decisions and public accountability.

Every year since 1990, we have released an annual KIDS COUNT Data Book,
which uses the best available data to measure the educational, social, economic and
physical well-being of children, state by state. The Foundation also funds a national
network of state-level KIDS COUNT projects that provide a more detailed, county-
by-county picture of the condition of children. We care about this data because it
helps leaders and citizens make better decisions about how to improve the lives of
children and their families.

Let me give you an example of what I mean. Several years ago, our KIDS COUNT
grantee in Rhode Island developed an improved measurement of childhood lead poi-
soning that was much easier for the public to track and understand. Rhode Island
KIDS COUNT’s baseline data showed that one in four children in Rhode Island had
a history of lead poisoning upon entering kindergarten, and that one in three chil-
dren in the state’s five core cities entered kindergarten with a history of lead poi-
soning.

The publication of this data sounded an alarm in Rhode Island that this was a
serious issue in need of immediate attention. Community leaders responded in many
effective ways, including better enforcement of lead laws and enhanced parent edu-
cation. Their efforts resulted in the development of city and state lead poisoning
prevention plans and the passage of a comprehensive lead poisoning prevention law
by the General Assembly. The incidence of childhood lead poisoning has decreased
significantly during the decade since the indicator was first published—down to 6
percent statewide and 10 percent in the core cities.

Since its inception nearly 20 years ago, KIDS COUNT has tracked a core set of
indices for measuring child need and the effectiveness of programs designed to meet
those needs. But, clearly, of all the measures we rely on, none is more fundamental
or consequential than how we assess a family’s economic standing. That’s why
Casey has been so distressed at the nation’s continued reliance on an outdated, in-
complete, and misleading measure of poverty.

All of this is to explain why I am here today and why I believe it is essential that
we act now to change our deeply flawed poverty measure. It is essential for a simple
reason: the lack of an accurate, credible, and relevant poverty measure has itself
become a major impediment to combating poverty effectively. If we want to solve
the poverty challenge, step one is to get our heads around the true scope, dimension,
and dynamics of the problem.

Today, almost no one would argue that the current poverty definition—which sets
the poverty threshold at 21,200 for a family of two adults and two children—yields
anything remotely close to a well thought out, accurate measure of who is genuinely
poor. Indeed, scholar Nicholas Eberstadt of the American Enterprise Institute has
dubbed the poverty measure “America’s worst statistical indicator.”

Most Americans have a pretty solid sense of what it means for a family to be poor.
As Rebecca Blank of the Brookings Institution has said, poor families are folks who
do not have enough resources to afford decent housing, to find and hold a job, to
be well fed and reasonably healthy and to pay for the things that their children
need to be safe and succeed in school. Unfortunately, our current poverty measure—
crafted in the 1960s—simply does not reflect this common sense understanding of
what it means to be poor in 2008.

The current measure is flawed in two fundamental ways. First of all, it underesti-
mates the actual cost of paying for the core of basic and routine needs that Amer-
ican families are expected to meet. Developed when food represented one-third of
a typical family’s budget, the poverty line was drawn by the Federal Government
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by calculating the cost of a basic grocery budget and multiplying by three. The dol-
lar figure developed in 1963 has only been adjusted for inflation, even though food
is now one-seventh of a typical family’s budget, and even though the formula does
not take into account the actual cost of other core expenses, such as housing and
work-related costs, that take up a much greater portion of family budgets today
than they did 40 years ago. In the opinion of some analysts, the current formula
produces a “poverty line” income that may amount to less than 60 percent of what
it actually costs a family to meet its basic needs.

The second basic flaw of the current measure is that it significantly underesti-
mates the total income, resources or benefits that many of today’s families actually
receive and use to meet those basic needs. The current poverty formula fails to in-
clude valuable non-cash benefits such as housing assistance, the Earned Income Tax
Credit, the Child Tax Credit and food stamps. Consequently, the official federal pov-
erty data not only understates the cash and benefits many low-income families
enjoy, but also gives us no indication of how well some of our key public investments
in the economic well-being of low-income families are paying off.

Across the country, children’s advocates are rallying around a proposed campaign
to cut the nation’s child poverty rate in half over the next decade. Yet many of our
most promising approaches to improving the economic fortunes of children—expand-
ing the earned-income and child tax credits for working families, extending child
care subsidies, increasing the utilization rates for food stamps and other means-test-
ed programs—would never be recognized by today’s poverty measure. These are,
however, among the very resources and benefits that have the potential to pull fami-
lies out of the deep and persistent poverty that hurts kids most.

The evidence is overwhelming that when families are entrapped in persistent pov-
erty, childhood problems multiply. Ninety percent of the families who end up losing
their kids to foster care are poor. Poor kids are five times more likely to miss learn-
ing proficiency benchmarks than kids from families with greater economic security.
Kids growing up in poor families are far more likely to drop out of school, get preg-
nant, or get in trouble with the law. There is every reason to worry that the per-
sistent, sustained poverty that triggers these problems could grow, particularly as
more entry level jobs in the American economy are lost to the global labor market.
As a result, more families are settling for wages that cannot produce enough to sus-
tain a family at an “American” standard of living.

Persistent structural poverty is a serious drag on American competitiveness, opti-
mism, cohesion and influence in the world. Economists now estimate that child pov-
erty costs the nation about $500 billion a year. That burden will worsen in time.
This nation—a dramatically aging one—cannot afford to have as much as a fifth of
its children grow up without the skills, supports, connections and opportunities
needed to participate in the nation’s new economy.

Unfortunately, the poverty measure as it exists today does not tell us enough
about what is actually helping these children. There is ample evidence that the pov-
erty threshold would be higher, and would convey a far more accurate sense of real
need, if the poverty measurement objectively reflected how much a family needs to
“get by” or “make ends meet” in America today.

Under a number of approaches used in recent years to calculate this “getting by”
threshold, a basic family budget would include food, housing, out-of-pocket medical
costs, child care, transportation and taxes. Although there were significant regional
differences, most of the methods used resulted in a “poverty” standard that was ap-
proximately twice the current poverty level. The Economic Policy Institute, for ex-
ample, which calculated this basic family budget for more than 400 communities,
came up with a median budget of 39,984 for a family of four. By contrast, the pov-
erty threshold at the time of the study was just 19,157.

A large part of our work at the Annie E. Casey Foundation focuses on what we
call Family Economic Success—the ability of families to secure adequate incomes,
stabilize their finances, accumulate savings and live in safe, economically viable
communities. In order to determine whether federal policies, and the work of our
grantees, are effective, we need a more accurate and relevant measure of how fami-
lies are progressing financially. At the very least, the measure should be designed
to assess whether struggling families have the minimum resources they need to lead
safe and healthy lives.

An accurate poverty measure might lead to changes in some of the strategies we
use to help families in need. By including food stamps, the EITC, the child tax cred-
it and housing assistance in the poverty measurement, we would be able to better
determine who was taking advantage of these programs and who wasn’t—and how
these families were doing as a result. We might find, for instance, that those who
were receiving certain types of government assistance showed greater success at
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moving out of poverty, while those who weren’t remained stuck in place year after
year.

Having an accurate poverty measure would also provide us with better informa-
tion for considering long term, as well as short term strategies—what we call a
“two-generation approach” to fighting poverty. Such an approach supports, sta-
bilizes, and empowers low-income working parents through work support programs,
while at the same time aggressively equipping their kids with the skills, experiences
and values to increase their odds of avoiding hardship, forming intact families and
contributing to national prosperity.

Universal preschool and quality child care and after school programs, for example,
are considered key tools for ensuring that the next generation of kids is better
equipped to move out of poverty. A new approach to calculating poverty could pro-
vide a measure of the short and long term success of such strategies and create pub-
lic and political will to expand those programs that have proven successful in reduc-
ing poverty. It could also help re-target programs that are not working as well.

Clearly, there are many excellent reasons for changing the poverty measure. Why
then hasn’t it happened? Why do we tolerate such an egregiously flawed indicator
of such a critically important measure of the social and economic status of our na-
tion’s citizens—especially when we know how to do better?

There are doubtless lots of reasons. Inertia, convenience, and the advantages of
keeping a measure that allows 40 years of longitudinal comparisons all reinforce ac-
ceptance of the status quo.

Perhaps even more important, there are real philosophical and political dif-
ferences about who should be counted as poor. Some critics have consistently pre-
ferred changes in the measure that would reduce the numbers of Americans counted
as poor. They point to the failure of the current measure to take into account the
value of public benefits, and they argue that many who are now counted as poor
have far greater access to comforts and conveniences (e.g., cars, televisions, air con-
ditioning) than those counted as poor 40 years ago.

Other critics have favored changes that would increase the number of Americans
described as poor. They contend that the amount of money required to minimally
support a family—at today’s housing, transportation, child care, utility, and medical
costs—significantly exceeds the current poverty threshold, and that millions of fami-
lies with pre-tax incomes well above the official poverty line experience great dif-
ficulty in paying for what are now considered the basic requirements of a stable
family life.

These two competing perspectives—each harboring some solid, if partial, correct-
ness—have been allowed to paralyze the nation’s poverty measurement reform ef-
forts for decades. It’s time that we recast the debate beyond an either/or choice to
a new common sense consensus that draws thoughtfully from the analyses of both
perspectives.

Changing the poverty measurement would also likely result in shifts in the alloca-
tion of certain federal funding for some groups. In her 2008 paper, “How to Improve
Poverty Measurement in the United States,” Rebecca Blank notes that the alter-
native poverty measurement guidelines developed by the National Academy of
Sciences (NAS) resulted in fewer people with large in-kind benefits being classified
as poor, an increase in working poor after work expenses were calculated, and
changes in the number of elderly poor due to such factors as the subtraction of out-
of-pocket medical expenses.

Some dissatisfaction is inevitable among competing groups likely to feel that their
interests will be adversely affected by the new numbers. The process, however, will
be far less painful if from the beginning the poverty measurement is taken out of
the political realm.

For the NAS guidelines or similar approaches to succeed, the Executive Office of
the President should no longer have direct control of the poverty measurement. Un-
like the vast majority of economic statistics, which are the responsibility of federal
statistical agencies, updating the poverty measure is overseen by the Office of Man-
agement and Budget. That means any changes in the measure must pass through
the White House. Ms. Blank got to the heart of the matter in her recent paper: “If
we need an example of why economic statistics should be in the hands of statistical
agegcies, the long-term stalemate over poverty measurement provides an excellent
one!”

At Annie E. Casey, we endorse Ms. Blank’s suggestion for assigning to a federal
statistical agency the authority to develop an alternative measure of poverty that
embraces the key elements of the National Academy of Sciences’ approach. That
means including non-cash benefits and refundable credits, accounting for child care
costs and out-of-pocket medical expenses and, if feasible, adjusting for some regional
differences in the cost of living.
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Like any good poverty measure, this new approach would follow data over time
in order to understand trends and ensure that policy aimed at fighting poverty is
really working. I believe that changing the poverty measure should be viewed as
part of overall efforts in this country to hold ourselves and our policy makers ac-
countable for honestly confronting the problems faced by those in need—and coming
up with clear and measurable responses.

We should add that other existing efforts to measure child well-being in this coun-
try are, like the poverty measurement, inadequate and out-dated. That is why the
Annie E. Casey Foundation strongly supports efforts being considered by both cham-
bers of Congress that would create a state-level survey on child well being. Like a
more accurate poverty measure, this survey would provide each state with reliable,
accurate data about how their children are doing, across a wide range of indica-
tors—education, social and emotional development, health and safety, attitudes and
family well-being. This information would help states better target their scarce re-
sources and more usefully assess whether child well-being improves when new pro-
grams and policies are instituted.

This is clearly an opportune time to rethink the way we collect data about the
lowest-income Americans. During the current election cycle, we have seen the presi-
dential candidates talk more about poverty and economic insecurity than during any
time in recent memory. A survey conduced earlier this year by Spotlight on Poverty
and Opportunity and Freedman Consulting found a 145 percent increase in the
number of times the media mentioned poverty in the context of stories about the
primary campaigns.

The media is clearly responding to frequent mentions of the issue by the presi-
dential candidates, an increase in interest by religious and other groups and a grow-
ing desire by voters to see the problem of poverty in America addressed. In fact,
a new poll released in early July suggests that Americans today feel the problem
of poverty deserves even more attention. The survey was conducted by Republican
pollster Jim McLaughlin for Spotlight on Poverty, an initiative launched last Octo-
ber by the Annie E. Casey Foundation, the Eos Foundation and other major founda-
tions to draw greater attention to poverty during the election. Likely voters for the
2008 presidential campaign were asked whether they agreed or disagreed with the
following statement: “The media has spent an adequate amount of time during the
presidential campaign covering the issue of how to fight poverty in the U.S.” 56 per-
cent disagreed; 41 percent strongly disagreed.

More Americans want to hear about what their political leaders will do to fight
poverty.

It is time for both sides in this debate to table their disagreements and come to-
gether around a more credible and policy relevant approach to poverty measure-
ment. In the words of former Sen. Daniel Patrick Moynihan: “You can’t solve a prob-
lem until you first learn to measure it.” We have learned a lot about how we can
more accurately measure poverty. It’s time to apply that learning.

Thank you.

Chairman MCDERMOTT. Thank you for your testimony.
We have been joined by Dr. Rebecca Blank, who is a Ph.D. from
the Brookings Institute. Dr. Blank?

STATEMENT OF REBECCA BLANK, PH.D., ROBERT V. KERR
SENIOR FELLOW, THE BROOKINGS INSTITUTION

Dr. BLANK. Chairman McDermott, thank you. I apologize for
being late. What is normally a 15 minute cab ride took over an
hour this morning and [

Chairman MCDERMOTT. It is the old story of those who live
closest to the church are usually the ones who are late.

[Laughter.]

Dr. BLANK. I should have walked, right.

I appreciate the chance to speak this morning, and let me give
you my bottom line in agreement with the two have already testi-
fied.
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Our current poverty measure is based on data over 50 years old.
It doesn’t measure the resources available to today’s families, and
it is time for a change.

A poverty measure requires two things. It requires the definition
of a poverty line, which is the level above or which below you count
someone as poor. The definition of resources, which is how you
count what a family has to compare to that line to determine
whether or not they are poor.

There are serious problems with both the resource measure and
the poverty line in today’s current measure of poverty. Our poverty
line today is essentially three times the USDA subsistence food
budget, defined based on 1985 household consumption survey data.
In 1955 the average family spent one-third of their aftertax income
on food.

That is no longer anywhere near true, but the current poverty
line is essentially this number calculated in 1963 and updated by
the consumer price index ever since then. There is no other eco-
nomic statistic in use today based on 1955 data and methods devel-
oped in the early 1960s.

The poverty resource definition was simply cash income, which
made sense in the early ’60s, but makes no sense today. If a family
receives food stamps, it doesn’t count against their poverty meas-
ure. If a family receives an EITC refund check it doesn’t affect
whether they are poor or not. If a disabled individual starts to re-
ceived Medicaid and pays less in out of pocket expenses it doesn’t
count for whether or not they are poor. Clearly this cash-based in-
come definition of resources is simply insensitive to many of our
most important antipoverty policies.

Why is this a problem? It is a problem because it leads us to mis-
interpret the effect of these policies. In 1988, President Reagan de-
clared, “We declared war on poverty and poverty won.” Well if you
look at our official statistics that looks right, but the official statis-
tics are wrong. In a very fundamental way, our poverty statistics
have failed us and made it easy to claim that public spending on
the poor had little effect.

The National Academy measure, which was developed in the
early 1990s, was developed by a panel of which I and Sheldon were
both members. The panel spent 2 years reviewing the research and
developing a new recommendation for how to measure poverty in
a modern and updated manner.

Since then broad support has emerged within the social science
community on the approach that the National Academy suggested.
The Census Bureau has developed alternative measures and re-
search papers have discussed how to make these measurements
and how to actually implement them. As Mr. Levitan is going to
testify, New York City has already done this.

Mr. McDermott’s draft legislation, the Measuring American Pov-
erty Act of 2008 is an effective way to move the poverty research
agenda forward. It proposes to commission the Census Bureau to
develop a modern poverty measure based on the NAS rec-
ommended approach, to publish these numbers regularly, to update
them with new data, and as new statistical approaches become
available.
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This is what we do with all of our economic statistics. It is a his-
torical accident that poverty measurement sits essentially inside
the Office of Management and Budget, defined by an OMB statis-
tical directive. That means any change to this measure must be
made through the executive office of the President, and any presi-
dent or president’s office, Democratic or Republican, is very reluc-
tant to revise and change a sensitive government indicator.

There is no other major economic statistic defined by OMB direc-
tive. They are all under the control of U.S. official statistical agen-
cies, and the poverty measure should also be in this situation.

We should not get derailed in the discussion about poverty in ar-
guing whether poverty is actually higher or lower. Yes it does mat-
ter in terms of general appearances, but the most important thing
about a poverty measure is not its absolute level, but how it tracks
changes over time. It should reflect when policy changes, when the
economy changes, and whether our most disadvantaged population
are improving or deteriorating in terms of their economic situation.

The modern poverty measure proposed by the National Academy
of Sciences reflects the best consensus about how to improve pov-
erty measurement in the United States. Since proposed, we have
a decade of research showing how this recommendation can be ef-
fectively implemented. If we want to track the well-being of Amer-
ica’s families and effectively measure the real effects of our anti-
poverty policies, we must update and modernize the measure of
poverty in the United States. It is long past time to make that
change.

Thank you Mr. Chairman.

[The prepared statement of Ms. Blank follows:]

Statement of Rebecca Blank, Ph.D., Robert V. Kerr Senior Fellow, The
Brookings Institution

Rebecca Blank is the Robert V. Kerr Senior Fellow at the Brookings Institution
in Washington, D.C. The views expressed in this testimony reflect her opinions and
not those of any organization with which she is affiliated.

Chairman McDermott, Ranking Member Weller, and distinguished members of
the Committee, I appreciate the opportunity to talk with you today about the need
for an improved measure of poverty in the United States. Our current poverty line
is based on data more than 50 years old and our poverty count does not measure
the actual resources that many families have available to them.

I have been involved in the discussion of poverty measurement for many years.
I was a member of the National Academies of Science’s panel in the mid-1990s that
recommended an improved poverty measure and which serves as the model for Rep-
resentative McDermott’s draft legislation, the Measuring American Poverty Act of
2008. Many of my remarks this morning are taken from the Presidential Address
that I gave to the Association for Public Policy Analysis and Management last fall,
in which I talked about the reasons why we have been so unsuccessful in imple-
menting an updated and effective poverty measure in the United States (Blank,
2008).

Measuring Poverty

An economic measure of poverty requires two definitions. First, one needs to de-
fine a poverty line or poverty threshold, the level of income or other resources below
which a particular type of family is considered poor. Secondly, one needs to define
a resource measure, which delineates the ways an individual family’s economic re-
sources will be counted. The poverty count is the number of people who live in fami-
lies with resources below the poverty threshold.

I emphasize these definitional items because it is important to think about pov-
erty lines and resource definitions together. A statistically credible measure of pov-
erty should have a poverty threshold that is consistent with its resource measure,
so that the two can be used together. Unlike Representative McDermott’s proposed
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legislation, many proposed changes in poverty measurement in the past have em-
phasized changing the way in which family resources are counted, without pro-
posing to change the poverty threshold in a consistent way.

There are serious problems in the current poverty measure with both the thresh-
old definition and the resource definition. No simple, minor change will make this
historical poverty measure accurate; a major redefinition is required.

The Historical Poverty Measure in the United States

The current poverty measure was defined in 1963 by Mollie Orshansky in the So-
cial Security Administration. Let me discuss first the poverty line and then the re-
source definition that she used and that is still in use today.

The current poverty line. Orshansky created a poverty line using the calculation

Poverty line = 3 x Subsistence food budget

The subsistence food budget for a family of four was based on the Economy Food
Plan developed within the USDA in 1961 using data from the 1955 Household Con-
sumption Survey. It was described as the amount needed for “temporary or emer-
gency use when funds are low.” The multiplier of 3 was used because the average
family of three or more spent one-third of their after-tax income on food in the 1955
Household Food Consumption Survey. If the average family spent one-third of its
income on food, then three times the subsistence food budget provided an estimated
poverty threshold. This calculation was done for a family of 4, and so-called
?equivalence scales’ were used to estimate how much was needed by smaller or larg-
er families.

The current poverty line is this number, calculated in 1963 and based on 1955
data, updated by the Consumer Price Index in each year since.

While this methodology for calculating a poverty line was fine in 1963, and was
based on the best data available, it is seriously flawed in 2008. There is no other
economic statistic in use today that relies on 1955 data and methods developed in
the early 1960s. All of our major statistics, from GDP to unemployment to the cur-
rent account balance, are regularly updated and revised, and based on the most re-
cent and best data available.

It is not too strong a statement to say that, 45 years after they were developed,
the official poverty thresholds are numbers without any valid conceptual basis. If
one sticks with a threshold based only on food costs, the current multiplier on food
costs would be 7.8 rather than 3 because food is a much smaller share of family
budgets now than 45 years ago. But basing the threshold numbers on a single com-
modity is almost surely not the correct way to calculate these thresholds because
it leaves the numbers highly sensitive to the relative price of that commodity and
insensitive to the price of any other necessary purchases. For instance, while food
prices have fallen over the past 43 years, housing prices have risen. OQur current
poverty calculation is not responsive to these changes in price and spending pat-
terns over time.

The current resource definition. The resource measure in Orshansky’s calculations
was straightforwardly defined as cash income. In 1963 this was a reasonable defini-
tion. Few low-income families were paying federal taxes. In-kind programs like Food
Stamps, which provide non-cash resources to low-income families, were nonexistent
or very small. Thus, cash income and disposable income were largely the same
among low-income households.

Forty-five years later, this resource definition is also seriously flawed, as cash in-
come alone is no longer an adequate description of the economic resources available
to low-income families. There is broad agreement that the resource measure should
reflect a family’s disposable income; that is, the income that a family has available
for buying necessities such as housing and food, and after taxes and other manda-
tory expenditures are deducted. For instance, the recent expansion of the Earned
Income Tax Credit (EITC) should provide more resources to low-wage earners; this
is income we should count when estimating if a family is poor. Furthermore, many
of the public assistance programs that have been created or expanded since 1963
provide benefits to low-income families through in-kind payments, such as food
stamps or rental subsidies, neither of which are paid to the recipient as cash in-
come. In a country that wants able-bodied adults to work, work expenses are un-
avoidable and necessary. This includes transportation costs to work as well as child
care expenses for single-parent or dual-earner couples. Similarly, out-of-pocket med-
ical expenses are typically necessary expenditures; those with large prescription
drug payments each month have fewer discretionary resources than those with no
medical expenditures.

Because the historical poverty measure is calculated based only on family cash
income, it is unaffected by many changes in disposable income:
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o If a disabled individual starts to receive Medicaid assistance and has lower out-
of-pocket medical expenses, this will not affect their current poverty status.

e If a family receives food stamps and has more income left over for other items,
this will not affect their current poverty status.

o If a worker receives an EITC refund check, this will not affect their current pov-
erty status.

Clearly, a cash income-based definition of family resources is highly insensitive
to many of our nation’s most effective anti-poverty programs.

It is long past time to update both the definition of the poverty threshold and the
fesource definition to reflect the economic situation facing today’s low-income fami-
ies.

What Has Been the Effect of Using an Outdated Poverty Measure?

There is widespread agreement among virtually everyone who looks at the current
p}gvefltyd};leasure that it is seriously flawed as an economic statistic. What effect has
this had?

Our poverty measurement has been impervious to most of the policies designed
to improve life among low-income families that were implemented in the decades
after 1963. The 1970s saw rapid growth in food stamp and housing benefits. In the
1980s, Congress enacted major tax reforms that reduced tax burdens on low-income
families. In the 1990s, the expansion of the EITC provided wage subsidies to many
low-wage workers. Since the 1980s, the dollars paid to public medical care has ex-
panded enormously. In the late 1990s Food Stamp participation fell sharply, but
(due to substantial program revisions) rose again in the early 2000s.

None of these program changes had any measurable affect on the U.S. poverty
rate, nor could they have any effect given how poverty is measured. Indeed, the offi-
cial U.S. poverty rate, shown in Figure 1, has been largely flat since the early
1970s, with some cyclical movement over the business cycle. In 1988 President Ron-
ald Reagan declared “My friends, some years ago the Federal Government declared
vsiar on poverty and poverty won.” Looking at Figure 1, this seems a reasonable con-
clusion.
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Although public spending on the poor grew rapidly after the 1960s, its effects
were invisible because our official statistic did not reflect the effect of these anti-
poverty programs on the resources available to poor families. In a very fundamental
way, our poverty statistics failed us and made it easy to claim that public spending
on the poor had little effect.

Economic statistics are designed to help us track trends in economic well-being,
and to interpret the effects of environmental and policy changes. Because our histor-
ical poverty statistics are so poorly measured, we have no effective measure of how
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most of our anti-poverty policies have improved the economic well-being of low-in-
come families over time.

The only group who has experienced a major decline in the official poverty data
over the past 30 years is the elderly. It is not coincidental that the elderly are the
one group for whom we have provided greatly expanded assistance in the form of
cash income, through expansions in Social Security and in Supplemental Security
Income. Hence, our assistance to this group was reflected in our official statistics

The NAS Proposal for a Modern Poverty Measure

The panel convened by the National Academies of Science (NAS) in the 1990s
spent more than two years reviewing the research on different approaches to pov-
erty measurement. The final panel report, released in 1995, recommended a rede-
fined modern poverty measure (Citro and Michael, 1995). This new measure was
conceptually consistent with Orshansky’s efforts but addressed many of the prob-
lems with the 1963 definition.

The NAS panel recommended calculating a poverty line based on expenditures on
necessities (food, shelter and clothing), “plus a little more.” Their report emphasized
the importance of updating this threshold calculation regularly, to reflect changes
in spending patterns on necessities over time. The NAS panel recommended basing
the resource definition on disposable income, which measures the resources available
to low income families after they pay their tax bill, receive any public assistance,
pay their medical bills and pay any work-related expenses. The panel addressed
many other issues that I do not discuss here, such as equivalence scales (deter-
mining appropriate expenditures for families of different sizes) and geographic price
variation.

Since the NAS panel report, broad support has emerged within the social science
research community for the approach that they suggest. The Census Bureau has
used the NAS report as the basis for alternative poverty calculations. Research pa-
pers have discussed how to best make the measurements proposed in the report,
such as effectively measuring child care expenses and improving the equivalence
scales. As Mr. Levitan will testify, New York City has developed a city-specific pov-
erty measure based on this approach.

Moving Toward a Modern Method of Poverty Measurement

Mr. McDermott’s draft legislation, the Measuring American Poverty Act of 2008,
would be an effective way to move the poverty measurement agenda forward. This
legislation proposes to commission the Census Bureau to develop a modern poverty
measure based on the NAS-recommended approach, to publish these numbers regu-
larly, and to update this measure as new data and new statistical approaches be-
come available.

This approach would break through the political logjams that have prevented the
development and utilization of an updated poverty measure.

It is an historical accident that our official poverty measure was established by
a directive within the Office of Management and Budget (OMB Statistical Policy Di-
rective 14), but it has made updating this statistic very difficult. Any change to this
historical poverty definition had to come from within the Executive Office of the
President, which oversees OMB. It should be obvious that it is extremely difficult
to expect the White House—no matter which party controls it—to undertake an im-
partial review and revision of a sensitive government statistic. In fact, oversight of
the historical poverty definition within OMB is a major reason why none of the pro-
posals to update and revise this statistic have been successful.

No other major economic statistic is defined by an OMB directive. All other major
economic statistics are under the control of official U.S. statistical agencies, which
are charged with regularly reviewing and updating them. These agencies provide
professional expertise, close knowledge of available data, and a long history of pro-
viding government statistics without political interference.

The proposal to create a modern poverty measure, housed with the Census Bu-
reau, regularizes the poverty measure and puts it on a par with other government
statistics, placing it within the statistical agency in charge of collecting and dissemi-
nating much of the data on which the poverty measure is based.

The Census Bureau has long calculated a variety of alternative poverty defini-
tions, including a variety of definitions based upon the NAS recommendations. It
has never had the authority to select among these alternative definitions, but has
always been directed to look at multiple options. This bill gives Census the author-
ity to use their expertise to create a single modern poverty measure based upon the
NAS recommendations, using the best data and analytic approaches available.

At the same time, it is important to continue to calculate and report the historical
poverty measure, making it available to those programs or analysts who wish to
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continue to use it. A number of programs have eligibility provisions that are tied
to the current poverty measure. Over time, as programs come up for reauthoriza-
tion, Congress can decide whether to continue to use the historical measure or
whether to utilize the modernized poverty measure. This will assure that there are
no disruptions to the programs that have relied on the historical measure for many
years. Those who choose to switch to the newer measure can take steps to transition
to the newer measure over time, using grandfathering clauses to assure there is no
one who abruptly loses benefits because of definitional changes.

A Comparison to the European Union

Mr. McDermott’s proposed legislation directs Census to develop two measures of
poverty, one looking at pre-tax and pre-transfer poverty and the other measuring
poverty based on after-tax disposable income. The bill also authorizes money for the
National Academies to develop a “Decent Living Standard” measure.

I want to say something about the value of comparing multiple measures of eco-
nomic need, each measuring a different concept. The European Union has worked
to develop a set of EU-wide economic statistics over the past two decades, including
new measures of poverty. The EU has historically taken a very different approach
to poverty than the United States, using a poverty threshold that is defined as a
share of median income. The effect of this is to raise the poverty line with every
increase in change in real income in the society. This makes it difficult to make
progress against poverty.

While the EU continues to use a percent-of-median-income poverty line, they have
moved away from a single poverty measure and have chosen instead to require that
EU members regularly report on a collection of measures of economic and social
deprivation, each of which focus on a different aspect of economic opportunity or dis-
advantage. EU nations annually report not only poverty rates within their coun-
tries, but also on joblessness, literacy, life expectancy, and other measures of well-
being. This allows countries to have a fuller picture of the problems of economic dis-
advantage and how it overlaps with other types of disadvantage.

I find much to admire in this approach. While the U.S. collects many of these sta-
tistics, they are not regularly reported at the same time as the poverty measure,
so we tend not to think about them as complementary and overlapping sources of
information about disadvantaged populations within the United States.

I want to emphasize the value of looking at multiple statistics to understand and
interpret problems and progress among low-income families. The pre-tax and pre-
transfer poverty rate tells us something about the market distribution of incomes.
By comparing this to a poverty measure based on total disposable income, we can
say something about the overall effect of our tax and transfer system, showing how
much it improves economic well-being among low-income families.

In the end, no income-based statistic can capture all the important dimensions of
well-being, such as health, education, crime, or family functioning. The poverty rate
is a measure of income adequacy and should be supplemented with measures that
look at these other dimensions of family well-being.

Is Consumption Data an Alternative to Income Data?

Some have argued that consumption data provides a better measure of household
resources and that the income data is flawed (Meyer and Sullivan, 2008.) Measuring
consumption behavior is valuable and useful. It is not, however, appropriate to use
in a national poverty measure.

Consumption does not typically measure what we mean by economic poverty. Con-
sumption data measure something different than income data. Current consumption
reflects a combination of current income, past income, and current consumption be-
havior. Hence, some individuals with low current income are able to consume more
today because they take on debt or have savings. Poverty usually means that an
individual lacks the income to consume at an adequate level. If a wage-earner has
lost his job and his family is without income, most of us would consider that family
poor, even if they are currently living on savings and maintaining a (temporarily)
higher consumption level. If an elderly family is choosing to consume far less than
they are able to, based on their income, they should be considered not poor, even
if their consumption is quite low.

For most people, of course, consumption and current income are pretty much the
same. Some have argued that U.S. consumption data reveals quite a few families
who appear income poor but have much higher actual consumption. This is not as
mystifying as it may at first appear. First, the income data collected within the sur-
vey that also collects consumption data (the Consumer Expenditure Survey) have
historically been less complete and less accurate than the income data collected in
our major income survey, the Current Population Survey. Secondly, there is a prob-
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lem of high respondent non-response, especially among lower-income persons who
respond to the Consumer Expenditure Survey; this must be carefully accounted for
in order to compare similar populations between these two surveys. In a recent arti-
cle, Richard Bavier (2008) indicates that when the consumption data and the income
data are appropriately reconciled, the differences between them are relatively small.
Indeed, both of them show very similar trends in poverty and need.

