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It is now nearly thirty years since Mollie Orshansky’s first
statistical measurement of poverty in the United States, and
twenty-five years since her definition was officially adopt-
ed by the federal government. The Orshansky measure has
stuck, in spite of numerous attacks on it and both unofficial
and official attempts to change it.

In 1992 yet another attempt was begun to revise the mea-
sure, with a view to either replacing it or supplementing it
with other indicators of destitution in the nation. With the
support of the Bush administration, a panel was selected by
the National Academy of Sciences to review the official
measure.! The mandate of the panel is to examine most of
the issues underlying the setting of poverty thresholds,
including determining standards of need, measuring eco-
nomic resources, and deciding upon appropriate equiva-
lence scales, accounting periods, and geographic differ-
ences in the cost of living.

Periodic assessments of the government’s statistical mea-
sures are essential if we are to maintain an accurate picture
of the economic and social developments of the society,
and this new effort comes at an appropriate time. Attacks
on the official measure have reached a high level of inten-
sity, with some basis (see section on problems with the
measure, below). Moreover, Patricia Ruggles recently
completed a comprehensive research study of our measure
of the prevalence and composition of poverty in the United
States and its strengths and weaknesses: Drawing the Line:
Alternative Poverty Measures and Their Implications for
Public Policy.?
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The official definition of poverty

To determine if a household fits the official definition of
poverty, its cash income for the year is compared to an
income cutoff or “poverty line” for a family of that size
and structure. This income cutoff was originally construct-
ed to be three times the cost of an adequate minimal food
diet, as determined by the U.S. Department of Agriculture
in 1955. It is updated yearly by the Consumer Price Index
(CPI). Thus the poverty line reflects the assumption that a
typical family spends a third of its income for food. A
household with an income below the cutoff is classified as
“poor”; a household with an income at or above the pover-
ty line is classified as “not poor.” In separating the popula-
tion into these two categories, this tabulation yields a social
indicator: the number of the nation’s families in poverty in
a year and the demographic composition of these families.
Viewed over time, this picture records both the nation’s
“progress against poverty” and the changing race, age, and
family structure mix of its poor.

Problems with the measure

The poverty definition therefore requires two sets of num-
bers: estimated cutoffs (poverty lines) based on family size
and characteristics, below which households cannot main-
tain an “acceptable social minimum level of living,” and
annual incomes of every household in a statistical sample
constructed for the Current Population Survey (CPS) of the
Census Bureau. Both of these numbers have been chal-
lenged.

The poverty cutoffs

The poverty cutoffs are tenuous. They have no reliable
scientific basis. There is no consensus on what is to be
counted in determining how well off people are who live
in widely varying family types, regions, and neighbor-
hoods.

The current poverty line reflects both preferences and con-
sumption options relevant to a quite different era. Objects
considered luxuries in 1955 may be seen as necessities
today. Furthermore, research suggests that food costs do



not now account for a third of annual income on average—
if they ever did—but more like a fifth, in part because of
the disproportionate rise in the cost of housing over the
past two decades. Thus the minimum standard is thought
by many to be too low.

At the same time, recent research findings have cast doubt on
the implicit differences in the income necessary for equiva-
lent living standards among families of different sizes. A
variety of “equivalence scales” have been published, but each
rests on a particular set of assumptions and procedures; again,
there is no consensus on which measure is the superior one.

Furthermore, the CPI used to adjust the poverty cutoffs for
inflation over time is thought to be inconsistent with the
income measure.

The poverty lines also fail to take into account the view of
many that poverty is a relative concept and should be mea-
sured in relation to the average income in the society—
higher in a richer society than in a poorer one—and should
rise over time as median income increases.

All the drawbacks of this calculation and suggestions for
altering it are covered in detail by Ruggles.® The focus of
the rest of this article is on the other set of numbers in the
measure: annual income.

