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Abstract

Using the current official measure of poverty, child poverty rates continue to surpass those of others. However, thereis
growing consensus that the way poverty is currently measured in the United States is outdated. In this analysis we
implement a new experimental poverty measure based on recommendations made by the National Academy of
Sciences Panel on Poverty and Family Assistance, focusing on how the adoption of a new measure affects our
understanding of child economic well-being.

We find that the current official poverty measure overstates the material disadvantage of children relative to others, in
large part because of its restrictive definition of family resources. However, the child poverty rate under the
experimental measure is still high in absolute terms, and it continues to surpass the adult poverty rate.
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I ntroduction

Child poverty rates continue to surpass those of working-age adults and the elderly. However, there is growing
consensus among experts that the way poverty is currently measured in the United Statesis outdated and flawed (Citro
and Michael 1995; Ruggles 1990). One of many criticisms offered is that the official measure does not take full
account of afamily’sresources. In particular, only cash income and cash transfers are included in afamily’ s income;
not included are other important types of government assistance such as Food Stamps, school lunch subsidies, and tax
credits, even though these transfers may ease afamily’s economic burden. Because many of these transfers are
designed to help families with children, the current official poverty measure may overstate poverty among children
relative to poverty among other demographic groups (Betson and Warlick 1998; Citro and Michaegl 1995; Short, et. al.
1998).

In the summer of 1999, the U.S. Census Bureau will release areport presenting alternative measures of poverty for the
United States based on the recommendations of the 1995 National Academy of Sciences (NAS) Panel on Poverty and
Family Assistance (Citro and Michael 1995). The purpose of this analysisis to examine whether children are indeed
worse off than others, in terms of poverty, when a new and improved measure is adopted. Using data from the Current
Population Survey (CPS), the Survey of Income and Program Participation (SIPP), and the Consumer Expenditure
Survey (CE), we analyze the effect of various elements of a new measure on child poverty, with a special focus on the
role of government transfers and family’ s non-discretionary expenses in affecting poverty rates.

Child Poverty

Poor children lag behind other children in terms of health, are more likely to do worse in school, become teen parents,
and experience poverty as adults (Duncan and Brooks-Gunn 1997; Federal Interagency Forum 1998; Gottschalk,
McLanahan, and Sandefur 1994). Moreover, trends in child poverty, according to official statistics, are not
encouraging. After aperiod of improvement in the 1960s, child poverty worsened over the last three decades. The
percent of children living in families with incomes below the poverty line declined from 27.3 percent in 1959 to 14.0
percent in 1969. Over the next decade the child poverty rate fluctuated around this level, slowly inching upward. By
1981 the poverty rate was up to 20 percent, and has since remained at this higher level. In 1997, 19.9 percent of
children in the U.S. were poor (Dalaker and Naifeh 1998).

The trend in poverty among working-age adults has followed a similar pattern, though the magnitude of the rates are
considerably lower. Poverty for persons ages 18-64 declined from 17.0 percent in 1959 to 8.7 percent in 1969,
remained fairly steady in the 1970s, then rose to modestly higher levelsin the 1980s and 1990s. As of 1997, the
poverty rate for this age group was 10.9 percent. Poverty among the elderly, in contrast, has declined relatively
steadily from 35.2 percent in 1959, to 10.5 in 1997 (see Figure 1).
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Figure 1. Poverty Rates hy Age, 1959-1997
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As of 1997, children comprised about 40 percent of the poverty population, though only about a quarter of the total
population. Child poverty has risen and remained high for the last three decades for a number of reasons. The growth
in the number of children in single-parent familiesis clearly an important factor (Devine and Wright 1993). The
poverty rate for children in female-headed families was 49.0 percent in 1997, while the comparable figure for children
in dual-headed families was just 9.5 percent (Dalaker and Naifeh 1998). Labor market changes, such astherisein
earnings inequality and declining wages of young adults (many of whom have children) have also played arole, as has
the decline of cash transfersin real dollars (Danziger and Gottschalk 1995; Danziger and Weinberg 1994, Hill 1985).
We now discuss the role of the last factor—government transfers—in more detail.