It is also worth noting that using consumption data resolves only a small set of
issues in the measurement of poverty. Most of the difficult decisions—how to de-
velop appropriate poverty thresholds; how to impute the value of in-kind benefits;
how to determine equivalent poverty levels for families of different sizes; etc—are
unaffected by the use of consumption versus income.

Finally, consumption data is quite costly to collect. As a result, our consumption
survey is relatively small with only about 20,000 households from across the United
States. This is much smaller than the samples sizes in our income survey, rendering
consumption data less reliable as a source of national information on low-income
families. And it makes it even more difficult to get reliable information on low-in-
come families within subgroups by age, by race or ethnicity, or by geographic region.

The NAS report discusses the possible use of consumption data and concludes
that it measures a different concept and that the current data we have available
are not adequate for a national poverty measure. While there have been some im-
provements to the consumption data, the conclusions of that report are still rel-
evant.

Conclusion

The actual level of poverty in this country is an important concern, indicating
something about how many of our fellow citizens are in economic need. The level
of poverty will always be somewhat arbitrary, no matter how it is set. I am con-
cerned that the debate over how to best modernize the U.S. poverty statistic should
not be derailed by arguments about whether a new measure raises or lowers the
poverty rate relative to the level determined by the historical poverty measure. With
the NAS measure, taking account of taxes (especially the EITC refunds) and in-kind
income will lower poverty. But subtracting off work expenses and medical out-of-
pocket expenses will raise poverty. Regardless of what this does to the overall pov-
erty count, these are the right calculations to do in order to calculate economic need
based on disposable income among low-income families.!

Most important is a poverty measure that tracks progress (or lack of progress)
over time in an effective manner. We need a statistic that demonstrates how policy
and economic changes affect the economic outcomes among low-income families.
This means that getting the trend right over time is far more valuable than arguing
about the level of poverty. It is the change in poverty that tells us whether economic
opportunities are improving or deteriorating among our most disadvantaged citi-
zens.

The modern poverty measure proposed by the National Academy of Sciences panel
reflects the best consensus about how to improve poverty measurement in the
United States. Since it was proposed, we now have over a decade of research show-
ing how this recommendation can be effectively implemented with available data.
If we want to track the well-being of America’s low-income families, and if we want
to effectively measure the effects of our antipoverty policies, then we must update
and modernize the measure of poverty in the United States. It is long past time to
make this change.
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Chairman MCDERMOTT. Thank you very much.

Dr. Levitan is the Director of Poverty Research for the New York
Center for Economic Opportunity in New York.

Dr. Levitan.

STATEMENT OF MARK LEVITAN, PH.D., DIRECTOR OF POV-
ERTY RESEARCH, NYC CENTER FOR ECONOMIC OPPOR-
TUNITY, NEW YORK, NEW YORK

Dr. LEVITAN. Chairman McDermott, Ranking Member Weller,
distinguished Members of the Committee, thank you for the oppor-
tunity to testify this morning.

My remarks will focus on two topics: first, New York City’s work
to create a new poverty measure; and secondly, our continued belief
that the Federal poverty measure must be updated along the lines
proposed by the National Academy of Sciences.

First New York. In March of 2006, Mayor Michael Bloomberg es-
tablished a commission for economic opportunity. The commission
was charged with the task of crafting a set of initiatives aimed at
reducing poverty in New York City.

In the course of their work, its members came to regard the cur-
rent poverty measure as an inadequate guide for understanding
the level of economic deprivation in New York, assessing the effects
of current policy, or forecasting the potential impact of new policy
initiatives they might propose. The commission concluded that
along with programmatic initiatives to reduce poverty, the city also
needed improved tools that measure it.

The Mayor embraced this recommendation, and poverty meas-
urement became one of the projects initiated by the City of New
York Center for Economic Opportunity. Over the past year the city
has developed a poverty measure that adopts the National Acad-
emy of Sciences’ recommendations and makes use of the Census
Bureau’s American Community Survey.

Compared against the current measure which only measures pre-
tax cash income, the CEO poverty measure captures a fuller array
of the resources available to low-income families. These include tax
credits, nutritional assistance, and housing subsidies. That is es-
sential for understanding poverty.

Our measure also places those resources in the context of New
York’s high cost of living and the need to pay for child and health
care. That is essential to understanding the adequacy of our anti-
poverty efforts.

Under our new measure, the New York City poverty rate for
2006 is 23 percent. The corresponding rate for using the official
methodology is 18.9 percent. That is an attention getting dif-
ference, but it only becomes meaningful as we sift through the de-
tails to locate how and why the change in methodology affects spe-
cific groups.

One of the most striking results from our work is that the pov-
erty rate for elderly New Yorkers rises from 18.1 percent under the
official measure to 32 percent under the CEO measure. The poverty
rate for children, in contrast, hardly changes. It is 27.2 percent
under the official measure and 26.6 percent under our alternative.
Digging deeper, we find that the poverty rate for children living in
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single-parent families is considerably lower with our measure than
under the official one, 41.6 percent compared to 44.4 percent.

What these results are telling us is that even in the context of
a more realistic poverty threshold, public programs, specifically the
formerly uncounted tax credits, nutritional subsidies, and housing
assistance are lifting some children out of poverty in ways that
could not be seen under a measure that did not count these re-
sources. Our work also suggests that medical out of pocket spend-
ing is a considerable burden to low-income seniors.

Findings like these will serve a variety of purposes. Most impor-
tantly, they will inform strategic planning by agencies across city
government. We look forward to sharing the work we have done
with other cities.

However, it would be a mistake for the Federal Government to
stand aside in the hope that local action can fill the need to change
the Nation’s Federal poverty measure. First of all, it is not prac-
tical. Very few local governments have the resources available to
the City of New York. Secondly, even if a number of States or local-
ities develop new measures, the result will inevitably lead to a va-
riety of different approaches, and this will make comparisons be-
tween them confusing to the public and to policy makers.

Even among researchers that closely identify with the National
Academy of Sciences’ recommendations, there are different ap-
proaches to issues such as accounting for healthcare, child care
needs, and the valuation of home ownership, and subsidized hous-
ing. We would be pleased if everyone agreed with our decisions
about these issues but we cannot create a standard for the Nation.
Providing resources to local government and setting national stand-
ards are a fundamental responsibility of the Federal Government.

To conclude, the City of New York urges Congress to take actions
needed to improve the Nation’s measure of poverty. We believe the
direction taken by the draft legislation entitled the Measuring
American Poverty Act of 2008 would be an important step forward.
We would be pleased to offer our experience in any way that can
be helpful, but to underscore my earlier remark, local efforts can-
not substitute for Federal action.

Thank you.

[The prepared statement of Mr. Levitan follows:]

Statement of Mark Levitan, Ph.D., Director of Poverty Research, NYC
Center for Economic Opportunity, New York, New York

Chairman McDermott, Ranking Member Weller and distinguished members of the
Committee, I am Mark Levitan, Director of Poverty Research for the City of New
York’s Center for Economic Opportunity. Thank you for the opportunity to offer tes-
timony on behalf of the City of New York.

My remarks will address three questions:

e Why did the City create an alternative to the Census Bureau’s official poverty
measure for New York?

e Why did New York follow the alternative recommended by the National Acad-
emy of Sciences Panel on Poverty and Family Assistance?

e And finally, what are the implications of our project for improving the federal
poverty measure?

WHY A NEW MEASURE

In March of 2006, Mayor Michael Bloomberg established a Commission for Eco-
nomic Opportunity. The Commission was charged with the task of crafting a set of
new initiatives aimed at reducing poverty in New York City. In the course of their
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work its members grew increasingly frustrated with the data and conceptual tools
at their disposal. They came to regard them as inadequate guides for understanding
the level of economic deprivation in New York, assessing the effect of current public
policy, and forecasting the potential impact of new policy initiatives on the City’s
low-income population. The Commission concluded that, along with programmatic
innovations to reduce poverty, the City needed to improve the tools that measure
it.

The Mayor shared the Commission’s frustration and endorsed their recommenda-
tion, and poverty measurement became one of the new projects initiated by the City
of New York’s Center for Economic Opportunity (CEO). We began by reviewing the
current poverty measure, developing a sense of its shortcomings and establishing a
set of criteria for an alternative. Then we began to look at specific measurement
options. We concluded that the City should base its alternative poverty measure on
a set of recommendations that, at the request of Congress, had been developed by
the National Academy of Sciences’ (NAS) Panel on Poverty and Family Assistance.!

Over the past year the staff of the Center for Economic Opportunity has worked
to create a measure of poverty that implements the NAS Panel’s alternative. On
July 13, 2008, Mayor Bloomberg announced some of our initial findings, discussed
in more detail below.

We believe we have developed a better tool for understanding poverty and anti-
poverty policy in New York City. We hope that other localities move in a similar
direction. But the reason I am before you today is because we believe that our ef-
forts are no substitute for a change in the way that the Federal Government’s sta-
tistical agencies measure poverty.

Shortcomings of the Current Measure

The Census Bureau measures poverty by comparing a family’s total pre-tax cash
income against a set of thresholds (the poverty lines) that vary by family size and
composition. Income is defined as cash received from any source. This includes earn-
ings, investments, pensions, and insurance, as well as government transfers such
as social security and means-tested assistance, as long as they take the form of
cash. The threshold levels rise as the number of family members grows. For exam-

le, the 2006 Census threshold for a family of one adult and two children was
§16,227, while for a two-adult, two-child family it stood at $20,444.2 If a family’s
income falls below the threshold, each of the family members is classified as poor.
The poverty rate is the proportion of the total population that is living in families
with incomes below the poverty line.3

The apparent simplicity of this measure—a straightforward definition of resources
and a yardstick against which they are measured—masks a number of significant
deficiencies. As a recent review aptly concluded, “The United States got itself the
worst of all worlds—an increasingly mean measure of poverty that also suggested
that U.S. social programs were not making a difference when they were.”*

Limitations of the resource measure

Pre-tax cash income is an increasingly incomplete indicator of the resources a
family may use to attain an acceptable standard of living. Income is taxed and the
portion that goes to government reduces what is available to families. But govern-
ment also uses refundable tax credits (such as the Earned Income Tax Credit) to
supplement family income. Cash income also fails to account for the effect that
“near-cash” benefit programs have on living standards. Food Stamps or Section 8
housing vouchers, for example, are used as if they were money by low-income fami-
lies to meet their nutritional and shelter needs. They free recipients’ cash income
for other necessities such as clothing or transportation. Tax credits and near-cash
benefits are an increasing share of government anti-poverty expenditures; Federal
spending on Food Stamps, housing subsidies, and the Earned Income Tax Credit,
for example, each dwarfs expenditures for traditional cash assistance.5 As a result,
ever more of what government does to provide support to low-income families is un-
counted by the Census Bureau’s poverty measure.

1National Research Council, Panel on Poverty and Family Assistance. Measuring Poverty: A
New Approach. Constance F. Citro and Robert T. Michael, eds. Washington, DC: National Acad-
emy Press, 1995.

2U.S. Census Bureau, Poverty Thresholds 2006.

3 A more detailed explanation for how the Census Bureau measures poverty is available at:
http://www.census.gov/hhes/www/poverty/povdef. html

4 Glennerster, Howard. “United States Poverty Studies and Poverty Measurement: The Past
Twenty-Five Years,” Social Science Review, March 2002.

5U.S. Bureau of the Census. Statistical Abstract. 2007.
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Limitations of the threshold concept

The Census Bureau’s income thresholds are problematic in different ways. They
are based on work done in the early and mid 1960s for the Social Security Adminis-
tration and reflect spending levels specified in the U.S. Department of Agriculture’s
“Economy Food Plan,” a diet for “temporary or emergency use when funds are low.”
Because the survey data available at that time indicated that families typically
spent a third of their income on food, the thresholds were set at three times the
cost of the food plan. With the exception of some minor revisions, the only change
in the thresholds since they were officially adopted in 1969 is that the Census Bu-
reau updates them annually by the change in the Consumer Price Index.6

More than four decades later, these poverty thresholds have become an anachro-
nism. First, they no longer reflect spending patterns. Food now accounts for little
more than one-eighth of family expenditures. Also, housing is the largest major item
in a typical family’s budget, representing nearly one-third of total spending.?

Another of the thresholds’ shortcomings is that they are uniform across the na-
tion. The poverty line that defines who is poor in New York City is the same poverty
line that applies in rural Mississippi. The need to account for differences in living
costs across the nation is an obvious concern in New York City, where high housing
costs (at 2.6 times those in Carroll County, Mississippi) put a tight squeeze on fam-
ily budgets.8

A third issue concerning the thresholds is their declining value relative to the in-
come level enjoyed by American families in the economic mainstream. Because they
are only adjusted to reflect the rising cost of living, the poverty lines take no ac-
count of the rise in the standard of living. When first introduced, the poverty line
for a family of four equaled roughly fifty percent of median income for a family of
that size. Today this threshold is less than thirty percent of that median.®

A frozen-in-time measure fails to recognize that what is considered an adequate
standard of income always reflects social norms at a particular time and place. Ex-
pert estimates of income adequacy levels, as well as public opinion as to what con-
stitutes enough income to “get by,” increase at roughly the same pace as increases
in median family income.l® What the experts and the public understand is poverty’s
social dimension. Poverty entails not only an inability to obtain a physiologically
minimum level of consumption, such as enough food to avoid malnutrition, but also
the inability to obtain a level of consumption that allows people to fulfill the social
roles customary to children or adults in a modern society. As incomes grow for most
American families, and as society becomes wealthier and more technologically com-
plex, the resources required to be successful at school or the workplace, to be an
able parent or an informed citizen rises.

Criteria for an Alternative

CEO reviewed a wide variety of alternative approaches to measuring poverty. Our
thinking was guided by several criteria.

1. The new measure should be easily understood by the “non-expert” public. This
suggested that rather than a radical departure from the familiar, if flawed, of-
ficial measure, a new approach should maintain its structure (economic re-
sources measured against a set of thresholds that are derived from expendi-
tures on necessities), but seek to improve its component parts. Specifically the
new measure should:

A. Provide a more complete measure of resources.

B. Employ thresholds that reflect differences in living costs across the country
and are updated in a manner that takes account of the long-term rise in liv-
ing standards.

6 Fisher, Gordon. “The Development and History of the Poverty Thresholds” Social Security
Bulletin Vol. 55 No. 4., 1992. Available at www.ssa.gov/history/fisheronpoverty.html.

7Family expenditure shares are computed for a consumer unit consisting of a husband and
wife with children from data in “Consumer Expenditures in 2005.” U.S. Department of Labor,
Bureau of Labor Statistics, Report 998, April 2007.

8This is the ratio of the U.S. Department of Housing and Urban Development’s Fair Market
Rents for 2007.

9Ziliak, James. “Understanding Poverty Rates and Gaps: Concepts, Trends, and Challenges.”
Foundations and Trends in Microeconomics. 1 (3), 2006.

10 Figher, Gordon. “Is There Such a Thing as an Absolute Poverty Line Over Time? Evidence
from the United States, Britain, Canada, and Australia on the Income Elasticity of the Poverty
Line.” U.S. Bureau of the Census. Poverty Measurement Working Papers, August 1995. Avail-
able at www.census.gov/hhes/www/povmeas/papers/elastap4.html. Blank, Rebecca M. 2008.
“How to Improve Poverty Measurement in the United States.” Journal of Policy Analysis and
Management. Vol. 27(2) Spring.
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C. Provide a poverty rate, a count of what fraction of the city’s or nation’s popu-
lation is living below the poverty line.

The new measure should be grounded in a substantial body of research and
should be supported by experts in the field. Poverty measurement is a con-
troversial topic. The credibility of a “CEO poverty measure” would rest, in part,
on the degree to which it is based on research by, and consensus among, expert
analysts.

. The new measure should be a better tool for policymaking. The call for new

measures of poverty came out of the frustrations experienced by people who
wanted to design policies that address it. CEO put a premium on the extent
to which a new measure could capture the impact of public policy.

A new measure should be practicable, that is, the City must be able to turn
a better idea into an annual measure and do so at a reasonable cost.

WHY THE CITY CHOSE THE NAS METHODOLOGY

CEO concluded that it should base its alternative poverty measure on a set of rec-
ommendations that, at the request of Congress, had been developed by the National
Academy of Sciences’ (NAS) Panel on Poverty and Family Assistance.l! While the
Federal Government has yet to adopt these recommendations (except on an experi-
mental basis), they have received extensive scrutiny by government researchers and
university-based scholars.12 The NAS methodology is widely regarded as a far supe-
rior measure of poverty compared with the official measure. (A side-by-side compari-
son of the official and NAS recommended measure is provided in Figure One).

The NAS Panel’s recommendations in brief

1.

Changes to the poverty threshold: The NAS panel recommended that the pov-
erty thresholds reflect the amount a family needs for food, clothing, shelter,
and utilities, rather than the costs of just one basic need. Specifically, the
threshold should be set to equal roughly 80 percent of median family expendi-
tures on this market basket of necessities, plus “a little more” for other neces-
sities. The panel proposed that these thresholds be updated annually by the
change in median family expenditures, ensuring that over time the poverty line
reflected the long-term rise in the nation’s standard of living. In addition, the
NAS suggested that the thresholds be adjusted geographically to reflect dif-
ferences in the cost of living across the U.S.

. Changes to the definition of resources: The NAS panel suggested that a much

more inclusive definition of family resources be used for comparison to the new
thresholds. In addition to cash income, the resource measure should account
for the effect of tax liabilities and credits, along with the cash value of “near-
cash” benefits. The panel also recommended that resources should be adjusted
to reflect necessary work expenses such as commuting costs and child care. Fi-
nally, the panel proposed that medical out-of-pocket expenses should also be
subtracted from income, because what a family must spend to maintain its
health is unavailable for purchasing other necessities.

FIGURE ONE: COMPARISON OF POVERTY MEASURES

CURRENT POVERTY N OF SCIENOSS REC
MEASURE -
OMMENDATION

Established in the mid-
1960s at three times the
cost of “Economy Food
Plan.”

Equal to roughly 80% of
median family expendi-
tures on food, clothing,
shelter and utilities,
plus “a little more” for
misc. items.

11 National Research Council, Panel on Poverty and Family Assistance. Measuring Poverty: A
New Approach. Constance F. Citro and Robert T. Michael, eds. Washington, DC: National Acad-
emy Press, 1995.

12 Much of this research is available at http:/www.census.gov/hhes/www/povmeas/nas.html.
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FIGURE ONE: COMPARISON OF POVERTY MEASURES—Continued

CURRENT POVERTY
MEASURE

NATIONAL ACADEMY
OF SCIENCES REC-
OMMENDATION

THRESHOLD

Adjust annually by
change in Consumer
Price Index.

Adjust annually by

change in median fam-
ily expenditures for the
items in the threshold.

No geographic adjust-
ment.

Adjust geographically
using differences in

housing costs.

Total family after-tax
income.

Include the value of
near-cash, in-kind bene-
fits such as Food
Stamps.

RESOURCES Subtract work-related
expenses such as child
care and transportation

costs.

Total family pre-tax
cash income.

Subtract medical out-of-
pocket expenses.

WHAT HAVE WE LEARNED FROM OUR WORK?

Over the past year the City has developed a poverty measure that adopts the NAS
recommendations to the Census Bureau’s American Community Survey. Mayor
Bloomberg announced some of our results on July 13, 2008. The CEO poverty meas-
ure captures a fuller array of the resources available to low-income families as they
strive to meet their basic needs. That is essential to understanding poverty. It also
places those resources in the context of New York’s high cost of living. And that is
essential to understanding the adequacy of our anti-poverty efforts.

Using a geographically-adjusted threshold that equals $26,318 for a family of two
adults and two children and a more comprehensive definition of income, we find
that under our new measure, the New York City poverty rate for 2006 is 23.0 per-
cent.13 The corresponding rate using the official methodology is 18.9 percent.14 That
is an attention-getting difference, but it becomes truly meaningful as we sift
through the details to locate how the change in methodology affects specific groups
within the City. (See Table One).

Table One: Comparison of Poverty Rates,

Using CEO and Official Methods

(Numbers are percent of group in poverty.)

Percentage
CEO OFFICIAL Point Dif-
ference
NYC Total 23.0 18.9 4.1
By Age Group
Under 18 26.6 27.2 -0.6
18 thru 64 20.0 14.5 5.5
65 & up 32.0 18.1 13.9

Children (under 18), by Family Type

13Following the NAS recommendations our income measure includes the effect of taxation,
adds the value of nutritional and housing assistance, and subtracts work-related and medical
out-of-pocket expenses.

14This is lower than the 19.2 percent rate reported by the Census Bureau because we must
exclude people living in group quarters in our measure.
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Using CEO and Official Methods—Continued

(Numbers are percent of group in poverty.)

Percentage
CEO OFFICIAL Point Dif-
ference
Two parents 17.2 16.5 0.7
One parent 41.6 44.4 —-2.8

Source: CEO tabulations from the American Community Survey, 2006.

One of the most striking results from our work is that the poverty rate for elderly
New Yorkers (persons 65 and older) changes from 18.1 percent under the official
Census measure to 32.0 percent under the CEO measure. The poverty rate for chil-
dren, in contrast, hardly changes; it is 27.2 percent under the official measure and
26.6 percent under our alternative. Digging deeper, we find that the poverty rate
for children living in single parent families is considerably lower with our measure
than under the official one, 41.6 percent compared to 44.4 percent. What these re-
sults are telling us is that, even in the context of a more realistic poverty threshold,
public programs—specifically the formerly uncounted tax credits, nutritional sub-
sidies, and housing assistance—are lifting some children out of poverty in ways that
could not be seen under a measure that did not count these resources. The results
also suggest that medical out-of-pocket spending is a considerable burden to low-in-
come seniors.

Findings like these will serve a variety of purposes; most importantly, they will
inform strategic planning by agencies across City government. Further reports that
track changes in poverty rates over time will increase the usefulness of our work.

Some might conclude that the lesson from our experience is that the Federal Gov-
ernment should stand aside and let local governments develop poverty measures
that address local priorities. The City believes that this would be a grievous mis-
take.

First, it is not practical. Few local governments have the resources available to
the City of New York. Secondly, even if a number of states or localities develop new
poverty measures, the result will inevitably lead to a variety of different approaches
that will make comparisons between them confusing to the public. Even among re-
searchers that are closely identified with the National Academy of Sciences’ rec-
ommendations, there are differing approaches to issues such as accounting for
healthcare spending, childcare needs and the valuation of homeownership and sub-
sidized housing programs for low-income renters. Not everyone will agree with all
of our choices in detail, and for good reason; as we weighed the options it became
clear that there are strong arguments that could be made for a number of different
approaches.

We would be pleased if everyone agreed with our decisions about these issues. But
while we in the City of New York are eager to share our work and encourage other
local efforts, we can not create a standard methodology for the nation. Providing re-
sources to local governments and setting national standards are a fundamental re-
sponsibility of the Federal Government.

I would include another task for the Federal statistical agencies, one that is not
yet been addressed, to my knowledge, by any proposed legislation. The expertise of
the Census Bureau and other statistical agencies is needed to improve the useful-
ness of the American Community Survey (ACS) in measuring poverty. The survey
is the Census Bureau product for measuring socio-economic conditions at a local
level. The size of the sample in the Bureau’s other surveys, such as the Current
Population Survey or the Survey of Income and Program Participation, precludes
their provision of local-level data. Increasing the sample for these surveys enough
to allow representative local-area data that could be issued on an annual basis is
impractical.

Unfortunately, the ACS did not exist when the NAS Panel was developing its rec-
ommendations, and it was not designed to generate a measure of poverty consistent
with the NAS method. The Census Bureau, along with other Federal statistical
agencies, should take a number of steps that would make the ACS more useful in
this regard. Adding questions about residence in public housing, receipt of tenant-
based housing assistance, and the use of childcare would be very helpful. The survey
should also retain the question on Food Stamp receipt. Given the nature of the sur-
vey, however, the number of new questions that can be added is clearly limited.

So in addition, the Census Bureau should develop imputation techniques for use
with the American Community Survey (ACS) as it has with the Current Population
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Survey (CPS).15 This would include models that can estimate tax liabilities and
credits, medical-out-of-pocket expenses, and child care costs. Because we have em-
ployed the ACS as our principal source of data for measuring resources, we have
had some experience with this work. We were able to make good use of the esti-
mation procedures that the Census Bureau and other researchers have developed
for the Current Population Survey. I believe our work demonstrates the practicality
of this proposal. But while I am proud of what we have done in this regard, I have
no doubt that it can be improved upon.

Conclusion

The City of New York urges Congress to take the actions needed to improve upon
the Nation’s measure of poverty. We believe the direction taken in the draft legisla-
tion entitled the Measuring American Poverty Act of 2008 would be an important
step forward. We would be pleased to offer our experience in anyway that can be
helpful, but—to underscore my earlier remarks—local efforts can not substitute for
Federal action.

———

Chairman MCDERMOTT. Thank you very much for your testi-
mony.

Dr. Meyer is the McCormick Tribune Professor at the University
of Chicago.

Dr. Meyer.

STATEMENT OF BRUCE D. MEYER, PH.D.,, MCCORMICK TRIB-
UNE PROFESSOR, HARRIS SCHOOL OF PUBLIC POLICY
STUDIES, UNIVERSITY OF CHICAGO, CHICAGO, ILLINOIS

Dr. MEYER. Chairman McDermott, Ranking Member Weller,
and distinguished Members of the Committee, thank you for the
chance to talk to you about measuring poverty.!

I have seven observations. Before making them, I want to em-
phasize that each of them concerns how we measure poverty for
the purposes of assessing poverty reduction and economic perform-
ance. The issue of eligibility determination for receipt of govern-
ment programs and the allocation of Federal funds are fundamen-
tally different issues.

One way to ensure that we have a flawed measure for the pur-
poses of assessing poverty reduction and economic performance is
to restrict ourselves to a measure that we will also use to deter-
mine program eligibility. Since program eligibility requires univer-
sally available information and simple rules, such a restriction
would limit us unnecessarily.

First, our official poverty measure ignores many of the main
antipoverty efforts of the last 30 years. A clear example of the
weakness of the official measure is that the EITC lifted 3.7 million
people above the poverty line in 2005, yet it did not affect our offi-
cial poverty measure.

Secondly, the thresholds to which pre-tax money income is com-
pared are updated annually to account for inflation using the con-
sumer price index, or CPI. However, the CPI sharply overstates in-
flation. These biases accumulate over time, so that over a decade
or more the bias has a substantial effect on poverty rates, more
than 3 percentage points over the last 25 years.

15 An explanation of much of this work is provided in Short, Kathleen, Thesia Garner, David
Johnson, and Patricia Doyle, Experimental Poverty Measures: 1990 to 1997, U.S. Bureau of the
Census. 1999.

1McCormick Tribune Professor, Harris School of Public Policy Studies, University of Chicago.
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Thirdly, an absolute poverty measure avoids one layer of subjec-
tivity that is inherent in a relative poverty measure like that pro-
posed. With a relative poverty measure there is an additional ele-
ment of arbitrariness in that one must choose how the thresholds
change in real terms each year. A relative poverty measure also
has a peculiar and unattractive property: income could rise for ev-
eryone, yet relative poverty could go up also.

Fourth, we should from time to time set new goals for poverty
reduction. As has been emphasized, we are using the same meas-
ure that was devised almost 50 years ago. As was previously men-
tioned, despite how we officially describe the measure, the thresh-
olds have risen in real terms because of bias in the CPI. We would
hope that a true absolute poverty rate would fall over time with
economic growth and the success of antipoverty programs.

Thus, periodically we may want to raise the cut off for an abso-
lute poverty measure and set new poverty reduction goals. If
thresholds are raised explicitly every decade or two, that is more
transparent than a complicated annual adjustment.

Fifth, consumption itself is a better measure of resources avail-
able for consumption than after tax, post-transfer income. Con-
sumption reflects lifetime income and wealth and thus better cap-
tures the long-term prospects of a family than 1 year’s income.
Consumption is more likely to capture the effects of saving and dis-
saving, the ownership of durable goods like houses and cars, and
access to credit. Consumption is also more likely to reflect private
and government transfers. Consumption seems to be better meas-
ured than income for those with fewer resources. Underreporting of
transfer income is very pronounced and is rising in survey data
sets.

Sixth, what it means to be poor when poverty is defined by the
current official standard has changed over time. This situation is
true despite the official poverty rate in 1970 and 2005 being exactly
the same, 12.6 percent.

As has been previously mentioned, President Reagan quipped
that we fought a war on poverty and poverty won. There are plenty
of statistics that disagree with that statement by Reagan, but our
official poverty measure is not one of them. For example, in 1972,
54 percent of the officially poor owned a car compared to 70 percent
today. In 1972, 6 percent of the poor had central air conditioning.
1\}Ilow 38 percent do. Table 1 in my testimony is full of statistics like
this.

Seventh and last, in understanding poverty and policy, it matters
whether or not you use a better measure of poverty. The effects of
tax policy on poverty are evident in my Figure 4 in my testimony,
which compares the pre-tax and post-tax poverty rate over the last
30 years. One can see that the 1981 and 1982 tax acts were not
particularly favorable to the poor. On the other hand the 1986 tax
act and the 1990 and 1993 budget agreements reduced poverty.
You would not see that with the official measure.

The extent of progress against poverty for various populations is
also different depending on whether one measures poverty with
consumption or income. Looking at Table 2 in my testimony, you
can see that using a poverty measure that uses consumption to
measure poverty shows that poverty declined much more since
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1980 for single-parent families and the aged than you would see
with income poverty. On the other hand, progress against poverty
has been less successful for married couples with children.

This type of information is essential in understanding anti-
poverty policies and designing better policies for the poor. I am
hopeful that in the future we will officially report multiple poverty
measures not tied to program eligibility, including consumption
measures and income measures that incorporate in-kind transfers
and taxes.

Absolute poverty measures are an important part of this pack-
age, with thresholds periodically but infrequently revised. Such
poverty measures would ensure that better information is widely
available to assess the operation of the economy and design policies
for the poor.

Thank you.

[The prepared statement of Mr. Meyer follows:]

Statement of Bruce D. Meyer, Ph.D., McCormick Tribune Professor, Harris
School of Public Policy Studies, University of Chicago, Chicago, Illinois

Chairman McDermott, Ranking Member Weller, and distinguished members of
the Committee, I appreciate the opportunity to talk to you today about the measure-
ment of poverty in the United States.

By now you will have been reminded of the many deficiencies of our current pov-
erty measure. In commenting on these deficiencies and considering alternative
measures, I would like to make seven observations. Prior to stating these observa-
tions, I want to emphasize that each of them concerns how we measure poverty for
the purpose of assessing poverty reduction and economic performance. The issue of
eligibility determination for receipt of government programs and the allocation of
federal funds are fundamentally different issues. One way to insure that we have
a flawed measure of poverty for the purposes of assessing poverty reduction and eco-
nomic performance is to restrict ourselves to a measure that we will also use to de-
termine program eligibility. Since program eligibility requires universally available
information and simple rules, such a restriction would limit us unnecessarily.

First, our official poverty measure ignores many of the main anti-poverty efforts
of the past thirty years. These anti-poverty efforts include the Food Stamp Program,
the Earned Income Tax Credit (EITC), Medicaid, and Housing Assistance. This
omission violates the basic principle that the measure of resources available to a
household should include all resources available for consumption. This omission also
violates common sense. A clear example of the weakness of the official measure is
that the EITC lifted 3.7 million people above the poverty line in 2005, yet it did
not affect the official poverty measure.2

Other deficiencies of the official poverty measure include a price adjustment that
overcompensates for inflation, a definition of the family that is not based on who
in the household shares resources, an adjustment for family size and composition
with unattractive features, and no adjustment for geographic differences in living
costs. I will discuss price adjustment at length and the family definition briefly.

Secondly, the thresholds to which pre-tax money income is compared are updated
annually to account for inflation using the Consumer Price Index (CPI-U). However,
the CPI-U sharply overstates inflation. While described in Census publications as
thresholds that are in constant dollars, i.e. ones that compensate for changes in the
purchasing power of a dollar, the thresholds rise considerably faster than inflation,
leading more people to be below the line. These biases accumulate over time, so over
a decade or more the bias has a substantial effect on poverty rates.

The Boskin Commission, a group of eminent economists appointed by the Senate
Finance Committee, issued a report in 1996 on the extent of CPI bias.3 They con-

2Bruce D. Meyer, 2007, “The U.S. Earned Income Tax Credit, its Effects, and Possible Re-
forms, Swedish Economic Policy Review 14.