The income measure

The income measure is also flawed. Income that is reported
to the interviewer is taken at face value, and probably fails
to include income that is earned “off the books” or illegal-
ly. All income in the form of barter and material gifts is
missed. Although cash public transfers such as welfare
benefits are included as “income,” the total amounts cap-
tured in the CPS are a fraction of the total paid out. More
important, in-kind government benefits, such as food
stamps, housing and medical care benefits, and nutrition
subsidies are not included at all.* Tax payments are not
subtracted. Income from rent, dividends, and interest is
counted, but capital gains income and fringe benefits are
not. Holdings of financial wealth, consumer durables, and
housing assets are not even considered. As a result, the
base number in the poverty assessment—annual cash
income—neglects a whole variety of things that may con-
tribute to a family’s well-being.

Even if the income number were accurate, it would not
necessarily be an adequate measure of the well-being or
economic position of a family, especially over the long
term. Annual cash income is notoriously transitory, fluctu-
ating substantially from year to year. The largest of these
fluctuations are often recorded by families that, by any
standard, are rather well-to-do. Self-employed business
people for example can have a bad year that results in zero
(or even negative) income. It may be misleading to include
such a family among the poor, irrespective of normal level
of income or life style.

A number of researchers have attempted to develop mea-
sures of living levels that can substitute for this current
money income measure. Susan Mayer and Christopher
Jencks, for example, look to the ownership of consumer
durables and expenditures on other items of real consump-
tion as indicators of economic well-being.> Other
researchers—those who rely on income figures to estimate
poverty rates—often use a calculated value of average fami-
ly income, taken from three or four years of observations, to
avoid the instability of the annual income measure.® While
a multiyear measure is more likely to reveal the family’s
“permanent” economic position than is current cash income,
several observations of annual income are necessary, a lux-
ury that the Census Bureau cannot provide.’

The annual cash income measure fails to accurately reflect
the permanent capabilities and earning power of families in
other ways as well. This problem appears in several guises,
but three sources of the divergence between annual income
and permanent capabilities should make the problem clear:
(1) differences among otherwise identical families in tastes
for income and work; (2) differences in the disincentives to
work faced by the otherwise identical families; and (3) dif-
ferences in the cash benefits such families actually receive.
Let us consider them in turn.

1. Different tastes among families for work. The first
problem is that the annual income measure reflects family
and individual differences in the relative aversion for
market work, or, conversely, the relative preference for
cash income—as the case may be. Economists refer to
this as a difference in tastes for income versus leisure.
Two families, both with low education and few skills,
may be alike in every way except that one is determined
to secure as much income as it can, whereas the other is
not. In the first family, both adults hold full-time jobs and
a teenager in high school works part time. Because of the
hours of work they put in, the members of the household
escape poverty. In the other family, only the father works.
As a result, the income of the second family may fall
below the poverty line. The first family is not so classi-
fied. Is it legitimate to ask, therefore, “Should the official
poverty measure tend to count as poor those who prefer
leisure to work and to exclude from poverty those more
willing to work?”

2. Disincentives to work. Because welfare benefits vary
from state to state, families in high-benefit states may have
the incentive to forgo work to draw the benefits, even
though this results in an income below the poverty line.
Families in low-benefit states do not have this option and
face more rigorous incentives to work wherever and when-
ever they can. Such disparity raises the question: “Should
the poverty measure tend to count as poor those families
who face and respond to high work disincentives (caused
by, say, relatively generous benefits), and exclude those
whose available benefits are low, but who put in long hours
of work to raise themselves above the poverty line?”
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3. Counting public benefits. Another problem concerns the
direct effects of benefits on family income. If welfare bene-
fits plus some interest and dividends are enough to lift
some people out of poverty, does it make sense for the
poverty measure to not count as poor those families who
partake of the generous benefits, at the same time counting
as poor those whose only difference from the first family is
that they live in a state with less generous benefits? In
other words, should the generosity of benefits determine
who is and is not poor, and the number of the poor?

Because of the problems discussed above, the official
poverty measure may exclude from the poverty category
some with few skills and capabilities while including oth-
ers with substantial capabilities and earning power, who,
for one reason or another, earn little or report low cash
income in a given year. It follows that the nation’s poverty
statistics may be providing us with a picture of a popula-
tion that in many ways fails to conform with accepted
notions of what it means to be down and out, poor, or with
few means of “making it” in our economic system.