Government Transfers

Government programs can potentially play a significant role in alleviating poverty, especially among demographic
subgroups (Center on Budget and Policy Priorities 1998). For example, Social Security is credited as being an
important program which has helped aleviate poverty among the elderly, who, because of alack of steady income,
were traditionally the age group most likely to be impoverished. Between 1960 and 1990, overall socia insurance and
poverty-related expenditures rose markedly in the U.S., both in absolute terms and as a percentage of the Gross
Nationa Product (GNP). Spending on means-tested programs in 1992 came to $218.5 hillion, up from $27.1 billion in
1960, $62.1 billion in 1970, and $132.1 billion in 1980 (all figures are in 1990 dollars). Despite increased government
spending, anti-poverty programs have tended to exert only a modest overall effect (Burtless 1994). And as shown
earlier, poverty has not significantly declined since the 1970s.

However, the official poverty rate masks the full extent of poverty reduction because it only counts cash incomein the
measure of family resources, while the growth in means-tested transfers in recent decades has been overwhelmingly
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concentrated in in-kind or near-cash programs and tax breaks, such as Food Stamps and the Earned Income Tax Credit
(EITC). The Center on Budget and Policy Priorities (1998) estimated that if all transfers were counted in a measure of
family resources, safety-net programs— cash and otherwise-- would have lifted 5.3 million children out of poverty in
1996. Of these 5.3 million, about 2.2 were lifted out of poverty by cash transfers (which are counted in afamily’s
income under the official poverty measure). Cash transfers include Social Insurance programs (e.g. Social Security)
and means-tested cash programs (e.g. Aid to Families with Dependent Children, Supplemental Security Income). An
even greater number, 3.1 million, would have been lifted out of poverty if means-tested non-cash income and federal
taxes and the EITC were counted in a definition of family’ s resources. Overall, their analysis found an increase in the
effectiveness of safety-net programs in helping people over the 1987-1996 period.

While these estimates are suggestive and informative, they can be misleading in terms of simulating an exact poverty
rate. A poverty measure needs to both define family resources suitably and achieve consistency between its definition
of family resources and poverty thresholds (Citro and Michael 1995; Ruggles 1990). The next section examines how
poverty has historically been measured, and discusses new experimental measures of poverty which can more
accurately and appropriately gauge the impact of anti-poverty policies on people' s economic well-being.

Poverty M easurement

The current official poverty measure was adopted in 1965, and only afew minor changes have been implemented
since then. The measure consists of a set of thresholds for families of different sizes and composition which are
compared to aresource measure to determine afamily’ s poverty status. Basically, the thresholds represent the cost of a
minimum diet multiplied by three to allow for expenditures on other goods and services. The definition of family
resources used is before-tax money income. Concerns about the adequacy of the measure increased during the past two
decades, culminating in a Congressional appropriation for an independent scientific study of the concepts,
measurement methods, and information needs for a poverty measure. In response, the National Research Council of
the National Academy of Sciences (NAS) established the Panel on Poverty and Family Assistance, which released its
report titled Measuring Poverty: A New Approach in the spring of 1995. Based on its assessment of the weaknesses of
the current poverty measure, the NAS panel recommended a new measure that better reflects contemporary social and
economic realities and government policy.

Weaknesses of the current measure

The NAS panel identified major weaknesses in both the threshold and the resource definition of the current poverty
measure. These weaknesses have become more apparent and problematic over the past three decades. For the purposes
of understanding child poverty, some of these weaknesses include:

. The current income measure does not reflect the effects of key government policies that alter the disposable
income available to families and, hence, their poverty status. Examples include taxes which reduce disposable
income, and in-kind public benefit programs such as the Food Stamp Program which free up resources to spend
on nonfood items.

. The current measure does not take into account variation in expenses that are necessary to hold a job and to
earn income-- expenses that reduce disposable income. These expenses include transportation costs for getting
to work and child care expenses of families with working parents.

. The current poverty threshold uses family size adjustments that are anomalous. In other words, the implicit
equivalence scales in the current thresholds do not accurately capture economies of scale for families of
different types and sizes.