3 Michael Boskin et al., 1996, “Toward a More Accurate Measure of the Cost of Living” Final
Report to the Senate Finance Committee. In describing the bias, four types of biases in the CPI-
U are commonly emphasized: substitution bias, outlet bias, quality bias, and new product bias.
Substitution bias refers to the bias in the use of a fixed market basket when people substitute

Continued
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cluded that the annual bias in the CPI-U was 1.1 percentage points per year at the
time of the report, but 1.3 percentage points prior to 1996. While there are criti-
cisms of the Boskin Commission, there is little evidence that they overstated the
bias.# Some commentators suggest that the commission understated the bias.5 The
Commission itself argued that the estimates were on the “conservative” side and
tended to understate the bias.®

The Bureau of Labor Statistics (BLS), which has the unenviable job of con-
structing the CPI, has changed its methods since 1996 to eliminate about one-third
of the earlier bias in the price adjustment. The BLS has applied these new methods
going backward in time to provide an improved price index (the CPI-U-RS), but his-
torical official poverty statistics are not revised based on such improvements. Even
after recent improvements, outside experts have concluded that a bias of 0.8 per-
centage points per year remains in the CPI-U.7

One can see in Figure 1 how important the inflation adjustment to the thresholds
is for poverty measurement. Since 1980, after-tax poverty falls by more than an ad-
ditional three percentage points when using a price index that accounts for the bias
in the CPI-U.

away from high relative price items. Outlet bias refers to the inadequate accounting for the
movement of purchases toward low price discount or big box stores. For example, the BLS dis-
regards the low prices in big box stores, assuming that the lower prices are offset by worse serv-
ice. The shift of purchases to the likes of Home Depot, Costco and Wal-Mart shows how con-
sumers view this choice. Quality bias refers to inadequate adjustments for the quality improve-
ments in products over time, while new product bias refers to the omission or long delay in the
incorporation of new products into the CPI. For example, the BLS did not include cellular
phones in the CPI until 15 years after their introduction in the U.S.

4For summaries see Ernst R. Berndt, 2006, “The Boskin Commission Report After a Decade:
After-life or Requiem?” International Productivity Monitor 12: 61-73; Robert J. Gordon, 2006,
“The Boskin Commission Report: A Retrospective One Decade Later,” NBER Working Paper No.
12311; David S. Johnson, Stephen B. Reed and Kenneth J. Stewart, 2006, “Price Measurement
in the United States: a Decade After the Boskin Report,” Monthly Labor Review 129:10-19.

5Jerry Hausman, 2003, “Sources of Bias and Solutions to Bias in the Consumer Price Index,”
Journal of Economic Perspectives 17(1):23-44.

6Boskin et al. (1996), Section VI; Hausman (2003); and Gordon (2006), p. 13.

7Berndt (2006) reports that when polled, the individual Boskin Committee members’ esti-
mates for the bias remaining in 2000 was 0.73 to 0.9 percentage points per year. Also see Gor-
don (2006).
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Figure 1: Income Poverty Rates using Different Price Indices, 1980-2005
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Thirdly, an absolute poverty measure avoids one layer of subjectivity that is in-
herent in a relative poverty measure. The choice between an absolute poverty stand-
ard and a relative poverty standard is a value judgment. Both approaches rely on
thresholds that must be chosen subjectively. But, with an absolute poverty measure,
once one chooses initial thresholds, the only adjustment over time is for inflation.
With a relative poverty measure, there is an additional element of arbitrariness, in
that one must choose how the thresholds change in real terms each year.

Relative poverty measures are in essence inequality measures. Some will argue
that we should keep poverty and inequality separate because they are separate
ideas. The Census Bureau already reports many inequality measures in a separate
section of the same annual report that also includes the official poverty measure.
These measures include percentiles of the distribution, shares of income received by
different parts of the income distribution, and summary measures including the
Gini index.8

From the standpoint of understanding the material circumstances of the popu-
lation, it is useful to know the share of people who are below an unchanging abso-
lute standard, i.e. an absolute poverty measure. Such a measure is clear and easy
to understand. A relative measure keeps adjusting the standard for overcoming pov-
erty, making understanding what it captures much more difficult.

The most common type of relative poverty measures sets the thresholds as a given
percentage of median income or consumption. Such a relative measure has some un-
desirable properties. The recent experience of Ireland with a relative poverty meas-
ure is instructive. Ireland grew rapidly in recent years with real growth in incomes
throughout the distribution including the bottom. However, because the middle grew
a bit faster than the bottom, a relative poverty measure shows an increase in pov-
erty. Thus, we have a situation of nearly everyone being better off, but poverty

8U.S. Census Bureau, 2007, “Income, Poverty, and Health Insurance Coverage in the United
States: 2006,” Current Population Reports, Series P60-233, August.



60

nonetheless rising.? Another troubling example is a recession during which median
income or consumption falls. A relative poverty measure might very well say that
poverty was reduced in such a situation, even when absolute deprivation rose. The
choice between an absolute and a relative poverty measure is a question of judg-
ment, unlike the decision about what to include in household resources and the
price adjustment, which have a firm scientific basis.

Fourth, we should from time to time set new goals for poverty reduction. We are
using the same measure that was devised almost fifty years ago. Though, as pre-
viously mentioned, despite how we officially describe the measure, the thresholds
have risen in real terms because of CPI-bias. Nevertheless, we hope that a true ab-
solute poverty rate would fall over time with economic growth and the success of
anti-poverty programs. Thus, periodically we may want to raise the cutoff for an ab-
solute poverty measure and set new poverty reduction goals. If thresholds are raised
explicitly every decade or two, that is more transparent than a complicated annual
adjustment.

Fifth, there are better measures of resources available for consumption than after-
tax post-transfer income. Substantial evidence suggests that consumption data pro-
vide a better indicator of well-being than income for families with few resources.
Consumption reflects lifetime income and wealth, and thus better captures the long-
term prospects of a family than one year’s income.'® Consumption is more likely to
capture the effects of saving and dissaving, the ownership of durable goods such as
houses and cars, and access to credit. Consumption is also more likely to reflect pri-
vate and government transfers.

Compared to available income data, available consumption data in the U. S. are
better suited for imputing some non-money resources, particularly those related to
housing and vehicle ownership, given the detail in the surveys.!! Furthermore, one
can exclude categories of consumption that may not directly increase well-being,
such as work expenses and medical out-of-pocket expenses.

In work with James X. Sullivan, I found that consumption is a better predictor
of well-being than income. For example, we examine measures of material hardship
or adverse family outcomes for those with very low consumption or income. These
problems are more severe for those with low consumption than for those with low
income.12

Consumption seems to be better measured than income for those with few re-
sources. Under-reporting of transfer income is very pronounced and has increased
over time. As can be seen in Figure 2, the share of AFDC/TANF dollars and Food
Stamp dollars that are reported in the Current Population Survey (the official pov-
erty source) is low and declining. While there is under-reporting of consumption, re-
ported consumption tends to exceed reported income at the bottom of the distribu-
tion. As can be seen in Figure 3, which compares Consumer Expenditure Survey re-
ported consumption to National Income Account consumption, a high share of food
at home and rent plus utilities are reported in the survey.!3 Other types of con-
sumption are reported less well, including food eaten away from home and clothing.
One can use as a poverty measure the consumption of food at home, housing includ-

9 Rebecca M. Blank, 2008, “Presidential Address: How to Improve Poverty Measurement in the
United States,” Journal of Policy Analysis and Management, 27(2): 233—254.

10David M. Cutler and Lawrence F. Katz, 1991, “Macroeconomic Performance and the Dis-
advantaged,” Brookings Papers on Economic Activity 2: 1-74; James M. Poterba, 1991, “Is the
Gasoline Tax Regressive?” In Tax Policy and the Economy 5, ed. David Bradford, 145-164, Cam-
bridge, MA: MIT Press; Daniel T. Slesnick, 1993, “Gaining Ground: Poverty in the Postwar
United States,” Journal of Political Economy 101(1): 1-38; Bruce D. Meyer and James X. Sul-
livan, 2003, “Measuring the Well-Being of the Poor Using Income and Consumption,” Journal
of Human Resources 38(S): 1180-1220; Bruce D. Meyer and James X. Sullivan, 2007, “Further
Results on Measuring the Well-Being of the Poor Using Income and Consumption,” NBER Work-
ing Paper 13413.

11For example, a reasonable estimate of housing subsidies can be computed using Consumer
Expenditure (CE) Survey data because the survey provides information on out of pocket rent
and the characteristics of the living unit including the total number of rooms, the number of
bathrooms and bedrooms, and appliances such as a washer, dryer, etc. These characteristics can
be used to impute a total rental value. In addition, for homeowners the CE Survey provides self
reported values of the rental equivalent of the home. The data also include information on make,
model and year of cars owned, allowing one to calculate the flow of consumption services from
car ownership.

12 Meyer and Sullivan (2003, 2007).

13 An important caveat is that a substantial part of the difference between the Consumer Ex-
penditure Survey and the National Income and Product Accounts totals is likely attributable
to lack of comparability between the two sources. See the discussion and references in Bruce
D. Meyer and James X. Sullivan, 2008, “Three Decades of Consumption and Income Poverty,”
Working Paper, University of Chicago.



61

ing utilities, and transportation. This measure approximates necessities, and is
measured well in the Consumer Expenditure Survey.

Figure 2: Reporting Rates for AFDC/TANF and the Food Stamp
Program, 1987-2004
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Motes: Reporting rates for each year are calculated as the ratio of the total weighted dollars
reported for each program in the CPS-ASEC/ADF divided by the respective administrative
aggregate. See Meyer, Mok, and Sullivan (2007) for sources and details.

Figure 3: Ratios of CE Expenditure Measures to Mational Aggregates, 1980-
2004
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It should be evident from these figures that one needs to pay attention to the
quality of data used in any poverty measure. While income data are easier to report
for many people than consumption data, the poor often have many irregular sources
of income that make reporting difficult. Income is also a more sensitive subject than
consumption. Overall, a larger (dollar weighted) share of consumption questions are
answered in the Consumer Expenditure Survey than income questions in the Cur-
rent Population Survey ASEC. Lastly, the unit that shares resources is identified
in the Consumer Expenditure Survey because it is asked directly. In the Current
Population Survey there are no direct questions that allow you to determine if the
resources of a cohabitor, for example, should be included. I should emphasize that
current consumption datasets do not have the geographic coverage and sample size
to measure poverty at the state and local level. Thus, consumption data cannot be
used for poverty calculations at fine geographic detail without expanding data collec-
tion.

Sixth, what it means to be poor, when poverty is defined by the current official
standard, has changed over time. This situation is true despite the official poverty
rate in 1970 and 2005 being exactly the same, 12.6 percent.14 President Reagan fa-
mously quipped that we fought a War on Poverty and poverty won. The former
Chairman of this Committee said a dozen years ago that “Government has spent
$5.3 trillion on welfare since the war on poverty began, the most expensive war in
the history of this country, and the Census Bureau tells us we have lost the war.”15
There are plenty of statistics that disagree with these statements, but our official
poverty measure is not one of them.

The official poor of today are much better off than the poor of thirty years ago.
But, this change is largely due to poverty thresholds that have risen in real terms
over time, thus including additional, better-off families. In 1972, 54 percent of the
officially poor owned a car, compared to 70 percent today.16 In 1972, 6 percent of
the poor had central air conditioning, while now 38 percent do. For single mothers
we have seen rates of leaky roofs and deficient plumbing fall sharply.1? Since 1980,
the fraction of the poor having a dishwasher has risen from 18 percent to 31 per-
cent. Similar increases have occurred in the ownership of washers, dryers and other
appliances as can be seen in Table 1.

147.S. Census Bureau (2007) p. 44.

15 House Ways and Means Committee Chairman Bill Archer’s opening comments in the debate
on the bill that became the 1996 welfare reform law (Congressional Record, 104th Cong., 1st
sess., March 21, 1995).

16 Author’s tabulations using Consumer Expenditure Survey data for 1972/1973 and 2000—
2005.

17Bruce D. Meyer and James X. Sullivan, Forthcoming, “Changes in the Consumption, In-
come, and Well-Being of Single Mother Headed Families,” American Economic Review.
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Table 1. Homeownership, Car Ownership, and Characteristics of
the Living Unit for Individuals in Poverty
1972- 1980-  1990-  2000-
1973 19589 1999 2005
(1 (2) (3 (4)

Homeownership 0364 0398 0363 0385
iZar ownership 0535 08627 0867 0695
Mumber of rooms 4801 520 5059 5080
Mumber of bedrooms 2532 2508 25638
Mumber of bathrooms 1464 1216 1315
Appliances
Stove 0976 0970 0962
MiCrowaye 0271 042 0847
Refrigerator 0985 0983 0934
Freezer 0295 0254 0232
Disposal 0157 0219 0267
Dishwasher 0184 0229 0308
Window air conditioning 0146 0220 0253 0283
Central air conditioning 0055 0154 0257 0383
Washer 0595 0595 06389
Ciryer 0390 0456 0546
Television 0614 0820 0957
Computer o1 0136 0380
Stereo 0290 0480 08625
YCR 0254 0575 0762

Motes: Data are from the CE Survey, 1972-2003. Sample includes all individual s
living in poor families using the official poverty definiion. Incomplete income

reporters are excluded. Column (2) does not include data from 1932-1954 due
lack of data availability.

Looking at a wide range of indicators of children’s living conditions including
housing conditions, air conditioning, access to a telephone and doctor visits over a
slightly earlier period, Jencks, Mayer and Swingle conclude that:

Almost all our measures suggest that low-income children’s living conditions im-
proved fairly steadily between 1969 and 1999 . . . [Olfficial child poverty statistics
do not currently provide reliable information about trends in material hardship
among American children.18

There still are millions of people suffering material deprivation including millions
of children whose long-term prospects are affected. But, if we are going to improve
on our current policies to address poverty, we may want to recognize that the nature
of poverty has changed over time. Forty years ago, one of the main food policy issues
was making sure large numbers of people received sufficient calories. Now, the main
health issue is making sure large numbers of people receive the right calories and
not too much of the wrong kind.

18 Christopher Jencks, Susan Mayer, and Joseph Swingle, 2004, “Can we Fix the Federal Pov-
erty Measure So it Provides Reliable Information About Changes in Children’s Living Condi-
tions?” Working Paper. Harvard University.
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Seventh and last, in understanding poverty and policy, it matters whether or not
you use a better measure of poverty. In pointing out how poverty measures affect
our understanding, I will focus on changes in poverty over time. We can discuss how
including or excluding various things from resources will raise or lower the current
rate. But, as others have emphasized, when one adds or subtracts something from
resources, it may call for a similar adjustment to the thresholds. The thresholds are
fundamentally subjective, one might even say arbitrary. What is more informative
is how the exclusion or inclusion of something from resources affects changes over
time in poverty rates. To facilitate such comparisons, I would urge any change to
our current official measure to adjust thresholds so that the poverty rate is the
same as the current official rate in some base year, probably the year of adoption.
We can think of the differences reported here as looking at what would have hap-
pened if we adopted a different measure in 1980 and set thresholds to make the
poverty rate the same in that initial year. This approach to assessing alternative
poverty measures was also adopted by the Joint Economic Committee Democrats in
a recent report.1?

The effects of tax policy on poverty are evident in Figure 4, which compares the
pre-tax and post-tax poverty rate over the last 30 years. One can see that the 1981
and 1982 tax acts were not particularly favorable to the poor. One can see that the
1986 tax act and the 1990 and 1993 budget agreements reduced poverty. It is also
relatively easy to see the effects of the EITC on poverty in this figure. EITC changes
were the main tax provisions affecting the poor in 1986, and the later expansions
were the bulk of the tax changes in the 1990 and 1993 budget agreements (each
of which was phased in over several years).

Figure 4: Alternative Income Poverty Rates Before and After Taxes, 1972-2005
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The extent of progress against poverty for various population groups is different
when one measures poverty with income compared to when one uses a more appro-
priate consumption measure. Looking at Table 2, one can see that using a poverty
measure that directly reflects what households are able to consume shows that pov-
erty rates have declined sharply since 1980 for single parent families and families

19 Joint Economic Committee Democrats, 2004, “Reduction in Poverty Significantly Greater in
the 1990s than Official Estimates Suggest,” Economic Policy Brief, August.
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with a head that is 65 or older. On the other hand, progress against poverty has
been less successful for married couples with children. This type of information is
essential in understanding the effects of anti-poverty policies and designing better
policies for the poor.

Table 2: Consumption and Income Poverty by Demographic Group,
1980-2005

After-Tax
Income +
Official Income  MNoncash
Foverty Ben efits Consumption
Year (1 (2) (3}
Single Parent Families
1930 0438 0.390 0.378
1990 0438 0.398 0.336
2000 0.324 0.261 0.232
2005 0.344 0.276 0.211
Change: 1980-2005 -0.094 -0.114 -0.167
Married Parent Families
1980 0.087 0.104 0.106
1990 0.094 0.109 0.119
2000 0072 0.065 0.101
2005 0.079 0.061 0.086
Change: 1980-2005 -0.008 -0.044 -0.019
Head 65 and Over
1980 0157 0.124 0.147
1930 0.121 0.090 0.030
2000 0.101 0.072 0.052
2005 0.104 0.076 0.056
Change: 1980-2005 -0.053 -0.049 -0.091

Motes: All poverty rates are at the person level. Consumption data are from the CE
Survey and income data are from the CPS-ASEC/ADF. For each series, except
official income poverty, the threshold is anchoredin 1980 forthe full sample, rather
than foreach demographic group, and is adjusted for differences infamily size using
the NAS recommend equivalence scale, and forinflation using the CPI-U-RS. After-
tax Income +N oncash Benefits includes all money income, taxes and credits, food
stamps, and CPS-imputed measures of housing and school lunch subsidies, the
fungible value of Medicaid and Medicare, andthe net retum onhome equity.

I am hopeful that we will officially report multiple poverty measures not tied to
program eligibility, including consumption measures and income measures that in-
corporate in-kind transfers and taxes. Absolute poverty measures are an important
part of this package, with thresholds periodically, but infrequently revised. Such
poverty measures would insure that better information is widely available to assess
the operation of the economy and design policies for the poor.

Thank you.

———

Chairman MCDERMOTT. Thank you for your testimony and
thank all of you for coming and sharing your expertise with us.
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I have a question and I think it is very topical, and that is the
whole question of how does something like gasoline prices or fuel
oil prices or the price of corn, because corn is now being used for
ethanol, how does that get figured into this kind of a—we have had
this sort of double shock right now where food prices have gone up
and gasoline prices have gone up—how does that impact or how
would that be figured into this standard? I open it to the panel. Dr.
Blank.

Dr. BLANK. The National Academy measure recommends that
the poverty threshold be defined based on food, shelter, and cloth-
ing, plus a little more—utilities are also in there.

So, an increase in food prices, a change in housing prices will af-
fect this. So, as fuel affects utility prices, as food prices go up, this
is going to potentially affect your threshold if you are changing it
over time. It also of course affects the resources that families have
available to them.

If more families end up going on to food stamps or if more fami-
lies end up qualifying for Medicaid because their income has fallen
in other ways, that also is going to be taken into account.

Chairman MCDERMOTT. Is the same true of the housing bubble
bursting and now prices in housing going down across the country?

Dr. BLANK. Yes, because housing has become less expensive for
lower income families.

Dr. LEVITAN. How

Chairman MCDERMOTT. Go ahead.

Dr. LEVITAN. There is another way that the cost of transpor-
tation would figure into this, because the NAS proposed that work-
related expenses, among them the cost of getting back and forth
from work, should be deducted from family resources. So, if you are
putting $60 of fuel in your tank every couple of days, it means you
have less money for the other things that your family needs.

Chairman MCDERMOTT. The regional differences. Tell me how
that works. Is it really cheaper to live some places than others? Are
you as poor if you have an X number of dollars in one place as you
do in another place?

Dr. BLANK. So, I think it is a similar question to, “Is it more
or less expensive over time as inflation occurs to live in 1 year
versus another year?” Similarly there are some areas of the coun-
try in which prices for housing, for fuel are simply quite a bit high-
er.

Mr. Levitan knows this, as anyone who lives in New York City
does. If you compare prices in New York City to prices in some
parts of rural America, you simply have very, very different situa-
tions. Taking account of that when determining whether or not a
family is poor is clearly the right way to develop your National eco-
nomic measure.

Chairman MCDERMOTT. The present measure has no reflection
of that whatsoever.

Dr. BLANK. None at all.

Chairman MCDERMOTT. So, if you are living in rural Iowa or
you are living in New York or Los Angeles or San Francisco or Se-
attle

Dr. BLANK. It is exactly the same poverty line.
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Chairman MCDERMOTT. Let me ask the other question that I
am sort of impressed that there is this large a crowd here for some-
thing as dry or seemingly unimportant as a Federal poverty line.

What difference does it make if we do or do not change it? Why
should we change it? You developed something in 1996. Has it
stood the test of time of 10 years since 19967

Dr. DANZIGER. The poverty measure is a very important na-
tional social indicator. We get the unemployment rate every month
and the GDP growth rate every quarter. Those indicators obviously
get a lot more attention, but once a year we get the poverty meas-
ure and it is the focus of interest each time the Census Report is
released.

In my testimony, I have a quote from 35 years ago from James
Tobin about the importance of the poverty measure in telling us
about how our least advantaged citizens are faring. That is why it
is important to continue to focus attention on poverty.

For the last 30 years, it has been obvious that has what hap-
pened to the average family has not happened the same at the bot-
tom and the top. It was the case from the end of World War II to
the early 1970s that “a rising tide lifts all boats.” If you heard that
GDP was growing rapidly, that unemployment rates were low, you
could assume that low wage workers were gaining and high wage
workers were gaining.

Since the 1970s, however, there is a very strong disconnect—av-
erage economic measures, such as the unemployment rate, eco-
nomic growth, GDP per capita, no longer do a good job informing
us about how those at the bottom are faring. That is why the pov-
erty measure is so important and continues to be an important so-
cial indicator.

Dr. LEVITAN. I want to say something about the practicalities
of this from the New York experience. This project began when a
group of people were asked, ‘’come up with some new ideas about
fighting poverty.” The feedback that the Mayor got from them is,
’we are not sure that we know what we are doing, because we are
working with an apparatus, with statistical methods that are igno-
rant, and you have got to come back and give us some better ideas
and better way of looking at poverty.’

So as Dr. Blank pointed out, the issue really isn’t, is it this per-
cent, is it that percent, it is looking inside and seeing things that
you didn’t see before, that you couldn’t see before using the old
measure. That is why I made a point of pointing out what happens
to children living in single-parent families.

When you sort of unpack this thing and look, you see poverty in
a different way. I think it is a more intelligent way, and it is a way
that allows people to then think about policy.

Mr. NELSON. I would like to just add my two cents.

I think the question of why so many folks are interested in this
issue probably doesn’t turn on the technical arguments about what
would be a more scientifically defensible standard. It is because
there are a lot of people in this room and millions in the country
who would like to see fewer American families unable to raise their
children successfully and would like to reduce the poverty rate.

The issue is that the kind of sustained political will and public
interest in doing that important thing for the country requires that
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we have some shared view of who is poor in this country and what
that means.

Even more important, and I will give you a specific example, is
some way of tracking our progress against that national objective
of reducing poverty.

The Casey Foundation has helped States look at the issue of the
value of a State EITC. If you talk to a Governor and a legislator
about making the difficult decision to introduce an expanded
earned income tax credit at the State level, and he or she asks you
a question, ’and if we do that and it is as effective as you think
it is, will it reduce my State’s child poverty rate,” and the answer
to that question, 'not the official child poverty rate in that State,’
and you create a real impediment to the will and energy and sense
of public return on doing the right thing.

So I think that that is why people are interested in getting this
measure right.

Chairman MCDERMOTT. Thank you. Mr. Weller will inquire.

Mr. WELLER. Thank you Mr. Chairman. I am interested in dis-
cussion, and I know we are limited in time for each of us with our
turns. Dr. Danziger, as I understand it, in the Chairman’s defini-
tion under his legislation, if a family of a certain size has less dis-
posable income in a year than two-thirds of what the median simi-
larly sized family in their area spends in a year, then they fall into
poverty. Is that correct?

Dr. DANZIGER. That is correct. In 1965, Mollie Orshansky,
working at the Social Security Administration, was a researcher
who had available data only on food consumption. That’s what she
had available. The official poverty line was developed very much
like what the NAS proposes based on food only. She said, well the
average family spends this much on food and we expect that the
poor will spend a third of their income on food.

So, the NAS measure says, we are going to look at food, clothing,
shelter, utilities, and a little more. The budget is not going to be
constrained to be only food. It is based on a broader consumption
basket of necessities.

The specific point you pick fort he poverty line, the NAS was
clear to point out, cannot be scientifically determined. The NAS
panel suggested picking a reference point in the consumption dis-
tribution based on the median family’s spending on necessities and
adding a little more, call that 15 percent. It also said that you
could use a multiplier of 20 percent.

The draft act specifies a specific number. It falls within the range
that the NAS suggested. What the panel and what I would argue
is that it is important to establish that we are going to have a mod-
ern poverty threshold, and that over time we are going to allow it
to change with changes in median spending on food, clothing, shel-
ter, and utilities.

The NAS panel actually wanted to avoid claims that it was “mov-
ing the goal posts.” The panel proposed that for 1992 the NAS
threshold be set so that the NAS measure and the official measure
would achieve the same poverty rate. Then as time passed, the offi-
cial measure would change only by the change in consumer prices
and the NAS measure would change with changes in spending on
consumption on necessities.
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Mr. WELLER. Dr. Meyer would you care to comment on this
mixing of income and spending?

Dr. MEYER. Well let me also say one thing about the question
that was just answered. One thing that is very different about this
proposal is that it would set the standard relative to consumption
of an average person, rather than an absolute standard. It would
be moving the goal posts every year so that even if people at the
bottom have their income going up, even if transfers to them are
going up, poverty could still be going up since the proposed defini-
tion is the income of people at the bottom relative to consumption
of those at the middle.

Now the proposed measure does mix consumption and income. It
uses consumption to set the standard and then compares income to
it. I think we would be better off if we just looked at consumption
as our measure of resources rather than income.

Two examples are probably useful. In the case of single mothers,
you find that they tend to get their resources from many different
sources: from government programs, from transfers, from family
and friends, and from many different jobs. Income also tends to be
underreported sharply for single mothers.

If you look in our standard surveys, including the one that we
use to calculate the official poverty measure, only about half of food
stamps and TANF benefits are reported. Therefore, if you look at
consumption, you can see that the living conditions of single moth-
ers have improved more sharply than income suggests.

Another good example is aged households. Aged households have
been much more likely over time to have a car and own a home,
and the flow of resources from car ownership, and a home, do not
count in income. Similarly, if you are drawing down savings, as the
aged population is increasingly doing to finance their retirement,
that again does not count as income. It should count as part of re-
sources that reduce poverty, because it is a resource available for
consumption.

Mr. WELLER. Dr. Levitan, you did this work on behalf of Mayor
Bloomberg, and Mayor Bloomberg like Members of Congress, we
have limited resources and we want to allocate those resources as
effectively as possible, because we want to help people that need
help. In your work looking at the definition of poverty within New
York City, your formula came up with a higher level of poverty.

From an allocation of resources, did you look at the impact that
would have on the New York City budget? What was the budgetary
impact if that were to be implemented to determine distribution of
benefits and assistance?

Dr. LEVITAN. Well we have taken the same attitude toward our
work that is embodied in the legislation from Mr. McDermott,
which is that this is a social indicator, has no direct bearing on pro-
gram eligibility or funding formulas, which are totally outside the
purview of the government of the City of New York.

So, this is a tool that we can use to better understand what we
are doing and what is working and what is not working. If we see
that the poverty rate is different under our measure when we look
at, say, the foreign born, that may tell us something about where
we need to target our outreach as we try to encourage more people
to enroll in the food stamp program. Happily, if we get more people
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in the food stamp program, our poverty measure might actually
capture it.

So, this is the kind of thing that we want to do with this meas-
ure. This is not going to have the kind of budgetary impact that
you are suggesting.

Mr. WELLER. Does anyone else want to comment on that? I re-
alize the red light is one for me, Mr. Chairman.

Dr. DANZIGER. If I could. The NAS considered this issue. Con-
gress seems to think that the current poverty measure isn’t the one
to be used because many public programs define eligibility by using
a multiplier of the poverty line. For example, Medicaid use 180 or
185 percent of the poverty line; food stamps uses 130 percent of the
poverty line.

So, there does not have to be a direct connection between a re-
vised and program eligibility requirements.

Mr. WELLER. However, you are using examples of where there
is a connection.

Dr. DANZIGER. There is not a connection to the official line in
the sense that Congress decided to use a multiple of the current
poverty line. Congress is not using 100 percent of the poverty line
to determine eligibility for these programs.

So, the hypothetical would be, let us assume you did nothing but
change the official measure from the current measure to 30 percent
above the current measure. You then might decide that since the
new official measure is the Orshansky line plus 30 percent, the
new food stamp eligibility limit should be 100 percent of the new
poverty line, not 130 percent.

The poverty definition itself does not have any direct implications
for program eligibility and need not.

Dr. BLANK. Can I say something very quickly?

Mr. WELLER. Sure.

Dr. BLANK. Very few people think we ought to stop publishing
the old official poverty line as defined by OMB, and every program
that currently ties to that line can continue to tie to that line.

There is absolutely nothing, if you develop this new measure,
that would in any way interfere with ongoing use of the OMB-de-
fined poverty line. Programs over time can decide whether they
think that is fine or whether they want to make some changes,
which is what they do anyway when they look at eligibility from
year to year.

Mr. WELLER. Well I know, Mr. Chairman, when I proposed my
legislation last year with the desire to include accurate recognition
of benefits that people received to help them with their income in
determining poverty, we were suggesting that we have a model de-
veloped that would compare the existing poverty rate and then im-
plement this even though it would not be immediately the official
poverty rate, but it would give us an idea. I do believe that, if we
change it, it is going to have a budgetary impact, and we need to
think that through as well.

Chairman MCDERMOTT. The panel is saying not necessarily a
budgetary impact. What you are about is it gives you a better view
of who it is that falls into these categories, and maybe that is

Mr. WELLER. However, income eligibility for Medicaid and other
programs is determined on where you fall within comparison to the
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poverty rate. It is going to have an impact on spending on that par-
ticular program.

Dr. BLANK. Currently those programs are tied to the OMB di-
rected line, which will continue to be calculated in exactly the way
it is, so that there is no disruption or change in any of those pro-
gram eligibility standards, unless over time a program decides to
do so. It is not obvious that they will. This is a more complicated
statistic, they may decide they want to stick with this much sim-
pler food times three updated by the CPI, I mean that

Mr. WELLER. Or Congress may decide to make that change.
Thank you.

Chairman MCDERMOTT. Mr. Stark will inquire.

Mr. STARK. I was fascinated by this, Mr. Chairman. Thank you.

I often think that it is difficult for those of us who live so com-
fortably to understand what poverty is. It is kind of remote from
our observation. I was a very young puppy when I was poor, and
I always defined poverty as the fact that I never slept alone until
I was married. That was sort of what defined it.

[Laughter.]

Mr. STARK. Then I have heard Dr. Meyer talk about this owner-
ship stuff, and where I live, in southern Maryland, I would like to
show you, Dr. Meyer, there are some homes down in southern
Maryland, I could show you a few homes where these folks, if you
look in the yard, I could count perhaps a dozen refrigerators, eight
or ten air conditioners, a whole bunch of television sets, but I think
I would give you a nickel for any of them that worked.

It seems to me that car ownership, aside from the cost of gaso-
line today can actually be a drag, and where it is a living unit
made up of more people I suspect that you get more people per car
or per air conditioning than you do otherwise.

The one question, and I hate to have the Chair get to the left
of me on this, but in other countries, and I would ask the panel
this, and I understand there are some problems with this, but they
do use relative poverty measures. A percentage of median income,
I believe. Canada does that, U.K. does that. Canada it is what, 60
percent of the median income determines poverty, anybody, is that
where we are today in

Dr. BLANK. The OECD and the EU use that. Canada, actually,
has another way in which it calculates what is called the low in-
come lines.

Mr. STARK. Based on median income or

Dr. BLANK. It is not a straightforward

Mr. STARK. What is wrong with using, aside from the fact that
now it would drop, it is kind of a moving target, but what is wrong
with using something like that as a measure of poverty? It would
be pretty easy to calculate the median income, I think. Why
couldn’t we? Anybody?