An alternative to annual income:
Earnings capacity

Putting aside questions concerning the defects of the pover-
ty lines, it may be possible to devise a measure that is supe-
rior to annual cash income as an indicator of economic
position or family well-being over the long term or on a
permanent basis.® One such measure would attempt to
answer the question, “Does a family have the skills and
capabilities to earn its way out of poverty were it fully to
use them?” Such a question would get at the permanent
characteristics of families: their education, their age and
experience, and their occupation, and tie an assessment of
whether or not they were poor to these attributes. It would
come closer to the concept of “full income” so often dis-
cussed in economics: a concept that reflects the potential
real consumption of the household, including available
nonwork time.

It is feasible to make reliable estimates of the capability of
each working-age family in the CPS to earn income, should
the adults in the family work full time for the entire year.
Such estimates of “family earnings capacity” have been
made for 1973 to 1988, and for intermediate years. These
estimates rely on the CPS, the same data source used by the
Census Bureau in making its official poverty estimate. If
the family’s earnings capacity exceeds its poverty line, the
family is able to work its way out of poverty—at least in
theory. If family earnings capacity is less than the poverty
line, the family is said to be “earnings capacity poor.”

The concept of family earnings capacity has several impor-
tant advantages. Because it reflects the family’s “perma-
nent characteristics,” it does not have the transitory charac-
ter of annual cash income. Moreover, it is purged of the
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effects of labor-leisure tastes, work disincentives, and the
receipt of public cash benefits, which make cash income a
questionable measure of permanent economic position. It
rests more solidly on economic principles, is close to the
ideal “full income” concept suggested by Becker and Sen,!?
and reflects a more comprehensive set of considerations
than one year of cash income.

The measure of family earnings capacity is obtained from
the application of standard statistical techniques to data
available from the CPS. First, the capability of each of the
adults in the family to earn income if working at capacity is
estimated. Then, these estimates are adjusted to reflect the
reality that illness, disability, unemployment, and child
care responsibilities may keep all working-age adults from
either working or working at capacity. The resulting num-
ber is an estimate of the family’s earnings capacity.!!

The earnings capacity of the family, so measured, is then
compared to the poverty line for the family. If family earn-
ings capability exceeds the line, the family is presumed to
be able to work its way out of poverty; families who lack
the capability to earn enough to escape poverty are labeled
“earnings capacity poor.”

Trends in earnings capacity poverty and
official poverty

Estimates of earnings capacity poverty have been made for
both 1973 and 1988 for the population living in families
headed by nonaged individuals. This rate was 5.8 percent
in 1973, which means that in that year 10.5 million
Americans lived in families which could not earn enough
to escape poverty, even if the adults in the family worked
full time for the entire year. By 1988, the number of poor
so defined had increased substantially, to 14.5 million peo-
ple (6.9 percent}—an increase of 20 percent. The official
poverty rate for the two years was higher than the earnings
capacity rate: 10.2 percent in 1973 and 11.9 percent in
1988, but rose more slowly over this period. In assessing
the nation’s efforts to reduce poverty over this period, then,
a somewhat different picture emerges from the two mea-
sures. In both cases, poverty rates rose over time, but the
deterioration was slightly more rapid using the earnings
capacity measure than using the cash income measure.

Table 1 presents the levels and trends in earnings capacity
poverty from 1973 to 1988 among various demographic
groups. This table reveals a surprising result. While official
poverty rates for those considered economically vulnera-
ble—blacks, Hispanics, female heads of households, and
especially black and Hispanic female heads of house-
holds—rose or fell only slightly over the period 1973-88,
poverty as measured by earnings capacity declined sub-
stantially: by 13 percent for blacks, 27 percent for
Hispanics, 19 percent for female heads with children, and
39 percent for black and Hispanic female heads of house-



Table 1

Trends in Earnings Capacity and Official Poverty, by Characteristics of Family Head and Family Type, 1973-1988