The NAS panel reviewed severa alternative approaches to measuring poverty, each with merits and limitations, noting
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that any decision to accept or reject a particular approach must involve judgment as well as scientific evidence. The
NAS panel did, however, recommend specific changesto the official poverty measure based on the best scientific
evidence available, its best judgment, and the criteria that the resulting poverty measure should be acceptable and
understandable to the public, statistically defensible, and feasible to implement. At the broadest level, the NAS panel
recommended that the new poverty measure should consist of (1) a set of poverty thresholds representing a basic
bundle of needs, (2) adefinition of family resources for comparison to the thresholds to determine who is or who is not
poor, and (3) that the definition of family income or resources be consistent with the concept underlying the poverty
threshold. The NAS panel elaborated these recommendations by providing specific, detailed procedures for
implementation, though often within arange, and by identifying research needed to fully implement the more general
recommendations. We base the following analysis on these recommendations.

Data

For this analysis we use data from the CPS, SIPP, and CE. The CPS and SIPP provide alternative sources of datafor
the measurement of families’ incomes, while CE datais used to construct experimental poverty thresholds. The CPSis
amonthly survey of about 50,000 households conducted by the U.S. Census Bureau for the Bureau of Labor Statistics.
It is the primary source of information on the labor force characteristics of the civilian non-institutional U.S.
population. In addition to the basic CPS survey, supplementary questions are asked in March which serve as a source
of detailed information on income, poverty, and work experience in the United States. Data from the March
supplement isused in thisanalysis.

A primary recommendation of the NAS panel was to make the SIPP rather than the CPS the official source of poverty
statistics. The SIPP is a continuing panel survey, begun in 1983, that is sponsored and conducted by the U.S. Census
Bureau. Through 1993, the design introduced a new sample panel each February that was usually followed for about 3
years, depending on the panel. Monthly data are collected from households and families who are interviewed every
four months. Beginning in 1996, a four-year panel was introduced, with no further panels planned until 2000. The
sample coversthe U.S. civilian non-institutionalized population and members of the armed forces living off post or
with their families on post. Sample sizes have varied from 12,500 to 23,500 households per panel, though the 1996
panel is composed of 36,700 households.

The CE survey has two components - an Interview Survey and a Diary Survey. Interview survey data are used to
produce the poverty thresholds. About 7,000 consumer units participate in the Interview Survey each quarter.
Consumer units are interviewed every three months over a 12 month period for atotal of 5 interviews. The NAS panel
recommended that the CE be used for deriving and updating the poverty thresholds, as we do here. In these
calculations we have used three-year averages to estimate the median expenditures for a basic bundle of commodities
for a Census reference family composed of two adults and two children. The three years of data are used to
compensate for the relatively small sample sizes of the survey and also to smooth any fluctuations from year-to-year.

M ethod

Our goal isto show how estimated levels of child poverty would differ from official levels of poverty as specific
recommendations of the NAS panel are implemented one at atime, and then simultaneously. Estimates are devel oped
for calendar years 1992-1996 from the March Current Population Survey. Because 1996 SIPP panel data are still being
processed, we use data only from the 1992 SIPP, and compare these SIPP poverty figures to those estimated from the
1993 CPS which contains income data for the 1992 calendar year.

More specifically, our research plan proceeds as follows. First, results from both the SIPP and CPS are presented
showing how the official child poverty rate for 1992 is affected by implementing various NAS panel recommendations
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(listed below) one at atime, highlighting the effect of government transfers and tax creditsin particular. For purposes
of comparison, we also illustrate how adult and elderly poverty rates are likewise affected by these measures.

Second, results are presented showing the implications of simultaneously implementing several recommendations for
overall poverty ratesin 1992, the distribution of poverty among subgroups of children in that year, and for trends
between 1992 and 1996. Some of the estimates we present are ‘ standardized' — that is, estimates which are adjusted so
that the overall experimental poverty rate is the same as that under the current official measure in 1992 (the first year
we examine). To do this, the poverty thresholds are multiplied by afactor (0.8615 in this case) in order to match the
official poverty rate of 14.8 percent in 1992. These results are presented in order to facilitate comparisons of the
differential incidence of poverty using the official measure versus the experimental measure across age groups and
other subgroups.