Dr. LEVITAN. I think there are two issues. One is I think it
confounds two conceptually different things, poverty and inequal-
ity. I think inequality is an enormously important issue, but that
is measuring equality. Poverty is something

Mr. STARK. Is poverty kind of inequality?

Dr. LEVITAN. Poverty is related to inequality, but poverty re-
lates to a state of material deprivation, which is related but not
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ide}rllt‘i?cal to inequality, which is your distance from the median,
right?

The other problem I would have with this approach is that you
sometimes would get some very bizarre results. So, imagine we
have a recession. Median income falls, which means the poverty
threshold falls.

Mr. STARK. At a time

Dr. LEVITAN. At a time when more families are in distress. So,
you could have a situation where, in a recession the poverty rate
is falling, and that is a very odd result for a social indicator that
is trying to measure families’ deprivation.

Mr. STARK. So, the alternative is to establish an amount of
money that you need to exist?

Dr. LEVITAN. The beauty of the NAS methodology is we are
looking at changing the measure over time by median expenditures
on necessities, and we are doing it slowly. We are talking about a
3 year moving average so we don’t get these sorts of wild gyrations
of where the poverty threshold is.

Mr. STARK. Indulge me, somebody else. These “necessities” I
think you would find some difference both on the panel and up
here and at the witness table as to what is a necessity. I can think
of people who would say poor people don’t deserve a car, it ain’t
necessary. Walk, ride a bike, take the bus. Where do we make this
determination?

Dr. BLANK. So, the necessities that are defined within the Na-
tional Academy line are food, shelter, clothing, and utilities. There
is not a car

Mr. STARK. Not healthcare. Not childcare, not work related
care.

Dr. BLANK. Some of those things are taken account of when you
look at people’s resources. On the resource side, what the National
Academy recommends, and which I strongly agree with, is that you
want to look at after tax income, taking account of in-kind benefits,
and then also subtracting off what we think are necessary expendi-
tures for work because we expect Americans to work, and out of
pocket medical expenses because we think that you aren’t better off
if you are sick and have to pay out of pocket expenses.

Mr. STARK. What do you do with child rearing? A single parent,
is that a job or is that just a

Dr. BLANK. That is part of work expenses. Work expenses is po-
tentially transportation, childcare

Mr. STARK. What if you don’t work? What if you are a single
parent with three kids and that is your full time job, how do you
count that?

Dr. BLANK. In that case, then child care is not subtracted off
income because it is not a work expense.

Mr. STARK. So that parent gets nothing for being the child care
provider, trainer

Dr. BLANK. If you are looking at the economic situation of the
family in terms of the resources they have available for disposable
income, no, your economic status is not affected if you are not
working by whether or not you care for children or not.

Mr. STARK. Thank you Mr. Chairman.

Chairman MCDERMOTT. Mr. Davis will inquire.
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Mr. DAVIS. Thank you Mr. Chairman, and this is a fascinating
topic, and I hope that the panel doesn’t conclude that the absence
of Members here means people are not deeply interested in this
issue. I hope it doesn’t mean that because I think it is an enor-
mously important subject.

Let me throw out a question and then make an observation after
that. Using the current indices, the current ways we define pov-
erty, what percentage of people, roughly, in poverty today have
been in that condition for less than 12 months?

Dr. BLANK. We don’t have, we have no official measures of that.
Of course we have only annual data on the ways basis in which we
find official poverty.

There is some other data you can look at that has less than an-
nual information in it, but one reason to go to an annual poverty
h{)lle is that you probably don’t want to look at 1 month, you prob-
ably
Mr. DAVIS. That is not the point I was making.

Honestly I am just trying to get a sense of how porous the line
is and how many people move from middle class, lower middle
class to poverty back to lower middle class back to poverty depend-
ing on fluctuations in their lives. I have seen data that indicates
that as many as 27, 28 percent of people below the line today have
been in that place for a fairly short period of time. I don’t swear
by that data but I have seen it in some contexts.

Dr. DANZIGER. I can give you a rough, ball park estimate from
memory.

There is a data set called the Panel Study of Income Dynamics,
which has followed families from 1968 to the present. You get into
an interpretation of whether the glass is half full or half empty.

If you are poor as a young person, say, let’s look at young people
25 when they have left the parental home and they are just start-
ing, and you find out that the person is poor, then the likelihood
that they will be poor again over the next 40 years is something
like 80 percent. While a lot of people move into and out of poverty,
the people who start at the bottom have a much higher likelihood
of being poor again than others who start out from a higher eco-
nomic position.

If you start with an affluent person at that age, their probability
of going into poverty is going to be something like 15 percent over
the next 40 years.

Mr. DAVIS. Well, two points. From a public policy standpoint, I
think you have two fascinating things I don’t think exist in con-
tradiction, but they do strain different sides of our politics. Your
observation is exactly right. There are a lot of people who live in
a fixed condition of poverty, and there is no question that the best
predictor for being poor is that you are poor today.

The other best predictor for being poor is that you don’t have a
high school education. The next best predictor is that you are a
drop out. The next best predictor is that you don’t have a college
education, and so on and so on.

That makes an obvious point. I don’t think you can have this
conversation without having a conversation about educational in-
equality. Two years ago, my State had a 41 percent high school
drop out rate. We improved to a 33 percent high school drop out
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rate last year and some people in my State have the nerve to cele-
brate that. The numbers are staggering. I was born in Mont-
gomery, which is the State capital, a primarily urban/suburban
city. It had a 50 percent drop out rate 3 years ago.

The second observation that I would make, I think we have to
get a handle on how debt affects this. While I don’t argue this
should be the way we measure poverty, if we measure economic
stress, one very important question is the degree to which debt con-
sumes your disposable income. If debt is consuming your disposable
income, you may be living in a half million dollar house, but if you
have two kids in the University of Alabama, then chances are if
you are living in a million dollar house they don’t qualify for finan-
cial aide.

Again, I think what we are going to have to figure out as public
policy makers is maybe how we move from the box of talking so
much about poverty and moving to a broader conversation about
economic anxiety and understand that one size doesn’t fit all.

In my final observation, limited time that I have, there are sig-
nificant regional differences. The question of persistent poverty,
people living in whole communities that face loss of jobs, poor edu-
cational systems, that does appear to be more concentrated in the
South. There are roughly 243 counties in the American South that
are classified as being in conditions of persistent poverty, which is
a combination of unemployment rate, poverty rate, and that is a
significant problem.

One new thing that I think that we have to do as a Congress is
that we have to figure out how we can better target resources to-
ward places like what we call the black belt in Alabama, the delta
in Mississippi, the Appalachian regions in West Virginia, because
when you have whole communities where foreclosure is a random
regular event, where poverty is the norm, where failing schools are
a norm, that has a cultural impact and depresses people’s expecta-
tions. It limits housing values, it means industry doesn’t come in,
and becomes a cycle that repeats itself.

So, I think we have to move away from our favorite culture
versus nature arguments and we have to move to broader con-
versations about identifying economic distress and economically
distressed communities.

Thank you Mr. Chairman.

Chairman MCDERMOTT. Mr. Weller will inquire.

Mr. WELLER. Thank you Mr. Chairman.

Under your proposal I just want to get an understanding of what
the impact would be on the poverty rate, and Dr. Blank I believe
that you are a supporter of what the Chairman is advocating with
his proposal. So, what is the current poverty rate today?

Dr. BLANK. The current poverty rate is 12.5.

Mr. WELLER. What would it be under the Chairman’s proposal,
today?

Dr. BLANK. One would have to do the exact calculation. Shel-
don, you in your testimony have some numbers from experimental
tabulations that have been run, although these are not exactly the
same as the proposal. The part of the proposal is to go to census
and tell census to use their professional judgment to make a series
of decisions about exactly how certain things get done. So,
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Mr. WELLER. Would any of the panelists be able to provide an
estimate on what the poverty level would be?

Dr. DANZIGER. I have a footnote in my written testimony refer-
ring to a 2001 census report which showed an official poverty rate
of 11.8 percent and an NAS style measure of 12 percent. However,
that report was based on analysis done 7 or 8 years ago, so I don’t
know what it would be like today. I am sure that the Census Bu-
reau experts who have been working on this topic for many years
could provide updated data comparing the official measure and the
NAS measure.

Mr. WELLER. Does anybody else on the panel have a response?

Dr. LEVITAN. Well not a precise one, but let me give you some-
thing that I think would give you a ballpark. Okay, so for 2006, the
poverty threshold, the official poverty threshold for a family of two
adults and two children was $20,444. One of the NAS style thresh-
olds that has been used that is very close to what is in the pro-
posed legislation, the national threshold, is 21,818. It is not really
a big difference.

So, you have a small upward adjustment in the threshold, but
you are also including a lot more on the resource side. So, I don’t
think that on the national level you would get a very different pov-
erty rate, which is consistent with the footnote that Dr. Danziger
just dug up for you.

Mr. WELLER. Dr. Meyer, would you like to comment?

Dr. MEYER. I think the bigger concern with an NAS type meas-
ure is not how you initially set it but the fact that it is likely to
grow over time. Especially that the poverty rate may very well
grow over time even when incomes are growing and transfers to
those at the bottom of the distribution are growing, because it is
a relative measure.

Now Dr. Levitan criticized a poverty measure that calculated the
number of people who are below some percentage of the median be-
cause that measure could very well go down in a recession. How-
ever, this NAS type measure has that same bad property, it is just
a little harder to see. If you had a recession and median consump-
tion falls, it may very well be that poverty measured NAS style
falls also.

Mr. WELLER. So, if the current rate is about 12.5 percent as Dr.
Blank stated, what would the rate be today? Do you have a projec-
tion, the way it would be under the Chairman’s formula?

Dr. MEYER. I have not done those calculations.

Mr. WELLER. I am told there is, under that 12.5 percent is
about 37 million people. Do we have a projection how many individ-
uals, how many Americans would, under the Chairman’s proposal
be designated or determined to be living in poverty?

Dr. BLANK. I think the answer to that is the same as the an-
swer to the other question.

The point about the National Academy measure is that there is
not a simple projection as to what happens to the poverty count.
There are some calculations that would reduce poverty, such as
adding in-kind income and taking account of after tax and the
EITC. There are, however, some other calculations that would push
poverty up. When you subtract off out of pocket medical expenses
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or you subtract off work expenses, that has the opposite effect and
those are off setting.

Mr. WELLER. My concern is we have people testifying in favor
of the proposal, and you have got some good ideas in the proposal
Mr. Chairman, but no one seems to be able to tell us what the im-
pact will be on the number of individuals, number of families, is
it an increase, would there be more, would there be less, and to me
that is very useful information for this Subcommittee to have.

Mr. NELSON. I think, Congressman, that it is a fair question,
but I don’t think it goes to the heart of the utility about an agree-
ment about a measure that over time people think is more credible.
I think you and your prior legislation have made arguments which
I would like to associate myself with.

If we are going to communicate to the public going forward what
the benefits and impact of public policy programs for low income
families are, we have got to measure those in the calculation of
their income and their resources. That is a critical step forward
and we are now unable to do that.

I also think that there is an equally compelling argument that
our definition of what actually constitutes being poor needs to cor-
respond more closely to what the common-sense public under-
standing of what being poor means, and I think the NAS threshold
definition comes a whole lot closer than a minimum food budget
times three to responding to that.

The real issue is not what happens to the numbers tomorrow, the
issue is whether it gives us the tool, which I would like to supple-
ment with Congressman Davis’s interest in knowing more about
the assets of low income families and the persistence of poverty
among low income families, if we had those three regularly up-
dated, accurate data, we would create a context in which Demo-
crats and Republicans and Independents, who are all committed to
reducing poverty have more common ground to hold themselves ac-
countable for policy.

Mr. WELLER. Mr. Chairman, I think these are fair questions to
ask because we have limited resources. How can we best allocate
them to help those who need help.

So, I would urge some modeling being done because I have seen
figures as much as a 15 million increase in the number of people
who would be in poverty under your formula. Of course I would
like to see some official ones, but I think it would be very useful
to have that information. So, I would encourage you Mr. Chairman.

I would also ask, Mr. Chairman, I realize there are Members
coming and going and we have another Ways and Means meeting
going on at the same time which is competing with this hearing,
but I would ask Mr. Chairman, if Members would have the oppor-
tunity to submit questions to our witnesses for the record.

Chairman MCDERMOTT. Absolutely. Everybody has five addi-
tional days to submit questions and put anything in the record

Mr. DAVIS. Mr. Chairman, would you allow each of us just a
couple of minutes, because we have a few minutes before that
Ways and Means hearing begins? Okay. Mr. Stark, did you want
to go first? I don’t want to

Mr. STARK. I was going to go in the second round.

Chairman MCDERMOTT. Mr. Stark will inquire.
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Mr. STARK. Well I wonder if the panel can help me on this. It
seems to me that, and we have three MIT graduates here, two
Ph.D.s and one bachelors degree sans laude——

[Laughter.]

Mr. STARK. Good in Latin, but that’'s——

There is something about the inefficiencies of being poor. You,
Mr. Davis touched on it. If you are suddenly unemployed, you may
borrow money at the payroll check casher or if you have got a cred-
it card, you may there. So, you can live off savings for a little while
but you just dig a deeper hole.

If you are poor and you live around Capitol Hill, you get to rip
off role ins down here but you will pay a whole hell of a lot more
I suspect for milk and sliced ham than if you can get yourself to
Sam’s Club or Wal-mart, which, if you are poor, is more difficult.
If you are poor, it is probably more difficult to buy things in quan-
tity, which would save you some money. You buy a whole turkey.

I only did this because I tried to live on food stamps once when
my wife had to do it as a thesis thing, and if we hadn’t taken wine
off the list, I might have starved to death, but it is hard. $25 a
week. That chicken got the cleaner on a Fourth of July picnic.

Do these numbers take into effect that idea that the expenses of
either acquiring assets are more expensive for poor people, there is
an inefficiency built in to trying to exist in a market if you are
poor. Is that calculated by anybody?

Dr. BLANK. So, the threshold, the poverty line that is calculated
with this National Academy measure is calculated somewhere
below the median in terms of spending on food, shelter, clothing,
utilities, and to the extent that that group of people faces consist-
ently a higher set of prices, that will show up in their expenditures.
That is I think the short answer.

Mr. STARK. So, there is some compensation in the formula that
takes this into effect, that is what you are telling me?

Dr. BLANK. To the extent that shows up in different expendi-
tures, yes. That also would show up of course with price differences
across regions potentially and it might show up somewhat in that
price adjustment.

Mr. STARK. Thank you.

Mr. DAVIS. Chairman, I will be extremely brief.

Chairman MCDERMOTT. Mr. Davis will inquire.

Mr. DAVIS. I won’t take the 5 minutes, but let me just enter an
observation because I like Mr. Weller very much and I am sorry
that he is retiring and leaving the House. I have an enormous
amount of respect for him, I sincerely mean that, but he made an
observation that I think is worthy of rebutting.

He was talking about the limited resources we have. We have
limited resources in part because we are spending $12 billion a
month in Iraq. We have limited resources in part because we have
substantially reduced income tax rates for people who are excep-
tionally well-heeled in this country. The average reduction of their
tax burden is $104,000 a year, and that is for people who are mak-
ing over $1 million.

Ultimately, I just finished reading a wonderful book I would rec-
ommend to a lot of people in the room called “The Last Campaign”,
about Robert Kennedy’s valiant 85 day effort ended by Sirhan Sir-
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han in California in 1968, and it talks about Senator Kennedy’s
last campaign, and he talked way before the issue was fashionable
about sustained Federal efforts to reduce poverty.

He believed the question was not one of resources, frankly, he be-
lieved it was one of political will. I think that is the really relevant
part of this conversation.

How do we build the political will in this country to be as zealous
about reducing poverty as we were 5 years ago about promoting de-
mocracy in Iraq and the Middle East? How do we build the political
will to be as zealous about reducing poverty and the bite of poverty
in this country as we have been about offering the political climate
in other countries around the world?

That is not a resources question ultimately. It is a question of
what we want to do.

Did you want to speak to that Dr. Blank?

Dr. BLANK. Only to say that I agree completely.

[Laughter.]

Dr. DANZIGER. I also agree. I am reminded of the quote which
we heard in two of the testimonies, the Ronald Reagan quote about
the war on poverty being a failure.

I think the important point is that there is clear agreement that
government benefits like the earned income tax credit, and food
stamps ought to be added to the income measure and are part of
the government’s efforts that have reduced poverty more than the
current measure shows.

I also think one can look to the United Kingdom where, Tony
Blair set a goal of reducing child poverty in the United Kingdom
in the late 1990s. I applaud exactly setting such a goal. Blair used
political will and focused attention on poverty. Then he put a set
of programs in place that are based on U.S. programs. Many of the
British programs which have cut poverty in the U.K. substantially
for children over the last 10 years, were essentially copies of Amer-
ican programs imported. The political will got people to look at pro-
grams which might seem to be discredited in the United States be-
cause we have this preconceived notion that government programs
don’t work.

Chairman MCDERMOTT. Could you give us the specifics? Which
ones of the programs did they copy?

Dr. DANZIGER. They have a program called Sure Start, which
sounds a lot like Head Start. However, in a very short period of
time, almost all low-income 3-year-olds and 4-year-olds in the U.K.
were in these child care programs.

Mr. DAVIS. I take it they didn’t spend 4 years trying to reduce
it in their budget. They didn’t go through five or 6 years of trying
to slash the budget for it.

Dr. DANZIGER. They spent about 1 percent of GNP on the pro-
gram expansions. They adopted the Working Families Tax Credit,
which sounds like the earned income tax credit, but it is a lot big-
ger than ours and goes to a lot more people.

I can supply for the record some papers that analyze them.

Chairman MCDERMOTT. I would appreciate your doing that be-
cause I think it would be useful for the Committee.

Mr. WELLER. Mr. Chairman?

Chairman MCDERMOTT. Yes.
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Mr. WELLER. I would be interested in knowing, since our
friends in Britain have adopted some U.S. ideas, do they include
those benefits as part of determining the poverty line?

Dr. DANZIGER. Sure. Sure. No, it is important

Mr. WELLER. So, they have factored that in. So, they have
adopted what some of us have been advocating.

Dr. DANZIGER. Yes.

Mr. WELLER. Okay.

Mr. DAVIS. Thank you Mr. Chairman.

Chairman MCDERMOTT. Mr. Stark will inquire.

Mr. STARK. I just wanted to see if there is any kind of research,
Mr. Weller suggested that the cost or the impact of the poverty pro-
gram, and I would like to look at the other side and see if there
is any research on the cost of not doing it.

Mr. Davis brought up the question of 50 percent drop out rate
from high school in his area. Actually, the drop out rate in the
United States is such that 30 percent of the children who enter
high school this coming September won’t graduate. 50 percent of
those children who enter school in September who are not white
won’t graduate.

So, then I hopped to California and I suggest to you, what does
a 15 year old with an eighth grade literacy, that is spotting them
a lot higher than I think they have got, what is a 15 year old do
when they drop out of high school, say after ninth grade, tenth
grade, can’t read, calculate much above middle school, if that. What
do they do?

I am going to tell you that in California, a good number of them
will end up in what we call the system. Now in California and I
suspect it is not much different in New York, if you get tagged with
a felony before you are 20, you will spend on average half of the
time between 20 and 50 in the system. That is 15 years either in
the tank, on parole, under some kind of State supervised activity.
It costs $60,000 a year.

So, what I am getting at is that for each one of these kids that
drops out, that gets in the system, we lose $900,000, okay? Is my
math right? I can do that with my shoe and socks on, okay. What
are the odds, are you doing research today, if we took that
$900,000, how many kids do I have to get through high school to
save that $900,000? If I get one in ten? Going to spend 90 grand
to get a kid to keep in school.

Are you doing any of that sort of research to show me and Jerry
what happens if we don’t spend the money? Hey, we can find out
what is going to happen if we do spend it, because the budget office
is going to tell us what it costs, but we don’t get many figures of
what happens if we don’t do something. Are you guys studying
that?

Mr. NELSON. Annie Casey Foundation has been interested in
watching kids end up in the juvenile justice system and the foster
care system and outside of an employment track. These are the
kids that we first committed ourselves to understand, and the most
important thing about those children is they disproportionately
come from families who are persistently poor. So, there is a very
big correlation.
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It is very, very expensive, and it is your numbers. In many ways
these are lifelong consequences, and they are not only consequences
of lost productivity to the economy, but they are very large tax con-
sequences.

The subject of inefficiencies came up and I know this seems a
long way removed from the proper measure of poverty, but if we
understood poverty more accurately and had a shared under-
standing of it, we would see in this country two inefficiencies which
really go to Congressman Weller’s genuine resource question.

One is, poor families are inefficient consumers. Casey has pub-
lished a lot about the high cost of being poor, and they pay more
for credit, for financial transactions, for groceries, for goods and
services, so you have got poor people compromising their own abil-
ity to get by by being compelled to be bad and inefficient con-
sumers. They have medical debt and other kinds of debt that bur-
den what limited income they have.

There is also a bigger social inefficiency which I wish we would
focus on, and that social inefficiency is, unless we give ourselves
the tools to reduce poverty, we are going to continue to create enor-
mous long term tax obligations and lost productivity to this econ-
omy and lost competitiveness to this economy.

So, even if the short run, which I don’t think there is anything
in this recommendation that requires a change in public expendi-
tures, but even if a better understanding of poverty did create a
condition at State and Federal level where we invested more in low
income families to raise them out of poverty, the long run return
in terms of tax expenditures would be beneficial to the country’s
conservative resource calculations.

So, I think this really is a resource question and we are wasting

Mr. STARK. Dr. Meyer has got to do some research so I can sell
Congressman Weller on the thought that we ought to spend the
money because we will save the money down the line. We won’t get
budget scored for it unfortunately but that is that is the other side
of this coin as your just so eloquently outlined, but what is going
on out there in the research world that looks at the other side of
this coin, and that is the cost in inactivity?

Chairman MCDERMOTT. I am going to exercise my prerogatives
as the Chairman.

There is another meeting starting, although I do see in Dr. Nel-
son’s testimony that economists now estimate child poverty costs
the Nation about $500 billion a year. So, there must be something
going on some place that is being aggregated.

I don’t expect us to be flooded with cards and letters to pass this
piece of legislation, but we really do appreciate your coming be-
cause I think it is important as a standard by which people can
measure what other programs may come about.

I was sitting here thinking about the fact that we put through
this Committee a reform of the unemployment insurance legisla-
tion. We took into account the changes in the way employment pat-
terns in this country are. It isn’t dad who goes to work and mom
stays home anymore, it is part time workers and it is two-parent
families and all the rest, and we really need to update what we are
measuring in unemployment. I think the same is true here and we
will have further hearings on this.
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Meeting is adjourned.
[Whereupon, at 11:36 a.m., the hearing was adjourned.]
[Submissions for the Record follow:]

Office of the Mayor
City & County of San Francisco

Gavin Newsom

JVéritten Testimony Submitted to the
Subcommittee on Income Security and Family Support of the
U.S. House of Representatives’ Committee on Ways and Means

Pursuant to its July 17, 2008 Public Hearing on
Proposals to Develop a Modern Poverty Measure

By Mayor Gavin Newsom, City and County of San Francisco

Thark you for the opportunity to provide written testimony on the important question of how poverty is
measured in America. As Mayor of the City and County of San Francisco this topic is near and dear to
my heart for two reasons.

First, my background in business led me to develop a staunch belief in the use of accurate data to guide
decision making, and I have applied that principle to the work of running a city government as well.
Shortly into my first term, I established SF Stat, a regular management meeting at which the heads of
city departments present key statistics and data trends to a panel of senior policymakers. These data are
useful to help diagnose problems and inefficiencies in government operations, to determine how scarce
city resources should be allocated and to pinpoint which city services and interventions are effective and
which are not. In my role as co-chair of the U.S. Conference of Mayors’ (USCM) Hunger and
Homelessness Task Force, 1 have also been a strong supporter of the USCM’s annual survey of local
jurisdictions to assess the nationwide prevalence of food and housing needs. The survey provides
regularly updated data that helps measure the food and housing security of low-income households and
gauge the adequacy of resources devoted to mitigating hunger and homelessness.

Secondly, during my time in public office I have made it a priority to implement strategies to combat
poverty and inequality in San Francisco. Using local resources, we are making universal health care a
reality, rebuilding the city’s most distressed public housing and providing local tax credits to working
families. Why has San Francisco stepped up to the plate with these and other similar initiatives? Because
things like housing and health care are necessary, but not available, to all. Anyone who is well-off
enough to have visited San Francisco knows that we are one of the highest cost of living cities in the
nation. And anyone who is poor and lives in San Francisco knows that is it a constant struggle to make
ends meet here.

Sadly, this problem is not unique to San Francisco. I recently joined Share Our Strength, a national
organization working to ensure that no child in America grows up hungry, in urging the USCM, privatc
businesses, philanthropic organizations and our federal lawmakers to provide the resources needed to
end child hunger. It seems unthinkable in a nation as wealthy as the United States, but today twelve
million American children are at risk of hunger.

1 Dr. Caslion B. Goodlen Place, Room 200, San Francisco, California 94102-4641
gavin.newsom@sfgov.org » (415) 554-6141
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This brings us back to the question of how much a family needs to live on, and the related question of
how to accurately calculate a poverty rate. . The current federal poverty measure compares a household’s
annual cash income to a fixed poverty threshold intended to represent the level of income needed to
support a basic level of subsistence. Unfortunately however, the current measure is deeply flawed and
paints an inaccurate picture of how Americans are faring economically.

The methodology for establishing the federal poverty line is premised on household consumption data
from over fifty years ago, at which time the average family spent one-third of its income on food. While
the poverty line is adjusted annually for inflation, the calculation itself has never been revised, despite
the fact that food expenditures have dropped to roughly one-seventh of the average income of today’s
families. The measure does not account for the true cost of housing, medical care and work-related
expenses such as child care and transportation, relying instead on food prices from the 1950s as a proxy
for the amount a household needs to get by. To illustrate the inadequacy of this metric, consider that
health care costs in San Francisco have increased by 30% in the last five years alone. Not only does the
current poverty measure rely exclusively on outdated food prices; it also fails to take into account
regional differences in the cost of living, which range widely. Drawing on San Francisco again as an
example, consider the notoriously high housing costs for which the Northern California Bay Arca is
known. As a result of these shortcomings, the poverty line is a grossly outdated measure entirely
unrelated to the reality of what it takes to cover the basic costs of living in the United States in the year
2008.

Additionally, the current methodology for calculating poverty rates is based on an incomplete picture of
household resources that takes only cash income into account. Non-cash public benefits designed to
case the day-to-day experience of economic hardship for low-income households have no impact on the
poverty rate calculation. By failing to account for benefits such as Food Stamps, Medicaid, child care
subsidies and the Earned Income Tax credit, we miss an opportunity to measure the cffectiveness of
these anti-poverty programs.

Many policy and advocacy organizations around the country have noted the deficiencies of the current
poverty measure and rallied in support of various alternatives that have been developed. One potential
starting point for discussion is the set of recommendations issued in 1995 by the National Academy of
Sciences (NAS), which called for the federal measure to be revised and updated in order to improve its
relevance and accuracy. Legislation being prepared by the office of Representative Jim McDermott
would charge the U.S. Census Bureau with calculating a modern poverty rate using a methodology that
builds upon the NAS recommendations

Another model that we in San Francisco have looked to was developed closer to home by the Insight
Center for Community Economic Development in Oakland, California in partnership with other national
organizations. The Center publishes a Family Economic Self-Sufficiency Standard and an Elder
Economic Security Standard, both of which use regionally adjusted actual living costs and houschold-
specific needs to paint a more accurate picture of how much is required to afford the basic necessities.
As the chart below illustrates, at $17,600 the current federal poverty level for a family of three is just
30% of the Self-Sufficiency Standard for a similarly-sized family living in San Francisco. It is worth
noting that the Self-Sufficiency Standard itself is only 77% of the median income for a family of three in
San Francisco, which is perhaps the most telling indicator of how much is actually required to live here
comfortably. The income of a family on CalWORKs (California’s version of the federal TANF welfare-
to-work program) provides another data point for comparison. While recipients of this public benefit
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reach 60% of the federal poverty level, their cash assistance income amounts to only 18% of the Self-
Sufficiency Standard. This suggests just how difficult it will be for these families to make the transition
to economic independence, and underscores the need for more robust strategies to support work and
asset development for low-income individuals.

Income Standards for San Francisco Families

CalWORKs cash grant with
Food Stamp benefit, family of 3

Federal poverty level, family of
3

Self-Sufficiency Standard for 1

adult, 2 children 57,658

Median San Francisco income,

3 person household {$74,600

Sources: The Insight Center for Community Economic Development www.insightcced.org/index.php/insight-
communities/cfess/ca-sssicfes-county-san-francisco; aspe.hhs.gov/POVERTY/figures-fed-reg.shtml; San Francisco Mayor's
Office of Housing, 2008.

The poverty measure has significant impacts on individuals when it is used to determine eligibility for
federal and state benefit programs, and significant impacts on the nation as a whole when it is used to
determine federal budget allocations. Some will undoubtedly raise the concern that updating the federal
poverty measure will advantage some groups over others or significantly increase the number of people
categorized as poor. While this may be true, such concerns should not distract us from seeking to
understand the true economic situation of American households. Only when the scope and nature of
poverty in America is fully understood can we redirect our best efforts to eradicating it.

Required supple tal information regarding the witness in this testimony:
Gavin Newsom

Mayor, City and County of San Francisco

City Hall, Room 200

1 Dr. Carlton B. Goodlett Place

San Francisco, CA 94102

Phone: (415) 554-6141

Fax: (415) 554-6160
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Wider Opportunities for Women (WOW) applauds Chairman Jim McDermott for releasing draft
legislation, the Measuring American Poverty Act, that would establish a Modern Poverty Measure to
replace current federal poverty guidelines in use since 1964. That same year, 1964, is when WOW was
founded as a women employment rights organization. We continue to work nationally and in our home
community of Washington, DC, to help women and all workers achieve economic security for
themselves and their families.

The discussion draft goes a long way toward addressing the deep flaws in the current poverty measure.
In addition, WOW is most pleased with the bill’s proposal for a new study by the National Academy of
Sciences to define a “decent living standard threshold,” or “the amount of annual income that would
allow an individual to live beyond deprivation at a safe and decent, but modest, standard of income.”
(Section 1150C) Anticipating that this will be a measure of genuine income adequacy rather than the
deprivation measured by the new poverty line, it holds great potential for use by policy makers at all
levels, service providers and others who seeking to help families and individuals obtain employment and
income supports necessary to meet their basic income needs both today and into retirement.

We hope the Decent Living Standard does not get overlooked in the rightful attention that will be paid
to revising the poverty measure. WOW stands ready to work with the subcommittee and the National
Academy of Sciences, as described later in my testimony, to help inform the methodology for a Decent
Living Standard based on our experience operating two national initiatives centered on measures of true
income needs, the Family Economic Self-Sufficiency Standard (Family Standard)* and the Elder Economic
Security Standard™ Index (the Elder Index).?

'The Self-Sufficiency Standard was developed by Dr. Diana Pearce of the University of Washington who at the time
was Director of the Women and Poverty project at WOW

? The Elder Economic Security Standard™ Index (the Index) was developed by WOW and the Gerontology Institute
at the University of Massachusetts Boston.
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Comments on the Proposed Modern Poverty Measure

The United States deserves an official measure of poverty that genuinely identifies the level of distress
for those in society in dire need of assistance. For many years, WOW and others have advocated an
alternative poverty measure that does not rely simplistically on a ratio based on the cost of food. The
original ratio of three times the cost of food is sorely outdated as food, according to the Consumer
Expenditure Survey, now consumes less than 15 percent of budgets and the cost of housing and fuel
have taken on much greater proportions. WOW has long advocated the use of a broader measure and
one that is geographically specific, reflects family size and age, incorporates families’ real costs, and
responds elastically and periodically to changes in prices. We believe the proposed Modern Poverty
Measure, moves in this direction and we would like to work with you on any refinements along these
lines.

Underpinning the proposed Modern Poverty Measure is the National Academy of Science’s 1995 study
of alternative poverty measures, which addressed many of the flawed assumptions and methodology of
the current poverty level. The Modern Poverty Measure will adjust the new poverty threshold annually
relative to a percentage (somewhat less than the median) of food, shelter, utilities and clothing
expenses reported in the Consumer Expenditure Survey. It would then determine the number and
percentage of people below that level (the new poverty rate) by subtracting from a broad measure of
after-tax income and the expenses related to work such as transportation, child care and out-of pocket
medical costs. Most importantly, it will also measure progress in the fight against poverty, or lack
thereof, by including in a broad definition of income, including government cash and cash-like transfer
payments and net taxes.