Earnings

Capacity Poverty

% Change in Earnings % Change in Official

1973 1988 Capacity Poverty, 197388 Poverty, 1973-88
All 5.8% 6.9% 20 17
Race of head
White 3.0 44 47 12
Black 20.9 18.5 -13 -5
Hispanic 15.1 11.9 -27 13
Other 5.4 5.9 9 38
Sex of head
Male 2.3 32 39 12
Female 27.9 222 -26 -9
Education of head (years)
0-11 122 17.1 40 53
12 3.8 7.3 92 60
13-15 1.6 36 125 20
16+ 4 .6 50 9
Family type
Intact? 2.1 2.5 20 6
Female head® with children 38.8 32.7 -19 0
White 28.0 28.9 3 6
Black 50.5 36.4 -39 -9
Hispanic 53.0 38.0 -39 2
Other 32.0 24.5 -31 1
Male head® with children 10.2 13.6 33 49
Single female® 10.2 9.7 -5 =25
Single male® 6.2 7.8 26 -6

Source: Calculations by authors based on data from March 1974 and March 1989 Current Population Survey.

Note: The estimates are incidence rates for individuals in poor “family units” with family heads age 18-64.

2Male is referred to as head in intact families.
"Heads are single parents.

Single persons with no dependents other than themselves.

holds with children. At the same time, the incidence of
earnings capacity poverty registered large increases for
those we think of as less vulnerable groups: white individu-
als, members of intact families, and those with more than
12 years of school. These changes were much larger than
the increases in their official poverty rates and moved in
the opposite direction to the change in earnings capacity
poverty for the more vulnerable groups.

In sum, since the early 1970s, those groups that are gener-
ally viewed as economically secure—whites, intact fami-
lies, and those with higher education levels—have experi-
enced rapidly increasing rates of earnings capacity poverty.
It is discouraging to find such substantial increases in the
proportion of individuals in stable marriages and with high
school degrees who are unable to escape poverty through
their own efforts. Conversely, the reduction in the earnings
capacity poverty rates of the nation’s most vulnerable

groups has been large, conveying a more favorable impres-
sion of changes in their relative status than is seen in the
official poverty statistics.

The large decline in earnings capacity poverty rates for
these vulnerable groups (relative to increases or smaller
reductions in official poverty rates), while a hopeful sign,
also raises disturbing questions. Why has the marked
increase in the capability of these groups to earn their way
out of poverty not been reflected in their official poverty
rates? Why has the nation not been able to realize this
increase in productive capabilities? One possible explana-
tion is that the American economy failed to generate suffi-
cient opportunities for these groups to make full use of
their earnings capabilities. An alternative explanation is
that they chose not to utilize their earnings capacities at
higher rates than they, in fact, did. If the first explanation is
the valid one, economic growth—especially economic
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growth not driven by demands concentrated on the more
highly skilled and educated of the nation’s working-age cit-
izens—could yield substantial improvements in economic
position for these more-vulnerable groups.

Trends in earnings capacity poverty, therefore, provide a
somewhat different picture from trends in official poverty
and raise different questions.

The point of this exercise, however, is not to advocate one
specific measure, but rather to illustrate that there may be
one or more new approaches that could yield informative
results, enhancing our ability to forestall as well as alleviate
poverty.

Controversy over changing the poverty
measure

The work of the NAS panel in revising the poverty mea-
sure will be controversial. The official measure has become
woven into the structure of both policy discussions and fis-
cal actions. Movements in the poverty measure are part of
any observer’s scorecard regarding the performance of
political administrations and the health of the economy.
Perhaps the primary negative assessment of the Reagan/
Bush era is its legacy of increased poverty. Moreover,
numerous pieces of legislation have incorporated the offi-
cial definition of poverty into formulae for the allocation of
federal funds and eligibility standards for the receipt of
public benefits. Important interests—states, localities,
social service organizations, and benefit recipients—
stand to gain or lose from any change in the definition of
poverty.