The Panel’ s specific recommendations on resource measurement and poverty thresholds are now discussed in turn.
Details on how these recommendations are implemented are described in the Technical Appendix.

Family resource recommendations

Under the experimental poverty measure, family resources are defined as the value of money from all sources plus the
value of near-money benefits that are available to buy goods and services covered by the new thresholds and minus
expenses that divert money that can no longer be used to buy these critical goods and services. Near-money benefits
include the following non-medical in-kind or near-cash benefits. Food Stamps, subsidized housing, school breakfasts
and lunches, home energy assistance, the Earned Income Tax Credit, and assistance from Specia Supplemental
Nutrition Program for Women, Infants, and Children (WIC). Expenses subtracted include: income taxes, Social
Security payroll taxes, child care and other work-related expenses, child support payments to another household, and
household contributions toward the costs of medical care and health insurance premiums (i.e., medical out-of-pocket
costs, or MOOP).

Threshold recommendations

Poverty thresholds under an experimental poverty measure should represent a dollar amount for food, clothing, shelter,
utilities (FCSU), and a small additional amount to allow for other needs (e.g., household supplies, personal care, non-
work-related transportation). One threshold is developed for areference family type using consumer expenditure
survey data, and the reference family threshold is then adjusted-- using an equivalence scale-- to reflect the needs of
different family types. A further adjustment is then made to reflect geographic differencesin housing costs. The
reference family consists of two adults and two children. Thresholds are updated over time to reflect changesin
nominal growth in FCSU expenditures.

Some of the Panel’ s recommendations could not be implemented here because necessary data (or model estimates) are
not available. For this analysis we produce alternative estimates of poverty using resources as measured by the SIPP
and the CPS because each survey has deficiencies not present in the other. In our estimates using the CPS, thereis no
data available on child support payments made by the payer, or the value of benefits received under the WIC program
and the school breakfast program. In our poverty estimates using SIPP data, we do not include the effect of taxes
because these data are not accurately reported; there are ongoing efforts to model taxes in SIPP which we eventually
plan to incorporate in our resource measure. As noted earlier, over the longer run, the Panel on Poverty recommended
that the SIPP should become the basis of official U.S. income and poverty statistics in place of the CPS because the
SIPP asks more relevant questions and obtains income data of higher quality. However, more research and
development is needed on the SIPP before it can become the official source of poverty statistics.
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Results

Table 1 displays data from the 1992 CPS and SIPP on transfers and expenses that are to be incorporated in arefined
measure of afamily’s disposable income, as the NAS Panel on Poverty and Family Assistance recommended. The
table indicates that, according to the CPS, about 11 percent of al persons lived in families which received Food
Stamps. The corresponding figure in the SIPP-- 13 percent— is not statistically different. Food stamp receipt is higher
among poor families, and especially among poor families with children. About two thirds of CPS children-- and nearly
three quarters of SIPP children-- lived in poor families which received Food Stamps. Food Stamp income averaged
about $2,500 in such families according to the CPS.

Tahle l: Transfers and Expenses of CPS and SIPP of Sample Persons' Families, 1992

A1l persons Foor persons Children Foor children
ZPS SIPE CES SIPE izP3 S]PE ZPS SIPE

Food Stamps

Yo tecelving 10E 130 a0l ad.f 192 221 (Tl To0

Ileaty ath ount of receipt 1,889 1,958 2,158 2,554 2,462 2,384 2,505 2,931
School Lunchs

Yo tecelving 318 181 42 3 ey 205 353 T28 TES

Ifeaty ath ount of receipt 296 443 A1 5TE 348 A00 Al A 26
School Brealdasis

% teceiving M 101 P& 372 P& 203 M 323

Iiean atn ount of receipt HA 175 M 240 MNA 195 HA 256
Housing Subsidies

% teceiving 432 4/ 185 256 A A T4 230 3y

Ileat: am ount of receipt 2,015 3,145 2,460 3,206 2,248 3,541 2,561 4. 057
Energy Assistance

Yo tecelving 38 a7 176 281 a.l 27 214 323

Ileaty atm cunt of receipt 202 23% 210 233 225 241 223 23%
Women, Infants and Child ren Assistance