One concern we have is that basing the new poverty threshold solely on the cost of food, shelter,
utilities and clothing will lead to the impression that this total is sufficient to enable a family to get by in
today’s world. The costs of even a minimal level of child care, health care and transportation are not
taken into account as part of the threshold. Granted, such work related expenses and taxes are
accounted for in determining the poverty rate, but the threshold itself will not be wholly reflective of
current living standards. Combining two goals — setting a threshold or standard of need and adding in
how people pay for those costs —does not provide an accurate measure. One’s expenses are more a
reflection of what one can afford than what are the actual costs of meeting a minimal need. In addition
we are concerned that calculating costs such as health care only secondarily in the calculation of the
poverty rate diminishes the extent to which health care is a realistic expectation in modern society. The
discussion draft’s “medical risk index” will address this to some extent but outside the framework of
either the poverty threshold or rate. Expenses such as child care and transportation, while not universal,
are nevertheless essential to the economic viability any family. WOW is interested in helping clarify
these issues.

As the committee moves ahead with this legislation, WOW would be happy to work with you and the
Census Bureau to ensure that health care and other expenses are addressed in the best way possible
and that:

e The Modern Poverty Measure and the Decent Living Standard will be geographically specific “to
the maximum extent possible” as stated in the draft legislation and the NAS report. This is
important because housing has a disproportionate impact on family income needs, and housing
markets vary significantly across the country. It is also essential to identify geographically-based
data sources for child care and other goods and services.
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e The methodology accounts for age and other demographic differences. Those age 65 and over
do not have the same work-related expenses as working age Americans, and their economic
well-being is greatly affected by their housing and health status. In fact, extraordinary costs that
some elderly face for long term care and housing may warrant a separate measure.

e Consideration is given to creating a commission to review annual findings that inform the public
about how many Americans are living at or below the new poverty measure and the proposed
“Decent Living Standard.” Such a commission should make recommendations on how to close
the income gap for those whose income does not reach the decent living standard. The
information should be analyzed for individual cohorts of age, gender and race.

Comments on the Decent Living Standard

The Decent Living Standard as currently proposed properly focuses attention on a “threshold” as
opposed to the rate at which the population falls below that line. As a result, it holds greater promise of
describing what income is genuinely required to meet basic needs. Since 1994, WOW has used this sort
of standard to conduct our Family Economic Self-Sufficiency Project (FESS) which now operates in 35
states and the District of Columbia. At the heart of FESS, undertaken in conjunction with state and local
governments and nonprofit partners, is the Family Economic Self-Sufficiency Standard (“Family
Standard”). More recently, WOW developed a second project, the Elder Economic Security Initiative,
based on a similar measure of income adequacy for seniors age 65 and over, the Elder Economic
Security Standard™ Index (“Elder Index”). We would hope that the proposed Decent Living Standard will
be patterned on the Family Standard and Elder Index in order to become the benchmark of true family
need and to be compatible with work already under way across the nation.

Both the Family Standard and Elder Index reflect true, up-to-date, geographically-specific costs of living.
The Family Standard distinguishes between 70 sizes and configurations of working families. The
Standard presents the minimum income needed to cover the basic costs of seven items, including: food,
housing (including utilities), transportation, child care, out-of pocket health care costs under an
employer-based program, net taxes and miscellaneous household expenses (such as telephone and
clothing costs), assuming both parents work and the family is to live without public or private assistance
of any kind. Calculated down to the county level, the Family Standard distinguishes between families of
different sizes and the age of children since, for example, the cost of child care varies by age of the child.
The miscellaneous expense is assumed to be a modest ten percent of other costs, a minimal amount
that allows for no recreation, eating out or major purchases. Taxes include the payroll tax, state and
local income taxes, the Earned Income Tax Credit, Child and Dependent Care Tax Credit and Child Tax
Credit.

The Elder Index establishes a similar measure of the income that adults aged 65 and over require to
maintain their independence and meet their daily expenses, including affordable and appropriate
housing and health care. The Elder Index uses similar data as the Family Standard, but it offers a range of
costs based on differences in household type, housing tenure, and health status. It differentiates
between individuals and couples and those who own their homes free and clear, those who rent and
those who still hold mortgages. The latter category is critical, as evidenced by the recent subprime
mortgage crisis and the fact that in many states 20 percent of those 65 and older still hold mortgages.
Costs of home- and community-based long-term care are also included in the Elder Index.
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Both measures use official or reliable private data sources such as HUD’s Fair Market Rent, the USDA
Low-Cost Food Plan, sub-state child care market rates published by state TANF agencies, local public
transportation fares where widely available, the IRS mileage allowance, and, for out-of-pocket health
costs, the Medical Expenditure Panel Survey (MEPS), and the U.S. Department of Health and Human
Services and Kaiser Family Foundation data on Medicare premiums. Home and community-based long
term care costs for seniors are determined using a methodology designed by the Gerontology Institute
at the University of Massachusetts Boston in consultation with leaders in the aging field which covers
four different levels of need.

The following table illustrates the two measures against the current federal poverty level for the home
county of Ranking Member Weller. Very roughly speaking, the Family Standard and the Elder Index
approximate 200 percent of the current poverty level except in very high cost housing markets and for
seniors with poor health status.

Table 1: Selected Standards of Economic Well-Being for LaSalle County, IL, 2007
e ' - o 2hAdules 0
= - LAdult+ 2School - Elder - -~ Elder
1 Adult Infant  age . Individual Couple
‘ $26,599  $37,936

- - $18,701 $27,596

10,210 $13,690 $20,650 $10,210 $13,690

Sources: Pearce, Diana, Brooks, Jennifer, The Self-Sufficiency Standard for Illinois (Washington, DC: Diana Pearce, Wider Opportunities for
Women, and Women Employed, 2001). Figures inflated to 2007 using the CPi for the North Central/Midwest region; Russell, Laura Henze,
Bruce, Ellen A., and Wider Opportunities for Women, The Elder Economic Security Standard™ Index for lllinois {(Washington, DC: Wider
Opportunities for Women, 2008); Federal Register, Vol. 72, No. 15, January 24, 2007, 3147-3148.

Note: Self-Sufficiency Standard figures assume all adults are working and incur work-related expenses such as childcare and work-related
transportation. Self-Sufficiency Standard and Elder Economic Security Standard Index figures are for renters.

The above table shows the level of income needed to make ends meet with no public or private support
such as welfare, health benefits or babysitting provided by family member. These factors are taken into
account by state partners in secondary studies once the threshold has been established.

Akin to the poverty rate, the percentage of population beneath the Family Standard is calculated by
some of our state partners in “Overlooked and Undercounted” reports. These studies use income data
from the Decennial Census, American Community Survey and Current Population Survey to show the
share of the state’s population that is unable to meet basic living costs determined in their most recent
updates of the Family Standard. We recommend that partners update their Family Standards at least
every three years, using Current Price Index updates in intervening years.

The following table shows the percentage of households with incomes below the Family Standard in
selected states. Deeper analysis yields interesting observations. In California, “Households maintained by
women raising children alone—of all racial and ethnic groups—have high levels of substandard incomes,
yet some of the highest levels of income inadequacy are also found among Latino and African American
married-couple and male-headed families.”

3 “Overlooked and Undercounted: a New Perspective on the Struggle to Make Ends Meet in California,” Diana
Pearce, Wider Opportunities for Women and the National Economic Development and Law Center.
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Table 2: Total Households with Incomes Below the Local Self-Sufficiency Standard, Selected States
% Below the  Year
Family of
Standard Study:

Another way that income is considered once the Family Standard and Elder Index have been established
in a state is to model the impact of work and income supports such as food stamps, low-income
prescription drug assistance, SSI, TANF, state and federal health programs, child care for families and
energy assistance. Table 3 shows how federal assistance programs interrelate to affect the degree to
which a senior reaches economic security (federal programs such as food stamps and the federal
prescription assistance Low Income Subsidy are frequently supplemented and renamed at the state
level). Even with housing assistance and an array of other supports, an older woman living on the
average Social Security payment falls short of economic security by $154 a month.

Table 3: The Impact of Supports on Monthly Costs and Economic Security for a Single Elder Renter
Living on Average Social Security for Women ($931/mo, $11,168/yr) in Marathon County, WI, 2008
While Public Suppart Programs Reduce Expenses,

Wisconsin Elders Still Fall Short of Econ

Average Monthly
Social Security Income

Elder Economic Security Index
(Total Monthly Expenses)

Shortfall

Monthl

Scenario modeled from: Wider Opportunities for Women, Elders Living on the Edge: When Meeting Basic Needs Exceeds Available Income in
Wisconsin (Washington, DC: Wider Opportunities for Women, 2008). * Utility expenses are included in housing expense. Utility assistance
calculations are based on the 2007 WHEAP benefit standard.

How the Family Standard and Elder index Are Used

Advocates, policymakers and direct service providers demonstrate great interest in not only an
improved basic measure of poverty, but a decent living threshold. The Family Standard and the Elder
Index are employed in various ways across the country by governors’ offices, elected officials at all
levels, state and local administrators, community-based direct service providers, private industry,
advocates, and individual citizens. They welcome the Standard and the Index after years of frustration
with policy driven by the outdated federal poverty measure.
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The Family Standard has been calculated for 35 states and the District of Columbia. Most are sponsored
by WOW'’s nonprofit partners who form coalitions in their states that today represent more than 2,000
state and local organizations nationwide and comprise WOW’s national Family Economic Self-Sufficiency
(FESS) network. They have in common a clear desire and need for a decent living threshold while they
design, conduct, advocate for and evaluate programs and policies that move low-income families
toward economic independence.

Connecticut was the first state to require the calculation of a Self-Sufficiency Standard in 1998. In 2001,
the state legislature passed legislation requiring the measure to be recalculated biannually. The Hawaii,
Illinois and West Virginia state legislatures have adopted the Self-Sufficiency Standard as official income
and program benchmarks. The Wyoming Governor’s Planning Office supported development of a
Standard for the state and subsequently created the online Colorado Self-Sufficiency Calculator.
Thirteen Workforce Investment Boards — in Arizona, California, Connecticut, lllinois, Maine, Maryland,
Massachusetts, Minnesota, Montana, Oregon, Pennsylvania, Washington and Wisconsin — have defined
and implemented the concept of self-sufficiency for economic and workforce development purposes.

At a time when policy makers on both the federal and state level are struggling with decreasing
resources an income standard using concrete costs, supplemented by an analysis of the impact of
different public benefits, can help policy makers compare and assess the value of different benefits in
helping those individuals and families in need. Policy makers can use this information to answer the
questions about how best to support individuals while they pursue long-term strategies to becoming
self-sufficient.

A number of states have put the Family Economic Self-Sufficiency Standard on-line, some of them
creating a dynamic tool accessible to the public. * The most sophisticated allow the user to test out
different scenarios to show how a family can move closer to (or further from) meeting their basic
income needs if they, say, decide to have another child, get a different job, move to another county or
obtain a benefit such as food stamps for which they appear eligible based on current program rules.
Legislators and program administrators can use the on-line calculators to see the impact of various
policy changes they may be considering. Landlords can use them to assess whether applicants have
sufficient income to pay a certain rent. Guidance counselors can show clients career paths that will lead
to income adequacy for their families.

In 2003, 36 percent of local Workforce Investment Boards reported using the Self-Sufficiency Standard
as they implemented WIA in responses to a survey conducted by Wider Opportunities for Women and

4 California: www.insightcced.org/index.php?page=calculator

Hlinois: www.ides.state.il.us/calculator/default.asp

Indiana: www.regiondworkforceboard.org/calculator/selfsuffealc.cfm
New York City: www.wceca.org
Massachusetts: www.liveworkthrive.org/calculator.php

New York State, Erie County: www.everywoman.org/index.php
Washington State: www.thecalculator.org

Wyoming: www.wyomingworkforce.org/resources/tools_sscalc.aspx
Washington, D.C: www.dcmassc.org

Colorado: www.coloradoselfsufficiencystandardcalculator.org
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the WIA-authorized National Association of Workforce Boards. The survey found that more than one-
third of local workforce boards around the country use the Self-Sufficiency Standard or a similar
measure to determine eligibility standards, direct training dollars and establish goals for local programs.
The Seattle-King County Workforce Board, for example, integrated the Self-Sufficiency Standard into
virtually every facet of its program, using it to counsel job-seekers, track pre- and post-program income
and measure program success. T

The Standard is also used by state government entities and nonprofits to establish wage and other
workforce standards. Colorado College (www.coloradocollege.edu) uses the Self-Sufficiency Standard to
set entry-level wages for all of their food and janitorial services employees. Additionally, all of their sub-
contractors for these services are required to use these entry-level wages with their employees.

The U.S. Department of Health and Human Services Office of Community Services has included the
Family Standard in its reporting requirements for state Community Services Block Grant administrators
and the over 1,000 community action agencies that are overseen by state administrators. The U.S. DHHS
Office of Community Services uses the data in its Program Assessment Rating Tool and Government
Performance and Results Act reports to the Office of Management and Budget. Finally, the Family
Standard has been referenced as goals in federal policy, such as the Carl T. Perkins Career and Technical
Education Act and the recent Green Jobs Act.

The Elder Index has already had an impact on policy and opinion since it was released. To date, WOW,
the Gerontology Institute and statewide partners have released the Elder Index for five states,
California, Pennsylvania, lllinois, Massachusetts and Wisconsin. Research is underway in four additional
states, Connecticut, New Jersey, Michigan and Minnesota.” Our lead state partners work in collaboration
with statewide coalitions which include over 300 organizations.

In Massachusetts, drawing on concepts and tools of the Elder Index, the Massachusetts state legislature
has passed legislation to increase the amount of assets, from $2,000 to $10,000, that a senior can retain
when applying for public home and community-based long-term care services. The State Secretary of
Elder Affairs is drafting a letter encouraging the state’s Area Agencies on Aging to incorporate the Index
into planning and programming. The Elder Index has been cited by a statewide committee working to
assure equitable access to the Low Income Home Energy Assistance (LIHEAP) program for low-income
families and individuals. Our partner in Massachusetts has used the Elder Index in training service
providers to recognize common risk factors for housing foreclosure. Additionally, the Elder Index has
served as a tool to educate seniors on the availability of income support programs and to reduce the
stigma and other barriers to their enroliment through a messaging campaign: “It’s Not Your Fault”.

In California, the data was released less than 5 months ago and already the findings of the California
Elder Index have made their way into state legislation in support of “shared housing” for special needs
housing assistance recipients and reducing their rent to 20% of income - Assembly Bill 2521. In addition,

® State partners include Pathways PA in Holmes, PA; Health and Medicine Policy Research Group in Chicago, IL; the
Insight Center for Community and Economic Development (formerly NEDLC) in Oakland, CA; the Massachusetts
Association of Older Americans, Inc.; the Wisconsin Women’s Network; the New Jersey Foundation for Aging; the
Connecticut Permanent Commission on the Status of Women; Elder Law of Michigan, Inc.; and the Minnesota
Women'’s Consortium in partnership with the Legislative Office on the Economic Status of Women, the Minnesota
Dept. of Human Service (including the Office of Economic Opportunity and the state Board on Aging), the
Minnesota Community Action Partnership, and the University of Minnesota Center on Aging.
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Assembly Member Beall of San Jose, Chair of the Human Services Committee, invited our state partner
to work with the statewide coalition on drafting a bill for California to adopt the Elder Index. The Chair
of the California Senate Aging and Long-term Care Committee is exploring the cost of updating the Elder
Index annually as a line-item in the state budget. The Mayor of Los Angeles has issued a letter
promoting use of the Elder Index in local policy and program plknning. The Elder Index has been used as
a tool toillustrate why legislators need to lift the state’s freeze on Cost of Living Adjustments (COLA) for
Supplemental Security Income (SSI). The Elder Index informs United Way of the Bay Area strategic
planning. It also has been incorporated as a measure of economic vulnerability for direct service
providers in case management programs administered by Area Agencies on Aging. Our California
partner is currently researching the number of California seniors living on incomes above and below the
Elder Index and regularly uses the data in testimony ranging from hearings on local issues to the global
food crisis.

In Pennsylvania, the Secretary of the Department on Aging issued a statement supporting the Elder
Index. The Elder Index informs Area Agencies on Aging and Pennsylvania Department on Aging strategic
planning by illustrating the the restraints facing community-based service providers. Our state partner
cites the Elder Index to inform advocacy efforts pertaining to the state’s Family Caregiver Support
Program and Options, a community-based long-term care program. The Pennsylvania Elder Index has
been described at international, national and state venues to audiences ranging from seniors to policy
makers.

In lllinois, the Elder Index has received statewide and regional media coverage following its recent
release. The Elder Index is regularly presented at state and regional venues, including local Area
Agencies on Aging, for a range of audiences, such as seniors, service providers, policy makers and
advocates.

In Wisconsin, Senator Herb Kohl, Chair of the Senate Special Committee on Aging, along with
Lieutenant Governor Barbara Lawton, issued statements supporting the Elder Index. The Elder Index is
presented at state and regional venues, including the annual convention of the Coalition of Wisconsin
Aging Groups and local Area Agencies on Aging, for a range of audiences including seniors, service
providers, policy makers and advocates. In addition, our state partner was invited to present the Elder
Index to staff at the Wisconsin Department of Health Family Services.

In conclusion, this rich body of knowledge and experience is capable of informing the Subcommittee on
Income Security and Family Support as it considers refinements to the Chairman’s discussion draft, a
starting point in the discussion of establishing alternatives to the current poverty measure. The proposal
for a Decent Living Standard offers an opportunity for the federal government to set goals that
recognize the true cost of living beyond a level of impoverishment and deprivation. We encourage you
to model the definition of this modest living standard on the existing Family Economic Self-Sufficiency
Standard and Elder Economic Security Standard™ Index that already have been embraced by so many
across the country.

Wider Opportunities for Women (WOW) leads two national networks promoting economic security within the United States:
the Family Economic Self-Sufficiency Project (FESS) focusing on the needs of low- income working families and the Elder
Economic Security Initiative, addressing what income seniors require to age in place. WOW works in 35 states, the District of
Columbia, and at the federal level to promote programs and policies that accurately measure the income and assistance needs
of families and the elderly. For more information, please visit www.wowonline.org.
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AARP appreciates the opportunity to submit a statement in support of updating
the Census poverty measure. We commend Chairman McDermott and Representa-
tive Weller for holding a hearing to examine the inadequacies of the current poverty
measure, and applaud Chairman McDermott’s commitment to update the definition
of poverty. It is important that we have a measure that is accurate, non-ideological
and reflects current living conditions.

The poverty measure is one of the most important social indicators used by both
the public and private sectors to asses how well we are doing as a society in improv-
ing the lives of people with meager resources, young and old. The poverty measure
is used for domestic policy formulation and research, and influences public percep-
tions of well-being in America. Yet the way the United States measures poverty
today is greatly outdated. Because it focuses only on income rather than needs, it
does a poor job of accurately accounting for necessary and rising living expenses,
such as health and energy costs, that put an enormous strain on the incomes of
most households, both those that are currently defined as poor and those that are
not. The current measure also fails to account for income assistance from public pro-
grams that have made great strides in ameliorating poverty.

The current measure has not changed in more than 40 years and is outdated.
During that time, changes in the nation’s economy have affected family economic
well-being, yet these changes are not reflected in the poverty calculation. For exam-
ple, health care costs as a share of total spending have risen markedly since the
current poverty measure was adopted. Adjusting for out-of-pocket medical expenses
(subtracting them from income) would increase the 2006 poverty rate for all Ameri-
cans by 0.1 percentage points (from 12.3 to 12.4 percent); but it would increase the
poverty rate among older Americans by 5.8 points (from 9.4 to 15.2 percent). Adjust-
ing for medical expenses and geographic variations in the cost of living would reduce
the overall poverty rate to 12.2 percent; but it would increase the rate among per-
sons aged 65 and over to 14.7 percent. Other types of adjustments might also be
appropriate. Measuring poverty more accurately is a prerequisite to addressing the
needs of those households that are most in need.

Even under the current incomplete measure of poverty, too many in our nation
are poor. The poverty rate for older persons in the United States has not declined
in many years, remaining at around 9 percent to 11 percent for the past decade.
The total poverty rate for older individuals obscures wide variation by sex, race, and
living arrangement. Women aged 65 and older had a poverty rate of 11.5 percent
in 2006 compared to 6.6 percent for men in the same age group. Similarly, the pov-
erty rate for older non-Hispanic whites was 7.0 percent, but for Hispanics it was
19.4 percent and for blacks 22.7 percent. Rates were even higher for minority
women, and older women living alone are among America’s poorest residents.

However, focusing only on those who are poor under the current poverty measure
overlooks the large number of near-poor older persons at risk of falling into poverty
for any number of reasons—the death of a spouse, unexpected health care expendi-
tures, or rising utility bills, for example. One of the more restrictive definitions sets
“near poor” at 125 percent of the current poverty measure. Using that definition,
some 3.4 million persons aged 65 and older in the United States were poor in 2006
and another 2.2 million were near poor.

Recently, the AARP Foundation, AARP’s affiliated charity dedicated to con-
fronting the economic challenges that Americans face as they age, issued Poverty &
Aging in America, a report that profiles older Americans living in poverty or at risk
of falling into poverty. The AARP Foundation also hosted a symposium on poverty
and aging in America. The AARP Foundation’s goal in holding this symposium was
to explore avenues to improve the quality of life for older persons living in poverty
or who are at high risk of falling into poverty. Clearly, a more accurate measure
of poverty would allow all of us, both in the public and private sectors, to better
assess who is most in need, and what are the best pathways for improving the qual-
ity of their lives.

Even applying an outdated measure of poverty, Poverty & Aging in America pro-
vides a sobering portrait of the lives of older poor and near poor individuals. A few
of the key findings of the AARP Foundation’s report include the following:

e Social Security is critical to keeping people out of poverty—The poverty rate for
persons age 65 and over would have increased from 9.4 percent to an aston-
ishing 44.9 percent in 2006 without Social Security.

e Only 62.5 percent of persons ages 50—64 who are living in poverty have any
public or private health insurance coverage. Almost one-quarter of persons age
50 and older living in poverty said they could not see a doctor in the last 12
months because of cost.
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e Families headed by women make up the majority of older families in poverty
and are most at risk of falling into poverty.

e Continuing to work increases income and helps keep people out of poverty—
among persons age 50—64 living in poverty, only one quarter are in the work-
force compared to over three quarters of people in this age group with incomes
at or above twice the poverty level.

e Older people with low income also have few other financial resources. The me-
dian net worth of families age 50 and older living in poverty in 2004 was just
$10,000. Older persons living in poverty are unlikely to receive retirement in-
come from a traditional pension, 401(k) or similar plan. And while many older
poor households own homes, those owners struggle to meet home-related ex-
penses.

o A significant percentage of older families living in poverty have heavy debt bur-
dens—Almost 1 in 5 families age 50 and older living in poverty have debt pay-
ments in excess of 40 percent of total income.

The overall portrait of persons age 50 and older living in or at risk of poverty that
emerges from Poverty & Aging in America is of a population in economic distress.
The report also highlights the critical role Social Security and other public programs
play in preventing poverty among older persons and mitigating the effects of pov-
erty.

Developing and implementing a more accurate measure of poverty would greatly
contribute to a better understanding of the conditions under which all poor persons
in America live. An updated poverty measure would also allow a more accurate as-
sessment of the impact programs such as Social Security have on the lives of vulner-
able populations, and would lead to the development of better-informed solutions to
the special challenges that face specific sub-groups of the poor and near-poor, such
as women, the elderly and minorities.

AARP supports the efforts of the Ways and Means Subcommittee on Income Secu-
rity and Family Support to examine and reform the current poverty measure. We
look forward to working with you in the future to reach the goal of establishing a
modern poverty measure.

Dear Chairman McDermott:

The Coalition on Human Needs (CHN) applauds your efforts to create a more ac-
curate measure of poverty in America and also to develop a “Decent Living Stand-
ard”—one showing the income necessary to satisfy modest but above-poverty needs.
CHN is an independent alliance of more than 100 national organizations working
to improve federal policy and funding to meet the needs of low-income and vulner-
able people. CHN also serves a network of tens of thousands of advocates nation-
wide, including service providers, religious organizations, policy experts, labor, civil
rights groups, and many others.

The Measuring American Poverty Act of 2008 includes elements that are in our
view essential to modernizing the assessment of poverty. Among these are

Counting expenditures more accurately

Including certain public benefits as income

Adjusting the calculation of poverty thresholds for regional differences in costs

A means of showing the anti-poverty effects of benefits programs by comparing

pre- and post-tax and transfer income

e A clear statement that the proposed changes are not to modify eligibility or
amount of assistance for public benefits

e A provision to periodically re-assess the validity of the revised poverty measure

The measurement of poverty in America should not be seen as an arcane matter
for researchers. Poverty is a costly and wasteful brake on the nation’s economy and
future. The most important reason to improve the measure of poverty is to gauge
whether the steps we take to reduce it are working.

It is clear that the components of the Measuring American Poverty Act are closely
intertwined. Many have correctly pointed out that the current measure is flawed in
failing to count public benefits such as refundable tax credits, housing assistance,
and food stamps as income. But today’s poverty calculation is just as flawed for its
outdated assessment of a poor family’s expenses. Both income and expenditure must
be assessed together to get a more accurate picture. We strongly favor the inclusion
of cost estimates for housing, utilities, food, clothing, and other needs to get a better
sense of what it means to be poor. Only food costs are included in the antiquated
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measure now in use; the increasing costs of housing, heat, transportation, child care
and out of pocket medical expenses are left out.

The Coalition on Human Needs is committed to setting a national goal to cut pov-
erty in half in ten years. We are participating in Half in Ten: From Poverty to Pros-
perity, a new campaign run jointly by ACORN, the Center for American Progress,
the Leadership Conference on Civil Rights, and CHN. Among the initiatives sought
by the campaign are substantial improvements in the Child Tax Credit and Earned
Income Tax Credit. Under the current poverty measure, success in achieving these
important improvements will not result in any reduction in the official poverty rate
because refundable tax credits are not counted as income. Similarly, CHN strongly
supports increases in Food Stamp benefits, but when those occur the poverty rate
will not change because food stamps are not counted as income. We need the change
proposed in your legislation in order to see whether benefit increases have the de-
sired effect, and further, whether certain population groups are helped more or less
than others.

We also favor assessing regional differences. Every year, the Coalition on Human
Needs works with state groups to help them understand how to make use of the
state data released by the Census Bureau on poverty, income, housing, transpor-
tation, education, and demographic differences. It is clear that there are big dif-
ferences in rural and urban areas and from one part of the country to another. None
of these are currently reflected in the poverty data.

A more accurate poverty measure will also give us greater understanding of the
needs of population subgroups. Our current standard may understate the hardships
of the elderly in making ends meet by failing to take into account their high out
of pocket medical costs. A new standard may help us to learn if poverty is more
prevalent, or deeper, among certain demographic groups (race/ethnicity, age, rural/
urban residence) because they are less likely to receive benefits.

A very valuable part of the Measuring American Poverty Act is its call for a study
of a Decent Living Standard—the assessment of the income needed for a modest
standard of living, one that exceeds the standard of the impoverished. If we are to
help the millions of the poor to contribute to and share in the nation’s prosperity,
we need to assess not just whether families inch a few dollars over the poverty line,
but whether they are able to join the middle class, increase their economic security,
and help their children realize their potential.

We want to highlight our strong support for the bill’s prohibition on using the new
thresholds to change eligibility for public benefits. Under current practice, adminis-
trative agencies set poverty guidelines on an annual basis that are used to deter-
mine eligibility for means-tested programs. These are similar but not the same as
the poverty thresholds established each year by the Census Bureau for research
purposes. Maintaining this distinction is especially important as the new thresholds
are devised. This legislation should help us to learn more about poverty and how
to eradicate it, not exclude very low-income people from receiving assistance. After
some period of study agencies may propose alterations in their eligibility standards;
those should be considered separately, with the goal of poverty reduction foremost.

Whatever its imperfections, the current poverty measure has been very important
in allowing us to see trends over time. We urge great care in making the transition
from the old to the new standard, so that researchers remain able to evaluate
trends. We also urge the Census Bureau to see as part of its mission the education
of advocates and service providers in the proper use of the old and new statistics.

New York City’s experiment with an updated poverty measure is an encouraging
development, allowing the city to assess progress towards its own poverty reduction
goal. We also agree with Dr. Levitan, who emphasized that a federal definition is
essential. We look forward to working with you to modernize the assessment of pov-
erty, and in using a more accurate measure to develop effective anti-poverty legisla-
tion.

Sincerely yours,
Deborah Weinstein
Executive Director

——
Updating the Gallup measure to account for changes in family income since 1990

The original research on which this update is based was undertaken more than
ten years ago (Vaughan 1993, 2004).1 It is of interest how the income levels associ-

1This update was completed in 2003. The author would like to thank Kathleen Short for her
encouragement to undertake this work and to her and Sharon Johnson, of the Social Security
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ated with the Gallup poverty measure has evolved over the ten years corresponding
to the decade of the 1990’s, how it compares with official poverty thresholds for the
same period, and so forth. Unfortunately, the last Gallup measure was collected in
1989. Since then no consistent set of comparable measures have been undertaken.
However, the retrospective relationship between the median income of four-person
families, net of tax, to the Gallup poverty threshold can plausibly be extended for
the years lacking observations. It was shown that the Gallup measure averaged 50
percent of the median income of four-person families, net of tax, for roughly thirty
years between 1960 and 1989. Furthermore there was no obvious trend over the
same period. In the six four-year periods considered in the analysis, the average
value of the thresholds varied between 51.8 and 48.6 percent of the median income
measure that was used. Since the income is measured annually in the Current Pop-
ulation Survey and the tax concept employed is reproducible in a manner consistent
with the study, dollar amounts corresponding to the Gallup poverty standard, cal-
culated at 50 percent of the median income of four-person families, are easily de-
rived. The necessary calculations were carried out and are presented in table B-1
(see p. 8 below) for the period 1990 to 2000. The official poverty threshold for four-
person families, and the before- and after-tax median income of four-person families
1s also given for purposes of comparison.2

At the beginning of the period, the Gallup standard (1990) was 129 percent of the
official standard. Over the decade, it rose along with the median income of four-per-
son families. Since there was little trend in the ratio of before-tax to after-tax in-
come for the period, taxes do not influence the trend Gallup standard during decade.
Only the base level, at the beginning of the period, is affected, lowering it by about
17 percent from a before-tax level. During the 1990’s, both the before- and after-
tax income of four-person families increased by a little over 50 percent. Since the
official standard rose only in response to the changes in the Consumer Price Index
(CPI), it rose by less, only little more than 32 percent as family income gains gen-
erally outpaced inflation during the period. Consequently, the Gallup poverty stand-
ard reached 144 percent of the official threshold by the end of the decade (1999).
This underscores the principal characteristic of a socially-defined standard which re-
sponds to growth in family income that reflects increases in the general standard
of living, while the official measure changes only in response to increases in the
prices and remains fixed in real terms. Thus, in any period of real income growth,
the official standard is bound to fall behind a social standard that tracks changes
in both prices and real growth in income.

Projections beyond the present

Recently research has been conducted under the sponsorship of the Social Secu-
rity Administration on projecting income of the retirement age population through
2020 in order to better understand the implications of various Social Security reform
plans and their possible impact on poverty rates of the elderly (Butrica, Smith and
Toder, 2002). Given that benefits under current law are indexed by growth in real
wages as well as prices, they chose two methods to update poverty thresholds to the
end-point of their simulations: a simple extension of the current official thresholds
in real terms and updating the current thresholds by increases in wages as pro-
jected by the Social Security Actuaries. While growth in wages will not be the same
as growth in total family income, before or after tax, updating by the projected rate
of wage growth serves to illustrate the long range implications of updating the offi-
cial poverty thresholds without taking into account increases in the standard of liv-
ing.3 After all, future wage growth is a useful indicator of the likely evolution of
living standards over time and is the basic rationale behind tying Social Security
benefits at retirement to previous growth in wages. Wage indexation of benefits in
the Social Security program represents a policy decision that workers’ benefits in

Administration (SSA), for special tabulations of before- and after-tax income from the Current
Population Survey. Michael Leonesio of SSA provided material on the rationale for wage index-
ing in the context of the social security program, as well as several helpful comments concerning
the text. The author has also benefited from conversations with Bruce Klein, Richard Silva and
the editorial assistance of Katalin Zentai and Kamilla Kovacs.