The official poverty statistic is also a symbol with far-
reaching ideological and political implications.
Conservatives find their interests best served by a low
poverty rate, one which can muffle claims of social distress
and counter calls for increased public intervention. And
with Republican administrations controlling the White
House for twenty of the past twenty-four years, they also
have interest in a measure that shows reductions in poverty
over time—or one that at least does not rise so fast. With
the official U.S. poverty rate currently at 14.2 percent, over
2 percentage points higher than its level in 1979, those
seeking a smaller public sector are not strong supporters of
the current measure.

Conversely, liberals cite high and rising poverty as the pri-
mary manifestation of the nation’s social problems, and as
undermining efforts to reduce such public problems as
crime, substance abuse, teen nonmarital parenthood, infant
mortality, and declining student achievement. And the
domination of the poverty population by people of color
has fueled the view that increased poverty and deteriorating
race relations are not unrelated. Growth in the poverty rate
over the last decade has supported calls for increased social
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spending and strengthened the hand of those who advocate
affirmative action.

The work of the panel will be controversial for another rea-
son as well: the official measure is an arbitrary construct
based upon a large number of implicit and explicit social
judgments regarding both economic needs and well-being.
What is an “acceptable social minimum level of living”?
What is to be counted in determining how well off are peo-
ple who live in widely varying family types, regions, and
neighborhoods? As mentioned earlier, these judgments do
not have a reliable scientific basis. And nobody, save per-
haps the Congress, has a legitimate basis for making these
social judgments and building them into this social indica-
tor. While the scholars and analysts who form the NAS
panel will be able to bring the results of research to bear on
some of these issues, they have neither the authority nor
any special ability to make the numerous social judgments
that are also required. It is ultimately a political decision.

The opportunity for improvement

This discussion, then, conveys an important lesson: One’s
assessment of who is poor, of which groups have the high-
est poverty rates, and of the nation’s progress against
poverty differs substantially depending on the measure of
economic position that one uses.

Reliance on the easy-to-collect current cash income mea-
sure gives a somewhat different view of the trend in pover-
ty than does a longer-term measure of family capabilities
and economic position. Measuring earnings capacity rather
than current income also offers a rather different picture of
the level and trend in poverty rates for various subgroups in
the population.

A corollary of this lesson is that the task of developing a
reliable indicator—or alternatively, a series of indicators—
of family economic well-being is a daunting one. The
National Academy panel will confront head-on the key
measurement issues—the measurement of family economic
position, evaluation of the variation in resources necessary
to allow families of different sizes and structures to live at
equivalent levels of well-being, and the incorporation of
regional differences in price levels and consumption needs
into poverty measures. The resolution of these matters will
have an enormous effect on our picture of the level, inci-
dence, and trend in poverty. These decisions will play a
crucial role in determining the nation’s collective view of
how bad things are, on whom policies should be targeted,
and whether or not things are moving in the right direction.

But there is another lesson as well. Defining poverty is not
just a matter of measuring things in the right way; it also
requires fundamental social judgments, many with moral
implications. Should poverty be measured absolutely, or
assessed relative to how the rest of us are doing? What is



the minimum socially acceptable level of living—or the
minimum socially acceptable capability of earning a liv-
ing? How should certain of a family’s assets—say its chil-
dren—be treated in measuring its well-being; are they a
consumption good providing value? Or should they enter
the calculation of the poverty line as they do now, as indi-
cators of the family’s need for income? Should quality-of-
life factors—environment, schools, crime rates, encounters
with drug dealers, the homeless, or those begging—be con-
sidered in measuring economic position, or should they
not? When should the difficulty of developing a reliable
measure override the importance of the factor being mea-
sured in deciding on a poverty definition, and a procedure
for measuring it?

The National Academy panel faces numerous Faustian
decisions; and no matter what choices are made, the deci-
sions will be criticized by many, applauded by few. But the
panel also has the mandate, and hence a great opportunity,
to change an important element of how we as a nation view
ourselves. The definition of poverty—or perhaps the family
of definitions—that is officially adopted is probably the
most normative of all of its statistical indicators of national
performance. Like the unemployment rate, the poverty
measure embodies a national goal. The panel has the
chance to heavily influence the country’s impression of the
importance of that goal and the strategies that it adopts in
achieving its objective. li
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