Yo tecelving Ma 5B N 2268 M 10z Ma in4

Ileaty am ount of receipt HN& 378 M 412 M 400 HN& 431
Chidd Care Expenses

Yo with ex pense 115 235 2.5 151 2089 41 4 131 208

Ilean expense 2,794 1,BE0 2,431 1,952 2,912 1,265 2,514 1,970
Work Related Expenses

Yo with expetise 244 734 551 422 o9 25 91 44 &

Ilean expense 1,147 1,328 a0s 1,023 1,092 1,338 alaé 1,029
Child Support Paid

%o with expense HMi 30 M 1.4 M 32 HMi 15

Ilean expense Ma 4013 N 2,750 M 3,908 Ma 2,967
Medical Oui-of-Pocket Expenses

%o with expense Q36 037 TET Ta.4 A7 p209 T2 Ta.l

Ilean expense 2,458 2,545 1,775 1,782 2,493 2,443 1,751 1,635
Federal Income Taxes

%o with expense 744 M 3E M e M 21 M

Idean expenise A 118 M 291 M 5,TE9 & 424 M
State Income Taxes

Yo with ex pense aa 2 M 138 M a3 8 M 133 Ma
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PRLGLT LELL WAL LdaCor

Yo with ex pense fif 2 HA 132 HA 632 HA 133 MA

Ilean expetise 1,930 MA 121 b, 1,900 M 140 MLA
Social Security Taxes

% with expense 2109 A 5473 & &7 6 HA 580 A

Ilean expense 2,986 MA 561 HA 2,930 HA a1l MA
Earned Income Tax Credit

% teceiving 154 MA 376 & 270 HA 516 MA

Ileaty amn ount of receipt 241 HMA 591 HA 241 HA Qg3 MA
Capital gains (or losses)

% with gains or loss 141 MA 28 HA 128 HA 2.5 MA

Ilean amourt gaindoss 6,383 MA 1,374 A 1,079 MA 1,542 MA
U ei ghted N 155019 45390 23,175 5,242 42 T3 13933 0 596 2,366

Ma Mot asvailable.
IWEan amount of receipts and e xpenses refers to the rosan arnount atmong those who repored having such rece iptsle xpenses.

Subsidized school lunches are another transfer received by many children in poor families, with an average subsidy of
$660 according to the CPS. Housing subsidies, although more substantial, are received by fewer families. About 23
percent of children livein poor families which report it, according to the CPS, and close to 31 percent in the SIPP.

Asis apparent from the figuresin the table, there are discrepancies between the two surveys regarding both the percent
of families reporting transfer receipt, and the average amount of the transfer. The numbers from SIPP tend to be higher
than those from the March CPS. Thisisin large part due to the fact that the SIPP, as an income survey, is designed to
do amore complete job of collecting income data (Coder and Scoon-Rogers 1996). Respondent recall tendsto be
better under the SIPP design, where people are interviewed every four months rather than annually asin the CPS.
Differing methods of estimating some government transfers also play arole (see the Technical Appendix for details).

Of the expenses listed in the table, work-related expenses and medical out-of-pocket costs tend to be incurred by a
high proportion of most types of families, and the amounts are quite substantial. Child care expenses are also
substantial, with 13 percent to 21 percent (depending on the survey) of children living in poor families which report
such expenses. Finaly, while taxes tend to impose a substantial financial burden on a mgjority of families, poor
families pay considerably less taxes. In fact, many poor families (over half of poor children’s families) get important
tax relief in the form of the Earned Income Tax Credit. As discussed in the Technical Appendix, it isimportant to note
that taxes in our data are simulated. For example, data on EITC receipt is not based on actual reports, but rather on
estimates cal culated for persons who are simulated to be eligible for the credit.

Marginal Effect of Panel Recommendations on Poverty Rates

This section focuses on the marginal effect of each transfer and expense discussed in the previous section, along with
the effect of new poverty thresholds and equivalence scales, on child poverty rates. While the official poverty rate
incorporates a family resource definition that includes all cash government transfers, it does not include the near-cash
transfers and credits discussed below. We also examine whether the NAS Panel’ s recommendations have a differential
effect on children as compared to working-age adults and the elderly.