2The tax concept utilized to develop the estimates for the update differs slightly from the
original version in that it includes State income taxes and the Earned Income Tax Credit
(EITC). They account for about 3—4 percent of the before-tax median income of four-person fami-
lies through out the 1990’s, and taking them into account results in a corresponding propor-
tional reduction in the Gallup poverty standard over the period.

3 Fisher (1999:25-29) argues that the original poverty line was intended by Orshansky to be
consistent with contemporary living standards and that the CNSTAT Panel’s recommended up-
date of the measure would take into account the real growth in the general population’s stand-
ard of living.
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retirement should reflect increases in the standard of living associated with im-
provements in productivity and the level of wages that occurred during their work-
ing life (Ball and Bethel 2000, pp. 8-9).4

In table B-2 (see below, p. 9) the Gallup poverty standard is updated from 2000
to 2020 by the projected rates of growth of real annual wages and compared to the
official threshold maintained in real terms. Neither are adjusted for prices in the
first two columns of the table. Thus the official threshold remains at the value it
had in 2000 ($17,603); the Gallup standard begins with the value estimated for 2000
also ($25, 694) but is updated for growth in wages was projected by the Office of
the Actuary (SSA 2002, table VB.1, intermediate assumptions).> Additional assump-
tions are required for the update of the Gallup standard. For example, total Federal
and State income and FICA taxes and the Earned Income Tax Credit at the median
income of four-person families are held constant as a percentage of total family in-
come, real wage growth is assumed to translate directly into increases in living
standards, and the translation is assumed to be equally distributed among families
of different size.

However, none of these assumptions is very critical to the point to be illustrated.
What the table shows is that by 2020 the social standard increases to between 1.2
and 1.3 times its level today (2000). In comparison to the official level it increases
from a little less than 1.5 times the current poverty threshold for four-person fami-
lies to 1.8 and 1.9 times the official standard in 2020. Thus while the official stand-
ard remains fixed in real terms, a social standard, indexed by real wage growth,
increases markedly. Recall (Vaughan 2004: table 1b, p. 63) that at the beginning
of the post-war period, a standard that was conceptually equivalent to the official
threshold exceeded the Gallup threshold by nearly 35 percent. It then declined to
the about the same level as the Gallup standard at the time of the unofficial intro-
duction of the Orshansky thresholds in 1963. From that point onward, the poverty
thresholds (introduced as official measure in 1969) consistently lagged behind the
Gallup standard (see table B-2, p. 9, below). By 1990, the official threshold was
about 20 percent below the level consistent with the Gallup measure. At the end
of the 1990’s, it had fallen further to about 30 percent below the level associated
with the with the Gallup standard. By 2020, using projected wage growth to update
the social standard and maintaining the official standard in real terms by updating
only by estimates of changes in the Consumer Price Index, the official standard
would be 46 percent below a social standard based on the Gallup level. Indexing the
Gallup standard by wage growth might at first seem to result in a poverty line that
is unrealistic by today’s standards. However, if living standards increase as much
as the wage growth is projected to increase by Social Security Actuaries over the
next 15-20 years, based on history of the public’s views over the 50 years since
World War II, a socially defined poverty line is likely to change apace. Yes, today’s
standards will become outmoded. Then the official measure, if it remains fixed in
real terms, will to come under increasing scrutiny as society’s standards change
with the continued evolution of living standards in the new century.

Changes in the real value of the social standard over time

An issue that was not dealt with in the original article concerns the increase in
real income implied with the use of a socially-defined needs standard. It turns out
that over the fifty years between the end of World War II and the turn of the cen-
tury, the real income of those living at the “poverty level” as measured by the Gal-
lup poverty standard, has doubled.® What does this imply about the standard and
how is it to be interpreted? Some may suggest that those living at the Gallup pov-

4 A with any major decision of this magnitude there was considerable discussion of the impli-
cations at the time (1977). The discussion hinged on the choice between indexation for prices
and indexation of wage levels. It was realized at the time that indexation by prices implied
measuring standards of living in absolute terms while wage indexing implied measuring stand-
ards of living in relative terms (Munnell 1977, pp. 52-53). Ball argues that without wage index-
ing, the program “would soon provide benefits that did not reflect previously attained living
standards®. The discussion is reminiscent of the same concerns, pro and con, that arise when
updating the poverty measure is considered. See also the Report of the Consultant Panel (1976,
pp. 7-8) where the issue of comparative costs of the two alternatives is discussed.

5 Estimates pertain to the estimated growth in the annual wage in covered employment. Esti-
mates of the Consumer Price Index (CPI) and the real wage differential are also given.

6The Gallup-poverty level was $1,688 in 1947 (1947 dollars, see Vaughan 2004, Table 1b,
p.63) and the 1999 value of the Gallup based social standard was $24,558 (1999 dollars, Table
B-1 p. 9, this study). Deflating the 1999 value of the social standard to the price level of 1947
yields a dollar value of $3,567 or about 2 times its 1947 value in real terms.
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erty level are objectively much better off in terms of the quantity of good and serv-
ices that they have at their disposal than they were at the middle 1940’s.7

With a standard informed by relative incomes this is not really surprising. With
the substantial economic growth experienced in the United States over the past 40
years, the quantity and variety of goods and services commanded by those living at
income level implied by the Gallup standard has necessarily increased markedly.
But what is the significance of such changes? The standard of living that this in-
crease affords, and the level of material resources it entails, lies behind the common
observation that the poor in the United States have a higher standard of living than
many middle class families in the developing world, or even in certain dimensions
of consumption, Western European countries. But what is the relevance of such an
observation for understanding the phenomenon of poverty in the United States?
America’s poor are Americans by residence and partake, for the most part, in the
expectations and aspirations of those living here, not in Africa, Asia or Latin Amer-
ica or other countries. In the body of the article readers are invited to imagine an
urban New Yorker of 1850. Such a person “would hardly have felt deprived by not
being able to afford a telephone, radio or television; as such goods did not exist, they
were not part of the choice set of a member of New York’s society of 140 years ago.”
Simply because such goods have entered the common choice set, and, along with
many others, they have become an established part of people’s expectations. This
was considered relevant to the topic of poverty because it is also posited that “a con-
sistent inability to meet—{[typical consumption aspirations] that arises from finan-
cial constraints is likely to take a heavy toll on individuals who see themselves as
[or who aspire to bel, family providers” (Vaughan 2004, p.3) or otherwise see them-
selves as attempting to live by conventional norms. This is especially so when the
shortfall is marked, such as when a person has at most only half the typical income
of his society.

Recall also that it was argued that the Gallup standard may be interpreted as
measuring the social costs of living in society and is defined by the material offer-
ings of a specific time and place.8 From this perspective, the criteria for judging
what is sufficient or reasonable must be informed by the norms present in a given
society at a given time. Such norms are likely to be a function of the selection of
goods and services that are being consumed in that society’s present. Seen in this
light, the seeming contradiction between increasing standards of living and poverty
is not so hard to appreciate. Many new goods and services have entered circulation
in our society over time. Take consumer durables as an example. At the end of
World War II television was just making its presence felt and was infrequently
owned. Now the black and white TV has passed into oblivion and colored TV’s are
ubiquitous. Housing standards have increased markedly. In-door plumbing and cen-
tral heating are nearly universal. Modalities of transportation have changed sub-
stantially with the evolution of the suburbs; and ownership of an automobile, more
often than not, has become a necessary requirement for employment. With the in-
creasing presence of women in the work place have come new expenses of transpor-
tation and childcare. These changes and a host of others have raised the objective
cost subsistence in the United States. What were once luxuries have become neces-
sities. In addition to the objective costs of subsistence there are the additional costs
associated with adequate performance of key social roles. These costs lie at the core
of a socially-defined needs standard. They distinguish it from a standard which re-
flects the changes in the objective costs of a minimal standard of living, and even
more from a fixed subsistence standard, such as the official poverty threshold, which
remains the same regardless of changes in the general standard of living.

By necessaries I understand not only the commodities which are indispensably necessary for
the support of life, but whatever the custom of the country renders it indecent for creditable
people, even of the lowest order, to be with out. A linen shirt, for example is strictly speaking,
not a necessary of life. The Greek and Romans lived, I suppose, very comfortably, though they
had no linen, but in the present time, through the greater part of Europe, a creditable day-
labourer would be ashamed to appear in public without a linen shirt, the want of which would
be supposed to denote that disgraceful degree of poverty, which, it is presumed no body can well
fall into without extreme bad conduct. Custom, in the same manner, has rendered leather shoes

7For a discussion that focuses heavily the effects of this phenomenon but draws nearly oppo-
site conclusions about its significance concerning poverty in the present day United States, see
Rector and Johnson (2004).

8 Adam Smith, the intellectual father of free markets, clearly understood that poverty involved
a social component that was every bit as important as the material goods “necessary to support
life”. In his classic work on the operation of markets, The Wealth of Nations (1937, pp. 821—
822), he comments on the distinction between necessities and luxuries, and how this distinction
may vary between different countries at a given point in time. His discussion recognizes that
the significance of particular commodities stems from the specific social context in which they
are consumed and not only its intrinsic contribution to subsistence.
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a necessary of life in England. The poorest creditable person of either sex would be ashamed
to appear in public without them. In Scotland, custom has rendered them a necessary of life
to the lowest order of men; but not to the same order of women, who may, without and discredit,
walk about bare-footed. In France, they are necessaries neither to men nor to women; the lowest
rank of both sexes appearing there publicly, without any discredit, sometime in wooden shoes,
and sometime barefooted. Under necessaries therefore, I comprehend, not only those thing which
nature, but those things which the established rules of decency have rendered necessary to the
lowest rank of people.

In principal, considerable insight could be gained into the kinds and quantities
of goods and services required to carry out these roles. How those requirements
have evolved concretely over the past 50 years could be explored by examination of
the patterns of consumption of specific goods and services associated with the Gal-
lup poverty standard as revealed in the decennial consumer expenditure surveys of
the period. More attempts to measure social standards in current government sur-
veys such as was done in the Consumer Expenditure Survey in the early eighties
(see Garner and de Vos 1980), and more recently in the Survey of Income and Pro-
gram Participation (Garner, 2002), would be most helpful. Special attention should
be given eliciting information about the resource requirements successful perform-
ance of social roles associated with marriage, family life, and parenting. Exploration
of specific consumption goods central to a social standard of poverty would also be
helpful. If finding a place in Federal surveys proves infeasible,® then reestablish-
ment of a Gallup-like series in the private sector can, and should be, pursued.
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Table B-1.—Comparison of median four-person family income, before- and after-tax,
the “official” four-person family poverty threshold and a social standard based on
50% of the median after-tax income of four-person families, 1990-2000

[Current dollars] Median 4-person family in- “Official” four-person stand- Standard based on

come ard! 50% of the after-tax
median
After as As % of the median

Annual Amount? % of Annual 4-person family in- As % of

Year amount come Annual Coig,lf

Bg&re Atg)e:r B:ic;(re : Before | After | MOU | gtang.

tax tax ard

34,321 | 34,321 82.8 | 13,359 32.2 389 | 17,161 128.5
35,450 | 35,450 82.3 | 13,924 32.2 39.3 | 17,725 127.3
36,482 | 36,482 82.4 | 14,335 32.2 39.3 | 18,241 127.2
37,292 | 37,292 82.6 | 14,763 32.2 39.6 | 18,646 126.3
38,785 | 38,785 82.5 | 15,141 32.2 39.0 | 19,392 128.1
40,917 | 40,917 82.3 | 15,569 32.2 38.1 | 20,458 131.4
42,295 | 42,295 82.8 | 16,036 32.2 379 | 21,148 131.9
43,784 | 43,748 82.2 | 16,400 32.2 375 | 21,874 133.4
46,414 | 46,414 83.1 | 16,660 32.2 35.9 | 23,207 139.3
49,115 | 49,115 82.6 | 17,029 32.2 34.7 | 24,558 144.2
51,387 | 51,387 82.2 | 17,603 32.2 34.3 | 25,694 146.0

Percent change:

1990 to 94 ......... 13.4 13.0 ce 13.3 ce . 13.0
1990 to ’95 .......... 19.9 19.2 - 16.5 ce . 19.2
1990 to '96 .. 23.3 23.2 C. 20.0 c c. 23.2
1990 to 97 .. 28.3 27.5 ce 22.8 s S 27.5
1990 to "98 .. 34.8 35.2 C. 24.7 ce R 35.2
1990 to '99 .. 434 43.1 C. 27.5 c c. 43.1
1990 to "00 50.8 49.7 ce 31.8 ce . 49.7
‘Note: The symbol “. . .” indicates not applicable.

1 Average weighted threshold for families of size four.

2 The median value of total family cash income, family of four. Taxes include Federal and
state income and FICA taxes and the Earned Income Tax Credit as simulated by the Bureau
of the Census. All estimates tabulated specifically for this study.

3 Weighted average poverty threshold for a family of four (http:/ /www.census.gov/hhes/
povertyhistpov/hstpovl.html).

4 Calculated as 50% of the after-tax median income of four-person families as estimated in
the table (see note 1).
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Table B-2.—Projection of a social (Gallup level) poverty standard from 2000 to 2020 on
the basis of future growth in covered wages as estimated for actuarial purposes by
the Social Security Administration (intermediate assumptions)and comparison to
the “official” standard for the same period

Constant 2000 dollars Soiiiald hSOCLalld
ial _ . o standar “Official” thresho.
Socpen [ omeiar | oo | T | COMe | el
Year ard in- povgrtyd the “offi- o g:la 4, | standard ¢ < 1P -
dexed sftanf ar cial” to the %;anhar indexed by U° plus
growth in or tour- social 0y the so- the CPI3 growth in
by real perslon2 standard cial stand- real .
wages! family’ ard X 100 wages
2000 ..ooiiieieiieeeene ¢$25,694 | 4$17,603 1.46 315 $17,603 | ¢$25,694
. . 26,413 17,603 1.50 33.4 18,096 27,133
27,153 17,603 1.54 35.2 18,639 27,974
27,832 17,603 1.58 36.8 19,105 29,345
28,249 17,603 1.60 37.7 19,621 30,577
28,588 17,603 1.62 384 20,960 31,831
29,221 17,603 1.66 39.8 23,405 38,876
30,864 17,603 1.75 43.0 27,133 47,527
32,599 17,603 1.85 46.0 31,455 58,102
Ratio of threshold values
2005 to 2000 ............... 1.11 1.00 R R 1.15 1.24
2010 to 2000 .. 1.14 1.00 R A 1.33 1.51
2015 to 2000 .. 1.20 1.00 R R 1.54 1.85
2020 to 2000 ............... 1.27 1.00 A A 1.79 2.26

(. . .)—Not applicable.

1 Using projected growth in real wages, intermediate assumptions, as given in 2002 OASDI
Trustees Report, Principal Economic Assumptions, table V.B1 (htttp:/www.ssa.gov/OACT/TR/
TRO02/V_economic.html).

2 Average weighted threshold for families of size four.

3 Indexed by the estimated increase in the Consumer Price Index for Urban Wage Earners
and Clerical Workers (CPI-U) through 2020, as given in the 2002 OASDI Trustees Report, inter-
mediate assumptions (see note 1, this table).

4 Starting values: Social standard estimated as 50 % of the after-tax median income for four-
person families, see table B—1; the “official” poverty standard is the weighted average poverty
threshold for four-person families; both as of the year 2000.

Source: Table B-1 of this paper and calculations by author.

————

I want to thank the Chair, Rep. Jim McDermott, and the Committee for consid-
ering this important issue. My name is Diana M. Pearce, and I am Senior Lecturer
and Director of the Center for Women’s Welfare at the University of Washington.
For more than a decade, I have worked on developing and disseminating an alter-
native measure of poverty, the Self-Sufficiency Standard.

In this brief testimony, I would like to address four topics: (1) why we need a re-
vised poverty measure, (2) the methodological and conceptual problems in the pro-
posed National Academy of Sciences (NAS) approach, (3) the impact of using the
NAS approach versus other alternative measures of poverty on both poverty rates
and our understanding of poverty, and (4) recommendations for an alternative pov-
erty measure and the difference an alternative measure can make.

Please note that the following comments are grounded in my work over the last
12 years on the Self-Sufficiency Standard, which is now found in 37 states plus the
District of Columbia and used in a wide array of settings and program applications.
My conclusions reflect not just my opinions, but the experience of many who have
applied this poverty standard in their work.

1. Why We Need a Revised Poverty Measure

The first and most important reason that a revision of the federal poverty meas-
ure (known widely as the Federal Poverty Line, or FPL) is that the FPL is too low.
I will not recount the reasons it is now too low, as they have been well-detailed else-
where, but only remind us that a measure that is too low has three serious con-
sequences. First, because the FPL is too low, many people who do not have enough
income to meet their needs are not counted as “poor”. Secondly, countless assistance
programs have turned to using a multiple of the poverty line to determine eligi-
bility. For example, eligibility for the Food Stamp Program is set at 130% of the
FPL and eligibility for S-CHIP (State Child Health Insurance Program) is as high
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as 300% of the FPL. That is, in some states, costs are so high that families with
incomes at 300% of the FPL are deemed unable to have enough to meet their chil-
dren’s health needs. It is an oxymoron to have an eligibility level that is three times
the poverty level. Thirdly, because the FPL is too low, we have a skewed vision of
poverty affecting our program and policymaking. Too many programs are focused
only on getting people into employment, when in fact the great majority of families
lacking adequate income according to the Self-Sufficiency Standard (80-85%) al-
ready have at least one worker in the workforce.!

There are other problems with the FPL that should be mentioned briefly, as they
have guided efforts to revise the poverty line:

e The FPL does not vary by place.

e The FPL does not, and cannot, reflect changing demographics, work patterns,
and the emergence of new needs/costs, including child care, health care, trans-
portation and taxes.

e The FPL does not show the impact of taxes, tax credits (such as EITC), or bene-
fits including cash (such as TANF benefits), near-cash (such as Food Stamps),
and in-kind benefits (such as child care assistance, Medicaid, or housing assist-
ance.)

2. The Methodological and Conceptual Problems in the Proposed National
Academy of Sciences (NAS) Approach

While I commend Representative McDermott and others for recognizing the need
to reevaluate the way in which we measure the unmet needs of American house-
holds, I believe the NAS approach does not adequately address the critiques and
concerns of the FPL described above. The heart of the problem with the NAS ap-
proach is the methodology. This is most clearly seen by comparing the methodology
of the FPL, the Self-Sufficiency Standard, and the NAS approach (see attached
chart). Measuring poverty is a three-step process (see table on page 10). The NAS
approach has problems and unintended consequences within each of the steps,
which are described in order below.

Step 1: Creating the Poverty Threshold

While the FPL only specifies food, by implication it includes all other costs that
were significant at the time such as housing, transportation, clothing, and miscella-
neous. The Self-Sufficiency Standard explicitly includes all the costs implied in the
FPL—food, housing (including utilities), transportation, miscellaneous (including
clothing)—plus new costs such as health care, child care, and taxes/tax credits. In
contrast, the NAS approach only includes food, shelter, clothing, and miscellaneous.
Thus, the NAS approach only creates a partial poverty threshold.

Partial thresholds are problematic, and when misunderstood as full thresholds, are
too low. Thresholds quickly have a life of their own, and the “fine print” of the meth-
odology gets lost. Most people assume that a revised measure is comparable to the
original measure, that is, it is a complete threshold, but in fact, the NAS approach
is “apples” to the FPL “oranges”. The NAS threshold is only a partial threshold and
cannot be used on its own. However, this crucial detail gets lost very quickly.

For example, the New York Times editorial on July 22, 2008 entitled “Poverty’s
Real Measure” notes that the FPL for a family of four was only $20,444, and in the
next sentence states that “The mayor raised New York’s poverty ceiling to a more
believable $26,138” (p. A18). Note that nothing in this statement indicates that this
number is a partial threshold, or that it needs to be adjusted for costs such as
health care or child care.2

A partial threshold is also problematic because poverty thresholds are used in
many ways beyond measuring poverty with datasets. Not only are they used for eli-
gibility, but poverty thresholds are also used as benchmarks to measure individual
and program achievement, to target resources such as job training and education
resources, to set minimum and living wage levels, and for many other purposes.

1For more information see the Overlooked and Undercounted reports for California, Colorado,
Connecticut, and Washington State, available at http://www.wowonline.org/ourprograms/fess/

2In fact, the NAS-type threshold calculated for New York City could be considered almost lit-
erally “half a threshold”. According to the most recent available Consumer Expenditure Survey
(Table B, 2005), on average housing, food and apparel and services are 49.6% of average expend-
itures (median expenditures were not available). Pulling out equivalent costs from the Self-Suffi-
ciency Standard for New York City (for a variety of four-person families across the different bor-
oughs) we find that the total of housing, food and miscellaneous [which includes clothing] ranges
from 99% to 119% of the threshold cited by Mark Levitan (except in Lower Manhattan, with
its very high housing costs). But note again, this is only part of the costs families have to pay.
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Step 2: Calculating Household Income

In step 2, both the FPL and the Self-Sufficiency Standard simply count gross in-
come from all sources (except refundable tax credits) to determine household in-
come. In the NAS approach, gross income from all sources is also counted, however
to determine household net income, certain expenses (actual expenditures only) are
deducted from gross income (including health care and work-related expenses, such
as child care and transportation).

Reducing household income with deductions is problematic, as it underestimates
and constrains some costs, particularly for certain groups. By including some costs,
such as housing in the threshold itself, while assigning other costs to be deducted
from household income, the NAS approach “privileges” some costs over others. When
an amount is allotted in the threshold to meet a basic need, such as housing, this
implies that that cost is essential. Conversely, other costs not given an allotment
in the threshold itself, such as health care or child care, are implicitly labeled as
non-essential, as optional or extra, for there is not an amount set aside to insure
that there is enough to meet this need. However, employment and its associated
costs are now the norm, not the exception: 62% of two-parent families have both
parents in the workforce, and 72% of single parent families have the parent in the
workforce, making work-related expenses such as child care essential, not optional,
for the majority of families.3

The “deductions” approach hides the very poverty that should be made explicit be-
cause families too poor to afford these items will not have these deductions. If a
family has enough income for rent, food, clothing and miscellaneous, but not health
care, they will forgo the latter, and thus may not appear to be poor income-wise,
but lack health care, a basic need. For example, a family of four with income of
$27,000 could spend nothing on health care; in New York City, their income would
be above the NAS-based poverty threshold of $26,138. However, an equivalent fam-
ily, who had an income of $29,000, but spent $3,000 on health care, would have that
expenditure deducted from their income, reducing their income to $26,000, putting
them under the NAS threshold. Thus the former family would have less income and
no health care, yet would not be considered poor, while the latter family would have
more income (or virtually the same in net income), yet have health care and be
counted as poor.

The costs that are to be deducted from income may be capped at unrealistically
low levels. For example, if the federal Child Care and Dependent Tax Credit (CCTC)
caps are used to cap child care deductions, the amount a family could deduct for
child care expenses may be much lower than the real cost of child care. The CCTC
caps the amount for child care to $3,000 per year for one child and $6,000 for two
or more children (or $250 per month for one child, and $500 for two children). Data
from Self-Sufficiency Standard reports for recent years show that across a number
of states the minimal cost of adequate child care ranges from $423 to $707 per
month for infants in family care and from $544 to $805 for preschoolers in child care
centers. Only for part-time school-age child care in one state are costs as low as the
CCTC cap level (5250 to $536).4 Note as well that capping deductions does not ac-
knowledge the geographic variation in costs; as suggested here, child care costs vary
geographically almost as much as housing costs, but low caps negate this variation.

By not including these costs as necessities, the revised poverty measure hides sub-
stantial amounts of very real poverty. Such hidden poverty affects working poor
families who cannot afford these necessities, primarily families with young children
who need child care and health care.

Step 3: Treatment of Taxes, Tax Credits, and Transfers

In the case of the FPL and the SSS, step 3 involves comparing the threshold de-
termined in step 1 to the gross income determined in step 2. (Note that in the Self-
Sufficiency Standard, taxes and tax credits but not benefits have been included in
the “costs” calculated in Step 1). In step 3 of the NAS approach, however, net in-
come is compared to the threshold both before and after taxes, tax credits, and
transfers. The NAS treatment of taxes, tax credits, and transfers under-estimates
need and over-estimates the impact of these three factors.

Taxes: For most people, taxes are the first cost they must pay, in the form of pay-
roll deductions before they even see their paycheck. This means that the amount
people need to meet their needs includes the amount they have to pay in taxes up-
front, including federal payroll, federal income and state income tax. Mathemati-

3U.S. Department of Labor. Bureau of Labor Statistics. Employment Characteristics of Fami-
lies in 2007. (page 2). Retrieved from http://www.bls.gov/news.release/pdf/famee.pdf

4Self-Sufficiency Standard reports, including child care costs are available at http:/
www.wowonline.org/ourprograms/fess/
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cally as well, taxes need to be included at the “beginning” not the “end”. For exam-
ple, to pay the payroll tax (for Social Security and Medicare) of 7.65%, one does not
need to earn just $7.65 for each $100 (earned to cover other costs), but rather
$108.28 (7.65% of $108.28 = $8.28) to fully cover the payroll tax.

The NAS approach only accounts for federal taxes. State income taxes should be
included as well as federal income taxes. If a household is earning a Self-Sufficiency
Standard level of income, state income taxes range from.6% to over 6% of income
in states with taxes; the average state tax burden is about 3.6%.5 Highly variable
across states, the state income tax should be included in a poverty measure.

Tax Credits (Refundable): In contrast to taxes, tax credits are last to be re-
ceived, overwhelmingly (99%, according to one survey) received as lump sums when
people file their taxes, early in the following year.6 Moreover, most people do not
use their tax credits to pay for daily expenses, such as food or housing. While some
costs can be “bought” with credit, such as putting groceries on a credit card, most
people according to studies (1) do not know how much they will be getting because
of uneven income and (2) use their tax refund/credit for lump sum purchases.” The
other most common uses are to make major purchases, such as a car, pay tuition,
and pay first and last month’s rent, or to pay off debts.® The most common debt,
however, is medical debt, not usually voluntarily taken on in anticipation of a re-
fund. In other words, tax credits are used as “forced savings.” Therefore continuing
to assume that these credits are available to meet daily costs in the year in which
they are earned needs to be reexamined.

Transfers and Benefits: There is wide consensus that any revised poverty meas-
ure should reflect the impact of benefits such as child care or heath care assistance
(Medicaid, S-CHIP) on family resources. The Self-Sufficiency Standard accounts for
child care and health care costs in the first step of determining the poverty thresh-
old, and therefore the impact of receiving assistance can be modeled as lowering the
threshold wages needed, or as increasing the “income adequacy” of a given wage.
However, the NAS approach does not have any means of showing their lack of abil-
ity to meet these needs. Since families receiving these benefits are by definition too
poor to secure these resources at market rates, they will not be able to deduct the
cost of these expenditures from their income (Step 2). At the same time, the NAS
approach only shows the effect of food stamps and housing assistance, because only
food and housing are included in the (partial) threshold. Benefits that reduce the
cost of health care or work-related expenses, such as child care assistance or trans-
portation cannot be credited against the costs of housing.

3. The Impact of Using the NAS Approach versus other Alternative Meas-
ures of Poverty on both Poverty Rates and Understanding of Poverty

Because of the methodology used, the NAS approach creates both lower thresholds,
and overestimates available resources, resulting in underestimating the number of
people who are below poverty. Using the Self-Sufficiency Standard, which is based
on a full rather than partial poverty threshold, results in a very different poverty
rate and count of the poor.

For example the count of the poor increases from 18.9% according to the FPL to
23% according to the NAS approach (in the NYC application), a 22% increase in the
number of people counted as poor in New York City. However, the count of the poor
increases from 7-10% according to the FPL to 20-30% using the Self-Sufficiency
Standard in five select states (shown in the table below), which is a two-three fold
increase in the number of people with inadequate income. (Note that the differences
are probably even greater, as the studies done with the Self-Sufficiency Standard
excluded the elderly and disabled, as the Standard assumes all income is earned.)

5This percentage is calculated for 20 states with Self-Sufficiency Standards and with state
income taxes.

6 Of federal returns filed in 2001, only 137,685 taxpayers reported having received advanced
EITC payments out of more than 16 million families with children receiving the EITC. Numbers
cited by John Wancheck of the Center on Budget and Policy Priorities, based on data reported
in the IRS Income Tax Section, Monthly Operational Review of Earned Income Credit.

7Romich, J. L. & Weisner, T. (2000). How families view and use the EITC: The case for lump-
sum delivery. Paper delivered at Northwestern University, Joint Center for Poverty Research
Conference.

8Some workers may be unaware of the advanced payment option, and others may have em-
ployers who do not participate. Also, research has shown that families make financial decisions
based on receipt of the EITC (together with tax refunds) when they file their taxes early in the
following year. Romich, J. L. & Weisner, T. (2000). How families view and use the EITC: The
case for lump-sum delivery. Paper delivered at Northwestern University, Joint Center for Pov-
erty Research Conference.
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Comparison of the Federal Poverty Level to the CEO Measure in New York and Self-
Sufficency Standard in Select States

NAS The Self-Sufficiency Standard in Select
Meas- States
ure
. Con- New | Wash-
New Cali- Colo- s A
s necti- Jer- ing-
Ig:gf fornia | rado cut sey ton
Percent of Households with Inad-
equate Income According to Alter-
native Measures of Poverty .................. 23% | 30.3% 20% 19% | 20.4% | 20.7%
Percent of Households Below the Federal
Poverty Level (FPL) ....ccccccceeeviniiinininnee 18.9% | 10.6% | 7.2% | 6.8% | 6.8% | 8.3%
Ratio of Alternative Measures to the FPL ... 1.22 2.86 2.78 2.79 3.00 2.49

Note that the NAS approach not only results in a reduced poverty rate and pov-
erty count than when the Self-Sufficiency Standard “bare bones” budgets are used,
but also results in a very different picture of poverty. Not only are approximately
four-fifths of households in these states “working poor,” but the Standard tells us
that their income (almost all of it wages) is insufficient to meet the costs of working,
meaning that they are forgoing meeting some needs such as health care and child
care, to which the NAS thresholds and poverty rate analysis is “blind.”

4. Recommendations for an Alternative Poverty Measure and the Dif-
ference an Alternative Measure Can Make

I would like to make the following recommendations to the subcommittee, based
on experience with the Self-Sufficiency Standard and the analysis above:

1. Incorporate in the legislation that the Modern Poverty Measure consider devel-
opments in terms of data availability and the experience of alternative approaches
since the 1995 NAS report when devising methodology for this revision of the pov-
erty measure. That is, the legislation should require that the Modern Poverty Meas-
ure be able to reflect changing needs, changing demographics, and changing data
availability.

Furthermore, there is no allowance, implied or otherwise, in any of these poverty
standards, for debt, savings, or large capital purchases. Although the size and scope
of tax credits has increased since the development of the NAS approach, so has the
problem of debt and predatory lending. Certainly it would be unbalanced to assume
that tax credits are available to meet daily expenses while not allowing for nec-
essary non-daily expenses for which these credits are largely being used. In other
words, if transfers are to be included in a poverty measure, debts and large pur-
chases should also be included. Alternatively, neither tax credits nor debts and large
purchases should be included in assessing resources available to families. This is not
a simple issue, and deserves careful research.

2. Although not addressed on in the hearing testimony, we recommend that suffi-
cient resources be devoted to developing the Decent Living Standard as a realistic,
but minimal, full measure of income adequacy. Given the inadequacies of the FPL,
the Self-Sufficiency Standard was developed to meet the need for a complete, but
modern standard of income adequacy. Now calculated in 37 states and the District
of Columbia, this type of measure has been used by approximately 2000 organiza-
tions, and increasingly has been adopted by workforce councils, state labor and wel-
fare departments, in prison/parole systems, and many more settings across the na-
tion. Given this high level of demand, and its evident usefulness, developing an offi-
cial equivalent measure would contribute greatly to both measuring need and focus-
ing policies and programs on true poverty reduction.

The NAS approach proposes a means to more accurately measure poverty. Al-
though the NAS approach does measure poverty, it is not designed to function as a
tool. On the other hand, a Decent Living Standard can be—and in the case of the
Self-Sufficiency Standard is being—used not only for measuring poverty but also as
a policy tool. The Self-Sufficiency Standard is widely used by advocates, employers,
policy makers, and service providers, to improve career counseling services, target
employment and training programs towards higher wage jobs. The Self-Sufficiency
Standard is also used to evaluate and design public policies with the goal of helping
families reach self-sufficiency. Because it provides fully comprehensive and trans-
parent thresholds, the Self-Sufficiency Standard is a more versatile and useful tool
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in battling poverty because it is more than a measure. Indeed, the Self-Sufficiency
Standard has gained wide usage in three-quarters of our nation’s states.®

The Self-Sufficiency Standard

Below I will briefly outline a possible poverty measure alternative, the Self-Suffi-
ciency Standard. I will explain how it addresses the issues raised above, and con-
clude with a discussion of the difference the Standard can and has already made
in our understanding of poverty, as well as being a more useful tool to combat pov-
erty. I developed this measure in the early 1990s, and since 1996, it has been cal-
culated in 37 states and the District of Columbia. State reports may be found at
http://www.wowonline.org/ourprograms/fess/

A Brief Description of The Self-Sufficiency Standard and How it is Cal-
culated

The Self-Sufficiency Standard measures how much income is needed for a family
of a certain composition in a given place to adequately meet its minimal basic needs
without public or private assistance. The Standard is designed as a national meas-
ure, with a specific methodology that is tailored to the costs of each state and county
within that state. The Self-Sufficiency Standard:

e Assumes that all adults in the household work full-time and, thus, have work-
related expenses such as taxes, transportation and child care, when children are
present.

e Assumes the employer provides employee and dependents’ health insurance and

uses average premiums and out-of-pocket expenses.

e Distinguishes by family size and type. The Standard accounts for differing costs
not only by family size and composition (as does the official poverty measure),
but also by the ages of children.

e Varies costs geographically and does not assume there is a universal “equiva-
lency” scale based on the size of place or urban versus rural areas.

Seven Categories of Expenses

The Standard measures seven categories of expenses using scholarly and credible
federal and state data sources. The Standard does not rely on the cost of a single
item, such as food, to establish a ratio against which to calculate the total family
budget. The Self-Sufficiency Standard is based on the cost of each basic need by
county—food, housing, health care, child care, transportation and taxes—determined
independently using official and otherwise publicly available data. We add 10 per-
cent of these costs for miscellaneous necessary expenses such as clothing, phone,
and household goods.

The Self-Sufficiency Standard includes all taxes, including state and local sales
and use taxes, payroll tax, federal, state and local income taxes, along with the
Earned Income Tax Credit, Child and Dependent Care Tax Credit and Child Tax
Credit. This is a minimal amount and produces a bare bones budget that does not
take into account entertainment, savings, or education. It does not include funds for
one time purchases (e.g. furniture, appliances or a car). The Standard does not build
in costs related to savings for a security deposit, down payment, emergencies, retire-
ment, college or debt repayment that can be essential in today’s economy.

9The Self-Sufficiency Standard is widely used by a variety of organizations and agencies
across the states. For example, online Self-Sufficiency Calculators, used by counselors and the
public, have been developed for Illinois, New York, Pennsylvania, Washington State, the San
Francisco Bay Area in California, and Washington, DC. In 1999, Sonoma County, California was
the first county in the country to adopt the Standard as its formal measure of self-sufficiency
and benchmark for measuring success of welfare to work programs. In Connecticut, the Stand-
ard has been adopted at the state level since 1998 and has been used in planning state-sup-
ported job training, placement and employment retention programs, and has been distributed
to all state agencies that counsel individuals who are seeking education, training, or employ-
ment. The Standard has been used in a number of states (including New York, New Jersey,
and Hawaii) to advocate for higher wages through Living Wage Ordinances and in negotiating
labor union agreements. Workforce Development Boards in Pennsylvania, Washington, and Or-
egon are using the Standard as a case management tool. In Colorado, the Colorado Center on
Law and Policy successfully lobbied the Eastern Region Workforce Board to officially adopt the
Standard to determine eligibility for intensive and training services. When the Oklahoma DHS
proposed large increases in the child care co-payments, the Oklahoma Community Action Project
used analysis based on the Standard in a report that resulted in a rescinding of the proposed
increases. More information on these and other examples on how the Standard is and can be
used are available in the Self-Sufficiency Standard reports, http:/www.wowonline.org/
ourprograms/fess/
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Cost Components of the Self-Sufficiency Standard

Costs for the Self-Sufficiency Standard are based on data such as HUD’s Fair
Market Rent, the USDA Low-Cost Food Plan, and sub-state market rates for child
care published by state welfare agencies. Transportation costs are figured using
data from state and local transportation departments, the National Association of
Insurance Commissioners, the American Automobile Association, and the IRS mile-
age allowance. Since families cannot be truly self-sufficient without health insur-
ance, employer-sponsored coverage is assumed as the norm for full-time workers.
For the family’s health insurance premium and out-of-pocket costs, we rely largely
on data from the Medical Expenditure Panel Survey (MEPS).10

What Diference Does Using a Measure Such as the Self-Sufficiency Stand-
ard Make?

e Using the Standard results in a substantially larger number of households who
lack adequate income. Because it is a realistic measure of income adequacy, it
results in a substantially larger number of households who lack adequate in-
come to meet their needs. In several state studies, using coded Census data, we
have found that about one-fifth to almost one-third of non-elderly, non-disabled
households lack adequate income. Specifically in California, about 30% of work-
ing-age households have incomes below the Standard, while in Washington, Col-
orado, New Jersey and Connecticut it is approximately one-fifth. This is almost
three times as many households as are officially counted as poor—using the
FPL—in each of these states.l! (Note that when the proportion of households
lacking minimally adequate income reaches one in five, or more as in Cali-
fornia, then it is clear that this is a systemic problem, that the issues are wide-
spread and not simply attributable to individual issues, such as lack of edu-
cation, etc.)

e Using the Standard provides a different picture of who is poor in each of these
states. Although there is much variation by state, several themes emerge. Those
who are below the Standard, while disproportionately people of color, are ra-
cially and ethnically diverse. Families maintained by women alone, those who
are Hispanic, and those with young children, are especially likely to have in-
comes below the Standard. Yet the majority of households are married couple
households, and in most states, the majority are White. Most important, in
every state, 80% or more of households with incomes below the Standard have
at least one worker in them, and in roughly half of these, there is a full-time
year-round worker. There is not space here to provide detailed pictures, but be-
cause it controls for cost of living differences (such as rural vs. urban counties
in a given state), it reveals within-state geographic patterns and concentrations
of those households with inadequate income.

e Using the Standard provides the means for understanding which costs are con-
tributing the most to family budget constraints, as well as which programs are
helping families make ends meet. The Standard can, and is, being used with cli-
ents to help them determine how much income they need, and thus what train-
ing/education or jobs will meet their self-sufficiency needs. The Standard can,
and is, being used by program providers and policymakers to evaluate the im-
pact of their services, and/or to model the impact on family budgets of specific
services and work supports, such as child care assistance or tax credits.

For references to studies and reports cited above, or further information about the
Standard, how it is calculated, and how it can be used, please contact the author,
Dr. Diana M. Pearce at pearce@u.washington.edu or (206) 6162850, or the Center
for Women’s Welfare, School of Social Work, University of Washington, 4101 15th
Avenue NE, Seattle WA 98105.

10 A complete discussion of data sources and methodology for the Self-Sufficiency Standard can
be found on WOW’s Website at: http:/www.wowonline.org/ourprograms/fess/ and clicking the re-
port for any state.

11To view the Standard’s state Demographic reports, see the Overlooked and Undercounted
reports for California, Colorado, Connecticut, and Washington State, available at http:/
www.wowonline.org/ourprograms/fess/
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Federal Poverty Meas-

Self-Sufficiency Stand-

National Academy of

ure—FPL ard—S! Sciences—NAS

Step 1
Calculate Food—1/3 Food Food
Threshold All other Costs—2/3

Implied included:

Housing Housing Housing

Clothing (included in | Clothing (included in | Clothing

Miscellaneous) Miscellaneous)

Miscellaneous Miscellaneous Miscellaneous

Transportation Transportation

Not included:

Health care Health care

Child Care Child Care

Taxes Taxes & Tax Credits
Step 2

Calculate Income

Gross Income from
all Sources

Gross Income from
all Sources

Gross Income from all
Sources

Deduct Actual Costs of:

Transportation

Health Care

Child Care

= Net Income

Step 3

Determine Poverty
Status

Compare (gross) in-
come to Threshold

Compare (gross) in-
come to Threshold

Compare (net) income
to Threshold

For pre-tax/transfer
pov. status

Add taxes, tax credits
and transfers for post
tax/transfer poverty
status

ues with FPL

SSS Responses

Critique of NAS

Too low

Full standard, aver-
ages 50-80% of
area median in-
come

Partial Standard, mis-
understood as full
standard (too low)
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Comparison of Three Poverty Standards—Continued

Federal Poverty Meas-
ure—FPL

Self-Sufficiency Stand-
ard—SSS

National Academy of
Sciences—NAS

No geographic vari-
ation

Geographic vari-
ation, by county,
and/or city/ bor-
ough (as data per-
mits)

Some geographic vari-

ation for some costs;
however, not detailed
enough to show true
geographic variation
in cost

Does not reflect new
costs, changing de-
mographics

Includes new costs of
employment (now
the norm), child
care, transpor-
tation, taxes

Privileges some costs

(clothing and etc.)
while devaluing oth-
ers, such as childcare
and other work-re-
lated expenses

Does not show im-
pact of credits &
benefits

Shows impact of
taxes, credits, &
transfers

Implies tax credits used

for daily expenses

Dear Representative McDermott:

Thank you for the opportunity to submit written testimony on the Measuring
American Poverty Act proposed by U.S. Representative Jim McDermott. Crittenton
Women’s Union is a non-profit organization in Boston, MA that transforms the
course of low-income women’s lives so that they may attain economic independence
and create better futures for themselves and their families. CWU provides safe
housing, caring supports, education and training programs, and innovative new pro-
grammatic designs based on research and client experience. Through our advocacy
efforts, we work to advance policy changes that address the root causes of the bar-
riers low-income women face to achieving economic self-sufficiency.

Since 1998, CWU has been one of 36 states to calculate the Family Economic Self-
Sufficiency Standard (FESS), a realistic and useful measure of the income families
must earn before they can thrive independent of government supports. Recently up-
dated in 2006, MassFESS (www.liveworkthrive.org) is a comprehensive analysis of
what it costs to support a family in Massachusetts with no public supports. Taking
into account the cost of housing, childcare, healthcare, food, transportation, miscella-
neous essential expenses as well as taxes and tax credits (EITC, Child Care Tax
Credit, and Child Tax Credit), MassFESS indicates that a single parent family with
a preschool aged child and a school aged child in Massachusetts would need to have
an annual income of $48,513 (median for the state), nearly three times the federal
poverty level.

The Federal Poverty Level (FPL), the current standard for classifying families liv-
ing in poverty and for extending benefits to these families, does not provide a com-
plete picture of the needs of low-income families. The FPL is based on families’ food
costs alone; alternatively, FESS calculates a range of basic needs for 70 different
family types, giving an accurate description of what families must earn to be self-
sufficient. Program participants from CWU believe that it is crucial that so-called
“poverty standards” reflect the varied composition of households, since the costs of
children and extended family are a consistent barrier to reaching self-sufficiency.
Given rising costs and stagnant wages for low-skilled work, many families are also
supporting adult children and extended family members who are not even included
in FESS or the Modern Poverty Measure.

CWU applauds Subcommittee Chairman Jim McDermott for his draft legislation
the Measuring American Poverty Act. This proposed legislation is a first step to-
ward revising the inadequate standards used to determine eligibility for government
supports. Like FESS, by taking into account the cost of food, clothing, necessary ex-
penses, income assistance, family types, and geographical location, the proposed
Modern Poverty Measure would modernize the approach the government takes to
determining eligibility for support programs. Thus, it would ensure an inclusive and
reasonable standard that can accurately gauge the level and severity of poverty in
the United States and make sure that families receive adequate supports through-
out their journey to self-sufficiency.
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Thank you for your consideration of this critical legislation. Should you have any
questions, please contact Ruth Liberman, Vice President of Public Policy at (617)
259-2936 or rliberman@liveworkthrive.org

Sincerely,
Elisabeth D. Babcock, MCRP, PhD
President and CEO

————

Chairman McDermott and Members of the Subcommittee:

On behalf of First 5 Marin Children and Families Commission, I am writing in
support of the chairman’s proposal to establish a Modern Poverty Measure, and par-
ticularly the portion which calls for “geographic cost variation.”

First 5 Marin is a local government agency serving young children and their fami-
lies in Marin County, California, and we are extremely concerned for the economic
well-being of those striving to survive on very low-incomes and especially those who
are caring for children in severe poverty conditions.

Marin County was recently identified* as the most expensive county in our state,
and it is likely one of the most expensive counties in the country. As such, the finan-
cial struggle that low-income working families face in our county serves as a distinct
example of the severe inadequacy of the current measurement of poverty offered by
the Federal Poverty Level (FPL) for those living in high-cost states or high-cost met-
ropolitan areas.

1. You Can’t be Self-Sufficient Living in Poverty

According to the 2008 California Family Economic Self-Sufficiency Standard*, a
family of four in the most affordable county in California, Kern County, would re-
quire a household income more than two times the FPL of $21,200 to make ends
meet ($44,686).

For those in poverty and for the working poor, the FPL offers a false measure
of a survival wage; a family living at the FPL does not have enough income to pay
for even the most basic necessities. The FPL does not reflect a living wage or a self-
sufficient wage; it is a desperation wage.

Under the Self-Sufficiency Standard, the average California family with two
adults, a preschooler and a school-age child needs to earn $52,889, to meet basic
lifed costs (housing, food, childcare, transportation, healthcare and other basic
needs).

The monumental gap between official poverty standards and self-sufficiency stand-
ards presents us with one of the most important challenges of our day: what meas-
ures can be adopted immediately and what measures can be pursued over the longer-
term? to significantly improve the economic well-being of all Americans living in pov-
erty¢

2. High Cost Region in a High Cost State

In Marin County, the Self-Sufficiency Standard for the same family of four is
$73,576. Marin County is the highest cost county in the State of California. (To
reach this salary, both adults would need full-time jobs that paid at least $17.42
per hour; or, one adult would need an hourly wage of $34.84 or a monthly income
of $6,131.) In this county, the value of a poverty wage is . . . distinctly invaluable.

After paying the fair market rent of $1592 per month (according to the U.S. Dept.
of Housing and Urban Development) for a two-bedroom apartment, the family of
four living at the federal Poverty Level (of $21,200) would have $2,116 remaining
. . . for the entire year. Ignoring all other potential expenses, it is hard to believe
that four people could even buy enough calories to survive. (HUD calculates this fair
market rent for the entire San Francisco metropolitan area; the costs in Marin Coun-
ty are likely much higher.)

But many, many Marin families are living well below the self-sufficiency wage of
$73,576. We may only imagine the choices they are forced to make regarding food,
housing, childcare and healthcare. And when a family’s very survival is at stake,
how can parents even hope to afford life-enriching opportunities for their children

. much less adequate healthcare and quality preschool? This question should be
a question that consumes all of us every day.

3. Measuring Poverty Standards, Achieving Subsistence Standards

The Federal Poverty Level does not recognize poverty conditions for a family of
four until income falls to $21,200. As such, the FPL is not a measure of a minimally
adequate income—it is indeed a measure of inadequacy.
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On behalf of all working families, but especially those in high-cost areas, we
strongly support the chairman’s proposal to create a “modern poverty measure”
which would set the poverty threshold at a percentage of current median personal
or family expenditures—not just on food, but also on shelter, clothing and utilities.

In addition, we urge the committee to fully examine and account for extreme geo-
graphic cost variations. Self-sufficiency in California is significantly beyond the Fed-
eral Poverty Level. Not only is the average wage needed for self-sufficiency in this
state more than $30,000 over the federal poverty level ($52,889 compared to
$21,200), but there is almost a $30,000 variation between counties in the state
($44,686 for Kern County compared to $73,576 in Marin County).

We applaud your efforts to improve the measurement of poverty in this country.
We cannot hope to adequately support families attempting to survive poverty wages
until we more clearly understand the breadth and depth of their financial crises.

While our ultimate goal for working families should be self-sufficiency and eco-
nomic well-being, our immediate goal must be, at the very least, subsistence. How
could we do anything less?

Sincerely,
Amy L. Reisch
Executive Director
First 5 Marin

Cc: Rep. Lynn Woolsey
Senator Barbara Boxer
Senator Dianne Feinstein
State Senator Carole Migden
State Assemblyman Jared Huffman

* In May 2008, the Insight Center for Community Economic Development
issued “The 2008 California Family Economic Self-Sufficiency Standard.” The self-
sufficiency standard “measures how much income working individuals and families
need to pay for their basic needs—including housing, food, child care, health care,
transportation and other basic needs. The Insight Center for Community Economic
Development is at www.insightcced.org.

———

Chairman McDermott, Congressman Weller, Congressman Camp, and members of
the committee, thank you for the opportunity to submit testimony on establishing
a modern poverty measure.

The mission of the Michigan Department of Human Services (MDHS) is to assist
children, families and vulnerable adults to be safe, stable and self-supporting. We
recognize that dealing with poverty is fundamental to our mission, and have begun
the process of creating a statewide network to link local poverty reduction efforts
to statewide policy initiatives in order to enhance our ability to impact the causes
and conditions of poverty in our state. This network, the Voices for Action Network,
will be launched as part of Michigan’s first statewide summit on poverty November
13, 2008. It is essential that we ensure that all Michigan citizens have access to
economic opportunity, and that we all work together to end poverty. All of us are
affected by poverty and all of us have a role to play in relieving its effects and re-
ducing the number of our neighbors blocked from full participation in our economic
transformation. In order to measure the effectiveness of our poverty reduction ef-
forts, we need a common sense poverty measure that includes impact of public pro-
grams, and the real costs of work and basic needs. There is broad consensus on the
deficiencies of our current poverty measure, and I will not belabor that point but
simply join in the chorus that it is woefully inadequate and must be changed.

State human services agencies have a key role to play in reducing the effects of
poverty by administering an array of federal and state programs aimed at assisting
individuals and families. However, because of the limitations of the current poverty
measure, many of our efforts to assist families are invisible and have no effect on
the poverty rate in our state. This leaves us vulnerable to the perception that public
programs aimed at poverty have failed because they don’t reduce poverty rates even
though there is no way to include the impact of these programs in the current pov-
erty measure. For example, our state is committed to reaching out in creative ways
to make sure that every person who is eligible for food stamps is actually receiving
them. We are exceptional as a state in the percentage of eligible persons actually
receiving food assistance, and we believe it makes a real difference in the degree
to which poverty affects families. Similarly, Michigan is exceptional in that every
community has created a plan to end homelessness, and we are adjusting policies
to support these efforts including providing more housing assistance to people in
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shelters. These efforts make a real difference but can not affect the poverty measure
because housing assistance and food assistance are not considered resources in the
current poverty measure.

As many have testified, including Rebecca Blank and Sheldon Danziger from the
University of Michigan’s National Poverty Center, it is likely that including food
stamps and housing assistance in a poverty measure would actually show the effect
public assistance programs have on the real experience of families living in poverty.
This is a common sense approach and gives citizens a clear way to assess the impact
of public assistance. Similarly, other public policies aimed at poverty such as the
Earned Income Tax Credit and the Child Tax Credit are linked to quantifiable re-
ductions in poverty for the lowest income levels when included in a poverty meas-
ure.

The cliché that we have “lost the War on Poverty” is based on a circular argu-
ment. We don’t include in our measure the impacts of major poverty policies and
then don’t see those impacts when we look at the measure over time. This creates
a “catch-22” in which states struggle to show that our programs help even while the
main economic indicator specifically excludes the impact of many of these programs.
This gap between government programs and impact on poverty has widened over
time as fewer and fewer dollars are spent on cash assistance.

In addition to the inclusion of resources actually available to families, actual costs
incurred by families that are unavoidable in order to generate income are essential
components to a common sense poverty measure. Child care, transportation, and
health care costs are not optional for many families; income is dependent on these
factors. Therefore, a common sense poverty measure should include these factors as
subsistence factors. Including these costs will assist in identifing issues that drive
the poverty rate up, and design targeted policies to respond. For example, in the
New York experience, their new poverty measure uncovered a higher rate of elderly
poverty because of the impact of skyrocketing health care costs among this popu-
lation leaving more seniors less able to meet basic needs. Similarly, measuring the
real costs associated with work will reveal the impact of rising gas prices on work-
ing poor families and help us focus our attention on the large segment of people in
poverty who are actively engaged in work but can not meet a basic level of subsist-
ence.

Ideally, information in the poverty measure would also be linked to key indicators
of access to pathways out of poverty such as access to quality early childhood pro-
grams, education, and family support services to ensure that families are equipped
to prevent inter-generational poverty. The ability to identify changes in costs related
to maintaining work and access to opportunity as part of a poverty measure would
provide a consistent, reliable means to identify impact on poverty over time gen-
erated by policy initiatives such as Michigan’s Jobs, Education and Training (JET)
program which aims to link families to opportunities for long-term self-sufficiency.

Finally, it is essential that responsibility for the poverty measure move from the
Office of Management and Budget to a federal statistical agency. No other economic
indicator is similarly entangled. The need for a reliable common sense poverty
measure must outweigh political concerns related to fears of a sudden “increase” in
poverty due to a switch to a meaningful measure. There are solutions to ease this
concern including standardizing the measure, anchoring the new measure to the
current measure for a period of time, and putting processes in place to regularly
adjust the measure. Again, testimony from experts such as Sheldon Danziger from
the National Poverty Center indicates that the overall poverty rate may not change
significantly using a common sense measure, but that different population subgroup
rates might, as has been the experience in New York as they have used a poverty
measure with updated resource thresholds. This would give states a better sense of
which groups are most effected by changing costs related to work and equip states
with more reliable and consistent data on the effect of poverty reduction policies
over time. In the long run, we are far better off dealing with the reality and the
implications of these trends for public policies than avoiding the tough choices about
how to best reduce poverty. Designing effective policies to ensure that working poor
families have the supports they need to move beyond poverty is essential, not only
to these families but for all of us who look forward to the benefits of a transforming
economy.

Thank you for the opportunity to submit this testimony.

———
Re: Income Security and Family Support Advisory #ISF-17

To the Honorable Congressman Jim McDermott Chairman of the Subcommittee
on Income Security and Family Support of the Committee on Ways and Means:
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My name is Kim Aponte and I am a case manager of a township welfare program.
I am writing to comment on the hearing to establish a modern measure of poverty.
While I agree that a more modern measure is needed given how outdated our cur-
rent model is, I am hoping that consumption as opposed to strictly income will be
used as a more appropriate gauge. As we are all aware of the many factors aside
from strictly income which are relevant in establishing an individual’s ability to pro-
vide for their basic needs, specifically food, housing, childcare, transportation and
healthcare.

In addition, I have two other concerns. One concern is poverty measures versus
financial eligibility criteria and standards of social welfare programs, including state
and federal programs. Many of our current program’s financial qualification stand-
ards (including ours in our General Assistance program within a township govern-
ment) are so low as to cause the majority of individuals falling under slightly higher
poverty thresholds to fall through the cracks. In those cases there are no social serv-
ice programs to assist them. Our country’s current economical status and subse-
quent job losses has caused record numbers of individual’s to apply for financial as-
sistance benefit programs. Due to outdated financial qualification standards and
lack of programs in general, record numbers of individuals and families are being
turned away.

Notwithstanding, fiscal irresponsibility is causing many state governments to
drastically reduce social welfare monies and/or programs at a time when they are
needed more than ever. Why is it that social welfare programs are the first to re-
ceive cuts usually followed by education? Why aren’t higher income people being
taxed at higher rates to assist in managing our economy?

This leads me to my final question. Once a more accurate indicator of poverty is
established what changes will be implemented to benefit those in poverty? The truth
of the matter as I see it lies with the priorities of many of the individual policy mak-
ers. Helping the poor has never realistically been a priority in our country. The poor
do not fund campaigns nor do they have a large lobbying presence. The poor also
focusing exclusively on surviving do not inundate our government officials with let-
ters, faxes or emails regarding a lack of programs to assist them. And the social
service agencies serving these clients are too fragmented, they are unwilling to be-
come more cohesive, to unionize because so many are fighting for the same funding
sources

I have seen time and time again policy makers moving mountains to fund special
interest projects, as well as having the ability to put aside political wrangling to get
a bill passed in record time when it suits their agenda.

Once again I am reminded of a poem by poet Tarapodo Rai titled “The Poverty
Line.” T would ask that you might read it and share it with others in your sub-
committee. For while it is noteworthy to try to continue to define poverty, and issue
more modern poverty guidelines, will more accurate statistics really cause our cur-
rent or future administrations to make poverty a priority, to start creating, sup-
porting, and funding anti-poverty measures and programs to help all of its citizens
in need?

Sincerely,
Kim Aponte
Kim Aponte
146 Valley Dr.
Bolingbrook, I1. 60440
Kaponte44@aol.com

Dear Chairman McDermott:

On behalf of the Leadership Conference on Civil Rights (LCCR), the nation’s old-
est, largest, and most diverse civil and human rights coalition with nearly 200 mem-
ber organizations, we are writing in support of the Measuring American Poverty Act
of 2008, a significant effort to create a more accurate measure of poverty in Amer-
ica.

The current measure, which was devised in the mid 1960s and based on data from
the mid 1950s, is flawed in several ways. Notably, it fails to count public benefits
such as refundable tax credits, housing assistance, and food stamps as income. In
addition, the current measure’s assessment of a poor family’s necessary expenses is
extremely outdated. Only food costs are included in the antiquated measure now in
use; the increasing costs of housing, heat, transportation, child care and out of pock-
et medical expenses are left out.
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The Measuring American Poverty Act of 2008 includes elements that are in our
view essential to modernizing the assessment of poverty. They include:

Counting expenditures more accurately

Including certain public benefits as income

Adjusting the calculation of poverty thresholds for regional differences in costs

A means of showing the anti-poverty effects of benefits programs by comparing

pre- and post-tax and transfer income

e A clear statement that the proposed changes are not to modify eligibility or
amount of assistance for public benefits

e A provision to periodically re-assess the validity of the revised poverty measure

There are a number of important reasons to improve the measure of poverty. It
will be critical to be able to accurately gauge whether the steps the nation takes
to reduce it are working. A more accurate poverty measure will also give us greater
understanding of the needs of population subgroups. The current standard may un-
derstate the hardships of the elderly in making ends meet by failing to take into
account their high out-of-pocket medical costs. A new standard may help us to learn
if poverty is more prevalent, or deeper, among certain demographic groups (race/eth-
nicity, age, rural/urban residence) because they are less likely to receive benefits.

LCCR is committed to setting a national goal to cut poverty in half in ten years.
We are a founding partner of Half in Ten: From Poverty to Prosperity, a new cam-
paign run jointly by ACORN, the Center for American Progress, the Coalition on
Human Needs and LCCR. Among the initiatives sought by the campaign are sub-
stantial improvements in the Child Tax Credit and Earned Income Tax Credit.
Under the current poverty measure, success in achieving these important improve-
ments will not result in any reduction in the official poverty rate because refundable
tax credits are not counted as income. Similarly, LCCR supports increases in Food
Stamp benefits, but when those occur, the poverty rate will not change because food
stamps are not counted as income. The change proposed in your legislation will
allow a more accurate assessment of whether benefit increases have the desired ef-
fect, and further, whether certain population groups are helped more or less than
others.

We note that whatever its imperfections, the current poverty measure has been
very important in allowing us to see trends over time. We urge great care in making
the transition from the old to the new standard, so that researchers remain able
to evaluate trends. We also urge the Census Bureau to include, as part of its mis-
sion, the education of advocates and service providers in the proper use of the old
and new statistics.

We look forward to working with you to modernize the assessment of poverty, and
in using a more accurate measure to develop effective anti-poverty legislation. If you
have any questions, please contact Nancy Zirkin at 202/263-2880 or Corrine Yu,
LCCR Senior Counsel, 202/466-5670, regarding this or any issue.

Sincerely,
Wade Henderson
President & CEO
Nancy Zirkin
Executive Vice President | VP of Public Policy

———

Dear Chairman McDermott:

On behalf of the Center for American Progress Action Fund (CACFP), I am writ-
ing to thank you for your efforts to develop an improved measure of poverty and
to spur the development of a “Decent Living Standard” measure.

The Center for American Progress Action Fund believes that the United States
should commit itself to a goal of cutting poverty in half in ten years. We have joined
with a set of partners in a campaign, Half in Ten, www.halfinten.org, seeking to
build support for the goal of significant poverty reduction, and advocating policies
that could accomplish that goal. We believe that a national goal of reducing poverty
should be a key part of the domestic and economic policy agenda for Congress and
the President, as well as for states and localities. Sustained persistent poverty re-
duces the life chances of those growing up in poverty, and it hurts our economy.
Research commissioned for the Center for American Progress estimates that the cost
to the U.S. economy of children growing up in persistent poverty is in the range
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of $500 billion a year, about 4 percent of our gross domestic product.l Addressing
poverty is essential to making progress toward the goals of promoting equal oppor-
tunity and expanding mobility in the United States, as well as enhancing our na-
tion’s global competitiveness.

In order to effectively address poverty, it is important to have a good measure of
it. The current official federal poverty measure is deficient in many ways. It still
provides valuable information about the extent and severity of deprivation, but it
is seriously flawed. I discussed a number of its deficiencies, and urged an improved
measure, in testimony before this subcommittee last year.2 Among key concerns, the
current measure uses poverty thresholds that were established in the early 1960s
and have only been adjusted for inflation since that time; fails to count certain re-
sources, such as tax credits and near-cash benefits, that are available to help meet
family needs; fails to consider tax liabilities, work expenses, and medical expenses
that reduce the amount of income available to meet basic needs; and fails to recog-
nize substantial geographic variations in living costs.

The proposed Measuring American Poverty Act of 2008 would take a significant
step forward by directing the development of a “Modern Poverty Measure” cor-
recting a number of the flaws in the current measure. The draft bill would draw
from the recommendations of the National Academy of Sciences’ Panel on Poverty
and Family Assistance described in Measuring Poverty: A New Approach (Na-
tional Research Council, 1995). We agree that this set of recommendations should
be the starting point for a new measure. Among the key improvements, the pro-
posed bill would require the development of a poverty measure in which:

e Poverty thresholds are based on considering the actual costs that families pay
to meet a set of basic needs;

e Tax credits and near-cash benefits that are available to meet those needs are
considered;

e Tax liabilities, child care costs and other work expenses, and out of pocket med-
ical costs are all adjusted for;

e Geographical adjustments are made in recognition of variations in living costs.

Each of these improvements, as well as a set of more technical adjustments,
would assist in having a better measure of poverty.

An improved measure would also give a far better picture of the effectiveness of
key public policies in addressing poverty. For example, under the current measure,
since tax liabilities and credits are not considered, an expansion of the Earned In-
come Tax Credit has no direct effect on the measure of poverty. Similarly, an expan-
sion or reduction in child care subsidies has no direct effect, since no consideration
is given to family child care expenses. It is important to have a poverty measure
that reflects the impacts of policies that affect family incomes, and the proposed bill
would do so.

We agree with the proposed approach of developing a Modern Poverty Measure,
while leaving in place the Historical Measure, both for statistical purposes, and to
ensure that no change would automatically occur for programs that presently deter-
mine individual eligibility or benefits or that allocate federal funds using the cur-
rent poverty measure or a multiple of it. Rather, any usage of the Modern Poverty
Measure for such purposes should appropriately be considered over time, on a case-
by-case basis, as programs are reauthorized or otherwise are revised.

We recognize that even with an improved measure of poverty, we will only have
a better picture of one aspect of individual and family economic well-being. Thus,
we commend your decision to charge the National Academy of Sciences with devel-
oping a method for calculating a Decent Living Standard threshold. We believe this
is needed because even with an improved measure, the poverty line does not reflect
the millions of Americans with incomes above poverty but who are still struggling
to make ends meet and falling short of the income needed for a reasonably decent
life. Ultimately, our nation should have good measures of both poverty and of a de-
cent living standard, and the proposed bill would take a crucial step toward doing
so.
We also commend the draft bill’s inclusion of a National Academy of Sciences
study to develop a medical care risk measure. The proposed measure would provide
data not just about the number of uninsured Americans, but also of the number who
are underinsured.

1Harry Holzer, Diane Whitmore Schanzenbach, Greg J. Duncan, and Jens Ludwig, al., The
Economic Costs of Poverty: Subsequent Effects of Children Growing Up Poor (Center for Amer-
ican Progress, January 24, 2007), available at http:/www.americanprogress.org/issues/2007/01/
pdf/poverty report.pdf.