Table 2 shows the impact of each resource addition or subtraction on the poverty rate, using official poverty thresholds
and equivalence scales. The final row displays the impact of the new experimental poverty thresholds, equivalence
scales, and geographic adjustments, while using the official definition of resources. The reader should note that results
regarding the effects of each specific recommendation cannot simply be summed to estimate the overall effect of
implementing multiple recommendations. We would also like to emphasi ze that the measures presented in this section
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do not achieve consistency between resources and thresholds. While this analysis is informative and relevant to our
understanding of the elements in a poverty measure, no measure in this section can be considered a legitimate
measure of who is poor. These measures are presented to provide an incremental view of the effect of each
recommended change.

Tahle2: CPSK and SIPP Poverty Rates When Each of Various Flenents of a New
Poverty Measure Are Implenented, 1002

All persons Children Adults 18-64 Eldetly
ch3  SIPP ch3  SIPP ch3  SIPP chs  3IFP
Poverty raie using the official
definitions 148 119 223 190 119 o4 129 8.7
Poverty rates using official thresholds but adding to resources:
Food starnps 141 109 210 173 114 2.6 124 2.1
achool lunch subsidy 144 116 219 12.4 112 92 129 87
achool break fast subady Ha& 115 HaA 129 H& 93 MNaA g7
Housing subsidies 144 110 220 177 116 27 114 70
Energy assistance 142 118 223 122 119 93 128 8.5
WIC subsidy Ha& 118 H& 128 Ha& 23 N 26
Eamed income tax credit 141 M 211 HNaA 114 Na& 129 Na&
Capital gains (or losses) 145 HaA 443 MaA 119 NA 129 Na&
All addifions 122 87 I7a 132 Iag s2 I0s 8.3
Yachange in poverdy rake with all
addifions SI7e 26 Sfpg 202 -15s 231 Sled o 274
Poverty rates subirac ting from resow ces:

Child care expenses 152 12.4 231 199 122 Qi 128 2.7
Other work-related expenses 157 128 235 202 129 103 130 28
Child support payrments & 119 A 15.0 M 9.4 NA 2.7
Iledical out-of-pocket expenses 179 153 251 221 141 117 217 154
Federal incorme taxes 1489 Ha& 224 MaA 1210 M 1289 Na&
State incorne taves 149 Ha& 225 M 120 M 128 M&
social security taxes 159 HA 241 N 129 & 130 &
All subfractions 217 I7.1 LI 248 I17.8 I13.4 223 158
Sachange in poverdy rake with all

subirafions o6 435 EL e 49.4 43.2 PN R YN
Poverty withofficial resource

measure but with new thresholds

& equi alence scales 146 118 217 128 1128 0.4 130 29

W& Mot avalable.

Looking at various elements that add to afamily’sincome (in-kind government transfers, tax credits, and capital
gains), we find that Food Stamps and the Earned Income Tax Credit tend to have the biggest impact on the overall
poverty rate. The marginal effect is such that the poverty rate declines from 14.8 percent to 14.1 when each of these
two sources of income are added separately to the official resource measure, according to data from the CPS. Housing
subsidies alone have a modest impact at best, lowering the poverty rate from 14.8 to 14.4 percent.

There is some variation by age group. Food stamps have the biggest impact on child poverty rates (lowering the child
poverty rate from 22.3 to 21.0). The EITC and housing subsidies also continue to exhibit a substantial impact on
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children. Among the elderly, housing subsidies have the largest impact on their poverty rate, lowering it from 12.9 to
11.4 percent. For al age groups, the measured impact of additions to resourcesis larger using data from the SIPP than
data from the CPS. For example, adding various transfers (and capital gains) to the family incomes of children reduces
the poverty rate by about afifth using CPS data, but by afull thirty percent using SIPP data. As discussed earlier, this
likely reflectsin part better coverage of income sources and receipt in the SIPP survey.