2Testimony of Mark Greenberg, Subcommittee on Income Security and Family Support,
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Finally, we encourage you to consider including several additional measures of
economic well-being for which regular statistical reporting should occur. In par-
ticular, international poverty comparisons are often based on a “relative” poverty
measure, looking at the share of individuals or families with incomes below a level
such as 50 percent or 60 percent of median income. Such a measure is significant
because instead of looking at whether a family can afford a limited set of basic
needs, it focuses on the share of families that are living far from the social main-
stream. It would be desirable for the Federal Government to begin regularly col-
lecting, reporting, and analyzing such data, and to promote research to better un-
derstand the consequences of being in and growing up in relative poverty

In addition, the nation would benefit from the development and regularly report-
ing of measures of assets and asset poverty. Wealth disparities in the United States
are substantially greater than income disparities. One study estimated that in 2001,
about 37.5 percent of U.S. households were “asset poor,” meaning they did not have
enough liquid assets to live above the poverty line for three months.3 We would ben-
efit from better data about the extent, nature and consequences of asset poverty.

Thank you for your interest in these issues, for developing the draft bill, and for
advancing efforts to develop an improved poverty measure and a measure of a de-
cent living standard for the United States.

Sincerely yours,
Mark Greenberg
Director, Poverty and Prosperity Program

———

Mr. Chairman, members of the Subcommittee, I am pleased to submit testimony
to the Subcommittee on Income Security and Family Support of the Ways and
Means Committee and applaud Chairman McDermott’s leadership in the movement
to development a poverty measure that reflects the reality of poverty today. I am
Roger A Clay, Jr., President of the Insight Center for Community Economic Devel-
opment (formerly NEDLC). The Insight Center is a 39-year old national research,
consulting, and legal organization dedicated to building economic health and oppor-
tunity in vulnerable communities throughout the nation. We partner with a diverse
range of colleagues to develop innovative strategies and programs that result in sys-
temic change and help people become, and remain, economically secure.

The Insight Center strongly supports the creation of an alternative poverty meas-
ure such as the Modern Poverty Measure called for in Representative McDermott’s
draft proposal of the Measuring American Poverty Act of 2008. We would like to
specifically encourage that the bill, when introduced:

e Include the cost of essential basic goods such as child care, health care,
and transportation in the calculation of the Modern Poverty Measure—
In California, as well as throughout the country, child care costs are consist-
ently one of the highest costs in family budgets. Expensive health care costs,
particularly for seniors, and rising gas prices, are also significantly impacting
families’ budgets.

¢ Include multiple family sizes and compositions—In order to create effec-
tive public policy, such as setting client eligibility for social service programs,
a measure that includes multiple family types and compositions will most accu-
rately reflect the needs of low-income people.

e Include localized data—Due to the wide variation in the cost of goods within
states (e.g. the cost of housing for a one-bedroom apartment in California
ranges from $612 per month in Tulare county to $1,808 per month in Marin
county).*

e Include data reflecting costs faced by seniors—The consumption patterns
}f;)r lsei?iors differs from that of families, especially given the increased need for

ealth care.

It is significant both to recognize the effect of receiving public support on a fami-
lies’ economic security, as the proposed Modern Poverty Measure does, as well as
having a measure of the income families need to meet their basic needs without pub-
lic or private supports. The Self-Sufficiency Standard and Elder Economic Security

3 Robert Haveman and Edward N. Wolff, “The Concept and Measurement of Asset Poverty:
Levels, Trends and Composition for the U.S., 1983-2001,” Journal of Economic Inequality 2 (2):
August 2004.

* Information based on the United States Department of Housing and Urban Development
(HUD) Fair Market Rent and National Low Income Housing Coalition data included in the Cali-
fornia Family Economic Self-Sufficiency Standard (2008).
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Standard ™ Index (Elder Index) provide that measure by calculating the income
families and retired seniors need to meet their basic needs by family composition
and county of residence. The Self-Sufficiency Standard and Elder Index are powerful
tools that policymakers, grant makers, advocates, educational institutions, and serv-
ice providers around the country are using to develop programs and policies that
have and continue to lead low-income people toward economic security. What follows
is information about the Self-Sufficiency Standard and Elder Economic Security
Standard ™ Index and how they are used to effectively address the needs the of
working families and retired adults.

The Insight Center is a state partner of the national organization, Washington
D.C.-based Wider Opportunities for Women (WOW), as a part of their Family Eco-
nomic Self-Sufficiency Project (FESS). Our statewide coalition, Californians for Eco-
nomic Security (CFES), is comprised of a diverse network of over 400 service pro-
viders, workforce agencies, educators, advocates, grassroots groups, women’s organi-
zations, community colleges and immigrant organizations. The mission of the project
is to advance policies and programs that build economic security for families, sen-
iors, and the communities in which they live.

Policy makers and the public are increasingly asking why so many Americans
come up short as they struggle to make ends meet. To answer that question and
identify strategies to help these families, WOW—in partnership with four organiza-
tions including the Insight Center—launched the FESS (Family Economic Self-Suffi-
ciency) Project in the mid 90’s. During this period, WOW piloted a new geographi-
cally-based measure of economic security, the Self-Sufficiency Standard,f to reflect
the true costs of living for working families that is based on today’s economic reali-
ties. Based on publicly available federal, state, and local data sources including the
Department of Housing and Urban Development (HUD) Fair Market Rent and the
United States Department of Agriculture (USDA) Low-Cost Food Plan, the Self-Suf-
ficiency Standard is a measure of the income families of different compositions need
to meet basic needs such as housing, food, health care, child care, transportation,
and other necessary goods in a given county without public or private assistance.
The Self-Sufficiency Standard has been developed and is utilized in 35 states and
the District of Columbia. It has been drawn on by states and national organizations
and think tanks f in their efforts to establish a more relevant and credible measure
to use in making policy and program decisions.

Recently, WOW and the Gerontology Institute at the University of Massachusetts-
Boston developed an income adequacy measure for retired seniors: the Elder Stand-
ard ™ indexg, that will be in computed for the entire country by 2012. Based on
this national methodology, the UCLA Center for Health Policy Research, in partner-
ship with the Insight Center, calculated and released the California Elder Economic
Security Standard? Index (Elder Index) this past February. Like the Self-Sufficiency
Standard, the Elder Index is a measure of the income retired seniors need to meet
basic needs and is based on publicly available federal, state, and local data. The
Elder Index also reflects the actual consumption patterns of older adults and is the
only measure of its kind in the country.

Across America, a growing number of working families and seniors are
struggling to stretch their wages and savings to meet rising costs for basic
necessities. At the same time, public assistance from federal, state and local
resources are dwindling. These trends give new urgency to the question of
economic independence beyond the poverty line. Although many of these
families and seniors are not poor according to the official poverty measure,
their incomes are inadequate to meet the most minimal needs. Today, orga-
nizations around the country are using the Self-Sufficiency Standard to
help policy makers and individuals answer the question of how to measure
the circumstances and obstacles facing low-income families trying to be-
come economically self-sufficient.

The Self-Sufficiency Standard provides a conceptual framework as well as real
numbers to address a range of policy issues: the kinds of jobs, education, training,
work supports, retirement savings, and income assistance needed to make ends
meet given the cost of living in particular local economies for different type of family
configurations.

T The Self-Sufficiency Standard was developed by Dr. Diana Pearce of the University of Wash-
ington who at the time was Director of the Women and Poverty project at WOW.

1 For instance, the National Center on Children and Poverty has drawn on the Self-Sufficiency
Standard in the development of its matrix presented today.

§In the past three years, we partnered with the Gerontology Institute of the University of
Massachusetts/Boston to develop the Elder Economic Security Standard™ index that takes ac-
count of differences in health and housing status for retired persons aged 65 and over.
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The Self-Sufficiency Standard serves as an alternative to the federal poverty level.
Currently, the federal poverty level is used to guide a host of federal and state poli-
cies and to set eligibility thresholds. And, it has inadvertently and inappropriately
been interpreted to define income adequacy. This is damaging for a number of rea-
sons, but perhaps one no greater than that the federal poverty level is a flawed
measure, based on assumptions about costs and family structure that are completely
out of date with the social and economic realities of today’s families. For instance,
the official poverty measure was developed in 1964 when there were many fewer
single heads of household and many fewer mothers who worked outside the home
and needed to pay for child care.

Why is the Federal Poverty Level (FPL) Inadequate?

The inability of the official federal poverty measure to give a realistic picture of
what it takes to make a living in today’s society has been well documented. We are
pleased that the Committee held the hearing to draw attention to the subject. The
Insight Center is particularly concerned about the following deficiencies inherent in
the current federal poverty level (FPL):

The measure:

o Is based on the cost of a single item: food. It does not consider other costs such
as housing, child care, transportation, and it uses the false assumption that food
represents one-third of a family’s budget.**

e Is computed nationally, and thus fails to capture the wide range of housing and
other cost differentials across the country;

e Uses the implicit demographic model of the two-parent family with a stay-at-
home wife. Today, the likely scenario is that both parents are working.

e Does not distinguish between those families in which the adults are employed
and those in which the adults are not employed.

e Does not recognize the impact of care giving for children and does not take into
account the age of children in a family.

e Assumes that if the family has one adult household member, that member does
not work. In 2004, 83.9 percent of single fathers and 72 percent of single mothers
were in the labor force. ™t

e Does not vary by seniors’ age, health, or life circumstances.

The Self-Sufficiency Standard: An Alternative to the FPL

The Self-Sufficiency Standard measures how much income is needed for a family
of a certain composition in a given place to adequately meet its minimal basic needs
without public or private assistance. The Standard is designed as a national meas-
ure, with a specific methodology that is tailored to the costs of each state and county
within that state.

The Self-Sufficiency Standard in California:

e Assumes that adults in the household work full-time and, thus, have work-re-
lated expenses such as taxes, transportation and child care when children are
present.

e Assumes the employer provides employee and dependents’ health insurance and
uses average premiums and out-of-pocket expenses

e Distinguishes by family size and type. The Standard takes account of differing
costs not only by family size and composition (as does the official poverty meas-
ure), but also by the ages of children. While food and health care costs are
slightly lower for younger children, child care costs can be much higher, particu-
larly for preschool children. The Standard contemplates 70 different family
types establishing different categories for infants, preschooler, school-age chil-
dren and teenagers.

Seven Categories of Expenses

The Standard measures seven categories of expenses using scholarly and credible
federal and state data sources. The Standard does not rely on the cost of a single
item, such as food, to establish a ratio against which to calculate the total family
budget. The Self-Sufficiency Standard is based on the cost of each basic need by
county—food, housing, health care, child care, transportation and taxes—determined
independently using publicly available data.

*#*The findings of the Self-Sufficiency Standard suggest that, on average, food costs represent
between 10 and 19 percent of the budget for one adult, a pre-schooler and an infant—not 33%
as the federal poverty line assumes.

* Employment Characteristics of Families in 2004, U.S. Bureau of Labor Statistics. Available
at: http://www.bls.gov/news.release/archives/famee 06092005.pdf
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The Self-Sufficiency Standard nets out all taxes, including state and local sales
and use taxes, payroll tax, federal, state and local income taxes, along with the
Earned Income Tax Credit, Child and Dependent Care Tax Credit and Child Tax
Credit. After all taxes and basic needs are accounted for, we add 10 percent for mis-
cellaneous expenses such as clothing, phone, and household goods. These miscella-
neous expenses reflect a minimal amount for a bare bones budget that does not take
into account entertainment, a vacation or eating out. It does not include funds for
one time purchases (e.g. furniture, appliances or a car). The Standard does not build
in costs related to savings for a security deposit, down payment, emergencies, retire-
ment, college or debt repayment that can be essential in today’s economy.

Cost Components of the Self-Sufficiency Standard

To factor in actual costs, the Self-Sufficiency Standard uses such data as HUD’s
Fair Market Rent, the USDA Low-Cost Food Plan, and sub-state market rates for
child care published by state welfare agencies. Transportation costs are figured
using data from state and local transportation departments, the National Associa-
tion of Insurance Commissioners, the American Automobile Association, and the
IRS mileage allowance. Since families cannot be truly self-sufficient without health
insurance, employer-sponsored coverage is assumed as the norm for full-time work-
ers. For the family’s health insurance premium and out-of-pocket costs, we rely
largely on data from the Medical Expenditure Panel Survey (MEPS).*

The Real Cost of Living in One County:

For each state, county-by-county tables with 156 different family types show the
cost of each basic budget item and the hourly, monthly and annual wage needed
to achieve self-sufficiency. On the following page is a table on the following page
is for Alameda County, where Representative and Committee on Ways and Means
Member Stark serves. In 2008, the State of California Self-Sufficiency Standard was
$58,854 for a family of one parent, one infant and one preschooler, more than tri-
ple the official poverty threshold of $17,600 for the same family.

California Family Economic Self-Sufficiency Standard for Four Family Types (2008)
Alameda County, California

Monthly Costs ................... One Adult One Adult & One Adult, Two Adults

One Pre- One & One

Schooler Preschooler Preschooler

& One & One

School Age School Age

Child Child

Housing ........cccccccevvvveeennnnn. 1027 1216 1216 1216

Child Care .........ccccuenennen. 0 859 1283 1283

Food ..o 290 438 656 903

Transportation ................. 116 116 116 232

Health Care ...................... 104 258 270 333

Miscellaneous ................... 154 289 390 397

TAXES ...oovonveeereieieereieneenena 363 622 899 757
Earned Income Tax

Credit (-) 0 0 0 0

Child Care Tax Credit (-) 0 (50) (100) (100)

Child Tax Credit (-) ......... 0 (83) (167) (167)

# A complete discussion of data sources and methodology for the Self-Sufficiency Standard can
be found on WOW’s Website at:http://www.sixstrategies.org/includes/productlistinclude.cfm?str
ProductType=resource&searchType=type&strType=self-sufficiency%20standard and clicking the
report for any state.
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California Family Economic Self-Sufficiency Standard for Four Family Types (2008)—
Continued

Alameda County, California

Self-Sufficiency Wage
Hourly .......ccooevvverenne. $11.66 $20.82 $24.83 $13.79 (per
adult)
Monthly .......ooooreeerrrrerrr. $2,052 $3,664 $4,370 $4,854
-Annual ... $23,240 $43,974 $52.442 $58,251

Coming Up Short

The Self-Sufficiency Standard helps illustrate the critical nature of federal pro-
grams under the jurisdiction of this committee, and others, as work supports—pub-
licly funded income support and services that help fill the gap between a low wages
and a level of self-sufficiency. In an examination of work supports in ten commu-
nities for a parent, one infant and one preschooler,’8 WOW found that the wages
of people leaving welfare covered only 30 percent of the Self-Sufficiency Standard.
A minimum wage job at $5 15 per hour brought the level to 34 percent. Even the
recent increase in the minimum wage to $5.85 will not bridge the gap with the sky-
rocketing costs of gasoline and food. On average across the communities, a single
parent would have to work three full time minimum wage jobs at a time to meet
his/her family’s minimal basic needs.

Uses of the Self-Sufficiency Standard as an Alternative to the FPL

Today, more than 2,000 local and state agencies and a variety of organizations
are part of WOW’s national Family Economic Self-Sufficiency and Elder Economic
Secuity Initiative (EESI) networks. FESS and EESI partners include elected offi-
cials, workforce development boards, women’s commissions, community action agen-
cies, child and senior advocates, job training programs, welfare rights groups, and
state fiscal policy organizations. They use the Self-Sufficiency Standard and Elder
Index frameworks to design, conduct, and advocate for programs and policies that
move low-income families and seniors toward economic independence.

California: Legislation and Implementation

In California and in many other states across the country, we have found that
our state-specific Self-Sufficiency Standard is an invaluable tool because of the coun-
ty specific nature of the information. Over the past decade, Californians for Family
Economic Self-Sufficiency has worked to institutionalize the Self-Sufficiency Stand-
ard in public policies, administrative actions and programs across the state and
across a variety of issue areas. Our efforts have resulted in the following policy and
programmatic initiatives, among others.

e Use of Self-Sufficiency Standard in State and Local Legislative Action

In 2003, Californians for Family Economic Self-Sufficiency worked with leaders in
the California State legislature to pass Senate Joint Resolution 15. This resolution
urges the President and the Congress to begin a process to better calculate the fed-
eral poverty level, and to use a self-sufficiency index to calculate poverty, including
geographical costs of living.

In 2004, the San Francisco Board of Supervisors passed a resolution making fam-
ily economic self-sufficiency a goal for the City.

In 2008, Los Angeles City Councilmember Richard Alarcon introduced a motion
calling for the development of a “self-sufficiency index” for the City of Los Angeles
to reflect the regional cost of living, including health care, food, housing, child care,
transportation and other basic necessities.

e Use of Self-Sufficiency Standard by Workforce Investment Boards

At the local level, we have partnered with the Workforce Investment Boards of
Sacramento, Long Beach, Pasadena, San Francisco, Santa Cruz, Contra Costa,
Mendocino, San Bernardino, and Oakland to expand their eligibility criteria for re-
ceiving intensive case management and training services, so that their eligibility in-
come levels are closer to the Self-Sufficiency Standard. By using a percentage of the
Self-Sufficiency measure, these Workforce Investment Boards allow low-wage work-
ers to access training; they also help their clients to set family-sustaining goals and
to understand the impact of their education and training decisions.

Local Workforce Investment Boards also use the Self-Sufficiency Standard as a
planning tool in policy and programmatic decisions. For example, the Self-Suffi-
ciency Standard has helped the Sacramento Employment and Training Agency
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(SETA) and the San Bernardino Workforce Investment Boards to determine which
industries with good wages are growing in their regions. They are then able to di-
rect their clients and public resources toward those industries.

e Use of the Self-Sufficiency Standard in Policies and Programs to Help
Clients Move Toward Economic Security

United Way of the Bay Area has adopted the Self-Sufficiency Standard as a tool
to prioritize and measure the effectiveness of its own funding strategies. One group
of their grantees was asked to track client progress toward self-sufficiency, as well
as other services, and training being provided. With this information, they were able
to analyze which programs were most effective at moving families out of poverty.

Chabot Community College in Hayward and Berkeley City College use the Self-
Sufficiency Standard with students who are receiving TANF to help them find
works supports while in school and to measure progress their students’ towards self-
sufficiency over time.

Opportunity Junction (formerly OPTIC)—a non-profit organization which provides
training programs for occupations in the IT industry for low-income workers—uses
the Self-Sufficiency Standard as a benchmarking tool with their in-coming students
to determine how close their students are to self-sufficiency before and after partici-
pating in the agency’s job training and placement program.

Lastly, Mission Hiring Hall in San Francisco has incorporated the Self-Sufficiency
Standard into a program funded by the San Francisco Mayor’s Office of Community
Development, which combines family support and employment training to serve an
entire family, not just the jobseeker.

All of these examples illustrate how an alternative, more realistic cost of living
index enables policymakers, agency directors, and program operators focus their ef-
forts and resources toward moving families out of poverty and toward economic self-
sufficiency.

Developing a Measure of Income Adequacy for Seniors

The Elder Economic Security Standard™ index, piloted in Massachusetts in 2006,
uses similar data as the Family Economic Self-Sufficiency Standard. It differen-
tiates, however, among individuals and couples who own their homes free and clear,
those who rent and those who still hold mortgages. It also differentiates by health
status—poor, good, and excellent. Included are premium and co-pay costs for Medi-
care Parts B, C and D and median out-of-pocket costs from the Medical Expenditure
Panel Survey. Costs of home- and community-based long-term care are also included
in the Elder Standard™ index. Elder Standard™ indices for California, Illinois,
Massachusetts, Pennsylvania, and Wisconsin were released this year, and will be
calculated for the rest of the country by 2012.

Like policies and programs for working families, much of current policy and pro-
gram design for low-income elders is based upon federal poverty thresholds. In the
case of seniors, the threshold is even lower than that designed for working families
because the U.S. Department of Agriculture calculations assume that older adults
have lower caloric requirements than younger adults. As a result, the official U.S.
poverty thresholds are lower for adults 65 and older than for younger adults.***

The Elder Standard™ index uses cost data from public federal and state sources
that are comparable, geographically specific, easily accessible, and widely accepted.
In areas where existing public data sources are not currently available, such as
long-term care costs, we use a consistent methodology to derive comparable meas-
ures for costs.

The Elder StandardT index:

e Measures basic living expenses for seniors (aged 65 and older) in the commu-
nilty (not in institutions, such as skilled nursing facilities or assisted living fa-
cilities).

e Measures costs for senior households to live independently (vs. living in inter-
generational households).

e Includes Medicare because seniors qualify for and receive it based on age, not
income eligibility, making it nearly a universal program.

e Models costs for retired elders, who no longer face costs of working, such as pay-
roll taxes and commuting to work.

The Elder Standard™ index, just like the Family Economic Self-Sufficiency
Standard, measures costs in today’s marketplace. Economic security implies that
seniors can meet their basic needs without income-eligible public subsidies, such as
food stamps, subsidized housing, Medicaid, or property tax help.

With 3.5 million people over the age of 65, California has the largest older adult
population in the nation, and this population is expected to grow by 172% over the
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next 40 years. The California Elder Economic Security Initiative—a diverse network
of public agencies, health and aging research centers, senior service providers, legis-
lators, and advocacy groups and foundations managed by the National Economic De-
velopment and Law Center—plans to use the Elder Standard™ index to help this
burgeoning population age in place with dignity.

Specifically, the Elder Standard™ index will help our statewide coalition to:

e Provide important new information to illustrate the basic costs seniors face and

how their financial security is affected when their life circumstances change

e Serve as an educational and advocacy tool for elders, their children and care-

givers, as well as for people nearing retirement

e Provide a foundation for developing a state policy agenda and a platform for en-

gaging in national advocacy

e Provide a framework for analyzing the impacts of local, state, and federal public

policies and policy proposals

e Serve as a financial counseling tool for those working with elders in need of in-

come supports and additional skill sets, and

e Enable service providers, foundations, and public agencies evaluate the impact

of their programs and services for seniors.

Already, some local Area Agencies on Aging intend to use the California Elder
Standard in their own strategic area plans as they prepare for the needs of retiring
baby boomers in their local communities

The table below illustrates the Elder Standard™ index using the U.S. cost data
for four selected elder household types in good health: an individual elder home-
owner who owns a home without a mortgage, an elder tenant in a market rate
apartment, an elder couple who own their home without a mortgage, and an elder
couple in a market rate apartment.

The California Elder Economic Security StandardT Index, Alameda County (2008)
Monthly Expenses for Selected Household Types

Elder Person Elder Couple
Monthly Expenses/Monthly and Yearly Totals ow ner v o sz? ]?1?;. ow e . o sz? é{lgi?
Housing $426 $1,055 $426 $1,055
Food $302 $302 $557 $557
Transportation (Private Auto) $202 $202 $323 $323
Health Care (Good Health) $293 $293 $586 $586
Miscellaneous @ 20 percent $244 $244 $378 $378
Elder Standard Per Month $1,467 $2,096 $2,270 $2,899
Elder Standard Per Year $17,602 | $25,153 | $27,237 | $34,788

According to the Elder Standard™ index, a single elder homeowner
without a mortgage and in good health needs at least $17,602 per year in
Alameda County just to meet basic expenses. Three out of ten retired el-
ders rely solely on Social Security. For this group of seniors, the average
annual Social Security payment ($12,642 in 2007) provides only 72 percent
of what a one-person elder homeowner without a mortgage needs and only
50 percent of the income needed by an elder renter ($25,153). Economic se-
curity is even further out of reach for women as 46 percent of all elderly
women relied on Social Security for more than 90 percent of their income
in 2004. With a federal poverty level of $10,400, many elders do not qualify
for important low-income supports which could assist in close the income
gap illustrated by the Elder Standard ™ index.

Long-term care costs can nearly equal or more than double the costs of all other
components in the Elder Standard ™ index, leading to a severe financial impact on
elders’ budgets.
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Conclusion

Particularly in high cost states like California, thousands of low-wage workers
and retired seniors have incomes too high to quality for benefits based on the fed-
eral poverty line; yet their wages or retirement income are too low to cover basic
necessities for themselves and their children.

We salute Congressman McDermott for taking on the challenge of raising the
issue of the inadequacy of the current federal poverty level. As a country, we can
not shy away from facing the facts of what it costs to live in the United States
today. Although, in the short run, some will find it uncomfortable to acknowledge
that more people are struggling to meet their daily costs of living, in the long term
a new measure will lay the basis of sound policy and program development for the
future. The incorporation of the Self-Sufficiency Standard in a wide range of policy,
program, and direct service implementation in a critical mass of states, including
California, reflects the fact that states and local governments are succeeding in
using an alternative to the federal measure.

Section 1150B of Congressman McDermott’s bill includes many of the basic prin-
ciples used in both the Self-Sufficiency Standard and Elder Index. We encourage the
Federal Government to develop both a tool and a framework to guide federal policy
that reflects a higher, more accurate measure of economic security at all stages of
life, for multiple family sizes and compositions, and also for geographic regions
across the nation.

We stand ready with Wider Opportunities for Women and the Family Economic
Self-Sufficiency (FESS) and Elder Economic Security Standard™ Index state part-
ners to work with you to develop such a measure.

——

Dear Representative McDermott:

I am writing to provide information relevant to your efforts to update the poverty
measure that the Federal Government uses. As you know, the current federal pov-
erty guidelines are based on a methodology designed in the early 1960’s, using data
from the 1950’s. While adoption the measure was a major advance at the time, it
is now serious out of date and flawed.

We have been working for the past year on a new approach to measuring income
security for older adults, the Elder Economic Security Standard Index (Elder Index).
Originally developed by Wider Opportunities for Women and the University of Mas-
sachusetts-Boston, the Elder Index provides an empirically-driven way to identify
the basic income needed by elders that varies by county, health status, and living
arrangement. The attached document shows how we have implemented the Elder
Index in California together with the Insight Center for Community Economic De-
velopment. It is critical that any poverty measure take into account the different
balgnlce of expenses through the life-cycle, which makes the Elder Index an excellent
model.

Section 1150B in your bill includes many of the basic principles used in the Elder
Index and its companion, the Family Economic Self-Sufficiency Standard. I encour-
age you to build upon the work of these existing measures in your bill.

If you need any additional information about the Elder Index please feel free to
contact me at 310-794-0910 or email swallace@ucla.edu

Sincerely,
Steven P. Wallace, Ph.D.
Professor, UCLA School of Public Health
Associate Director, UCLA Center for Health Policy Research

——

The National Senior Citizens Law Center (NSCLC) has, for over 35 years, been
actively engaged in legal advocacy to promote the independence and well-being of
low-income elderly individuals and people with disabilities. NSCLC focuses on the
two most fundamental issues facing the aging and disability communities: assuring
adequate income to meet basic needs and having access to quality health care.

We strongly support the proposal by Rep. McDermott to establish a Modern Pov-
erty Measure and the companion provision calling for study of the concept of a de-
cent living standard threshold. The traditional Federal Poverty Level has become
increasingly inadequate to meet the demands of a society and an economy which
are significantly different from the mid-twentieth century for which it was designed.
Regional disparities have become more pronounced and people spend their money
in significantly different ways than they did a half century ago. In addition to estab-
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lishing different regional standards, consideration should also be given to estab-
lishing a separate standard for measuring poverty among the elderly. This is impor-
tant in light of the constantly growing out-of-pocket medical costs for older Ameri-
cans. New York City Mayor Michael Bloomberg’s representative before the Sub-
committee, Mark Levitan, in his testimony provided significant evidence of how to-
day’s Federal Poverty Level (FPL) is especially inadequate in measuring poverty
among those over age 65. The measure developed by the City reveals a poverty rate
among the elderly twice the rate shown by the official FPL. Also, while the FPL
shows a poverty rate among the elderly both in New York City and nationwide
which is slightly lower than the average for all age groups, the New York City
measure demonstrates a poverty rate among the elderly (32%) which is significantly
higher than for any other age group. Given the inadequate savings rates of those
approaching retirement age, this is a problem which can only be expected to grow
in the near future. It is thus important that we have a reliable measure of poverty
among the elderly if we are to have well designed programs to address the need.

Although most of the emphasis seems to be placed on the measurement of pov-
erty, we believe that the proposal to study the development of a decent living stand-
ard threshold is at least as important. While it is important to eliminate poverty,
we cannot declare victory by raising people to the verge of poverty. We need an
agreed upon standard for income adequacy, i.e., a level of income sufficient to pro-
vide a modest standard of economic security such that people need not fear being
thrown into poverty by the next unanticipated expense. For that reason we strongly
support the proposed study called for in Sect. 1150B of the proposed Act.

We also want to call your attention to the Elder Economic Security Initiative,
which has now been launched in five states, California, Illinois, Massachusetts,
Pennsylvania and Wisconsin. This effort is being coordinated nationally by Wider
Opportunities for Women (WOW) and has been led here in California by the Insight
Center for Community Economic Development in consultation with a wide array of
senior advocacy groups including NSCLC. It provides, on the basis of research by
the UCLA Center for Health Policy Research, a county by county breakdown of
what is required for older people in different living situations to meet their basic
needs. This is useful, not only as a measure of what we as a society should be striv-
ing for, but also as a potential planning tool for those who have not yet reached
retirement age. It provides a reality check of what they will need after they retire
and can provide an incentive to start saving more money for their retirement. We
suggest that any study of a decent living standard make use of the work that has
been done here in California and in the other states participating in the Elder Eco-
nomic Security Initiative.

——

The United Way of the Bay Area (UWBA) is pleased to submit comments on the
proposed creation of the Modern Poverty Measure to the Subcommittee on Income
and Family Support. UWBA is dedicated to improving the lives of children, families
and the community in the Bay Area including the counties of Alameda, Contra
Costa, Marin, Napa, Solano, San Francisco, and San Mateo. We work with many
business and community leaders, nonprofit organizations, and government agencies
to address major Bay Area issues.

UWBA was one of the first funders in California to utilize the California Self Suf-
ficiency Standard in grantmaking. The Self-Sufficiency Standard is a measure of the
basic cost of living calculated on a county by county basis (produced by the Insight
Center for Community Economic Development and Wider Opportunities for
Women). UWBA decided to use the standard because of the inadequacies of the Fed-
eral Poverty Line in measuring the economic needs of families throughout our high-
cost Northern California Region.

UWBA strongly supports the creation of an alternative poverty line, such as the
Modern Poverty Measure called for in Representative Jim McDermott’s draft pro-
posal of The Measuring American Poverty Act. We would like to specifically encour-
age that the bill, when introduced, include the following:

e Localization of Data below the State Level: Because the Federal Poverty
Line is the same all over the country, it ignores the realities that different cit-
ies/states have different costs of living, and therefore different needs for low in-
come families. Under the current poverty line, the basic cost of living in San
Francisco or Manhattan would be equal to the cost of living in Idaho or South
Dakota.
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e Data on Demographic, Geographic and Other Sub Groups of Families:
In order to create public policy that accurately addresses the needs of low in-
come people, this type of data is necessary.

e Inclusion of Childcare as a Cost Measurement (Sec. 1150A Sub.B Sub.1):
In our experience of using the California Self Sufficiency Standard, we have
seen that child care is consistently one of the highest costs in family budgets.
However, the proposed Modern Poverty Measure appears to only include the
costs of food, clothing and shelter.

e Inclusion of Multiple Family Sizes: The implementation of the measure
should ensure that multiple family sizes are calculated, particularly single par-
ent households. This is important in order to utilize this measure as a client
eligibility criteria for social service programs.

The United Way of the Bay Area also recommends that the Subcommittee con-
sider using the Family Self Sufficiency Standard and Elder Economic Security Index
Standards (Produced by Wider Opportunities for Women) as models to include the
cost for younger families as well as those over the age of 65 (see
www.wowonline.org).

In September of 2004, United Way of the Bay Area published a report entitled
The Bottom Line: Setting the Real Standard for Bay Area Working Families. In that
report, we found that I in 4 Bay Area families have incomes too low to make ends
meet (http://www.uwba.org/helplink/reports/BottomLine.pdf). We produced and re-
leased this report to show just how significant the issue of accurately measuring
poverty is, and how severe the conditions are for low-wage working people in our
region. UWBA appreciates the opportunity to offer our comments to the Sub-
committee in regards to this issue, and we look forward to a continued dialogue on
poverty in our communities. It is our hope that this bill will serve as a building
block for future policy efforts to address the needs of working families throughout
the country.

O
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