Regardless of the source of data, the overall impact of adding near-cash income from various sources to a measure of
family resourcesisto lower the poverty rates of children more than the rates of other groups. According to the CPS,
the marginal effect of including all additions in the family resource definition is to significantly lower the child
poverty rate by 19.9 percent, versus a 15.8 percent reduction among working-age adults, and a 16.3 percent reduction
among the elderly. Thus, near-cash transfer programs appear to be more effective lowering material hardship among
children living in poor families than among people of other age groups.

Of the expenses listed in Table 2, subtracting medical out-of-pocket (MOOP) costs from family incomes clearly has
the largest effect on poverty rates. Using CPS figures, we find that the poverty rate rises from 14.8 percent to 17.9
percent when MOOP costs are subtracted from resources. Also of note are the effects of Social Security taxes and
work-related expenses on poverty rates. They raise the poverty rate from 14.8 percent to 15.9 percent and 15.7 percent,
respectively, according to CPS figures. The pattern among children and working-age adults tends to follow the overall
pattern. Among the elderly, however, the only expenses that has a substantial effect on poverty are MOOP
expenditures. Thisis unsurprising given that many elderly do not work, and thus do not incur work-related expenses or
have to pay Social Security taxes. The impact of MOOP expenses on elderly poverty ratesisvery large, asarelatively
high proportion of the elderly use medical services and incur such expenses.

Subtracting expenses from family’ s resources tends to increase poverty among children less than it increases poverty
among other age groups, in part because of relatively higher initial poverty rates among children which produce
smaller relative effects. According to CPS data, subtracting expenses increases the child poverty rate by 36.9 percent;
the increase among working-age adults is 49.4 percent, and among the elderly it is 73.1 percent—the last figure again
largely reflects the considerable effect of medical expenses among the elderly.

Finally, the last row of Table 2 shows poverty rates using the official income definition, but with new FCSU
thresholds based on CE data (as described in the methods section). These thresholds also incorporate a refined
equivalence scale, and have been adjusted for geographic differences in housing costs across various regions and
metropolitan area sizes (see the Technical Appendix for details). The overall effect of the experimental thresholds on
poverty rates is modest. Among children, the poverty rate declines from 22.3 with official definitionsto 21.7 with the
new threshold definitions. This small difference is unsurprising, given that the threshold for areference family under
the experimental measure was $14,253 in 1992, only dlightly lower than the corresponding officia threshold of
$14,335.

For the purposes of our analysis, the most important finding in Table 2 is that moving to a new, more expansive,
definition of family resources and non-discretionary expenses would likely increase child poverty rates by lessthan it
would increase the rates of other age groups. Two factorsin particular produce this result: 1) near-cash and in-kind
government transfers have alarger poverty-reducing effect on children than on others, and 2) subtracting expenses
produces smaller poverty increases among children than other age groups. But thus far, we have only examined the
marginal effects of various transfers and expenses on poverty. The next section examines the effect of using a
combined measure of resources with complementary poverty thresholds on child poverty rates. Only then can we
gauge the overall effect of implementing multiple recommendations from the NAS Panel on alegitimate alternative
measure of poverty.
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Combining NAS Panel Recommendations

Table 3 displays the result of the experimental poverty measure, by survey, when all the recommendations are
implemented simultaneously. The table confirms some of the findings from the previous section. Looking at data from
the CPS, we find that, for all age groups, poverty is higher under the experimental measure, as defined here, than
under the official measure. The CPS experimental poverty rate is 19.0 percent—28.4 percent higher than the official
rate of 14.8.

Importantly, the percent change in the poverty rate using the experimental versus the official measure is smaller for
children than for working-age adults and the elderly. Among children, the poverty rate rises from 22.3 percent under
the official measure to 25.6 percent under the experimental measure, a 14.8 percent increase. The corresponding
increases for working age adults and the elderly are 31.9 percent and 62.8 percent, respectively. Thus, thisanalysis
confirms the notion that the restricted definition of resources under the current official poverty measure over states the
material disadvantage of children relative to other age groups. This finding supports recent work by Betson and
Warlick (1998), who find that the poverty gap between children and the elderly is narrowing, not widening, when an
expanded definition of family resources is employed.

Table3. Official and Experimental Poverty Rates, 1092

CPE =[PP
Povertr mte nsing Expermental Soahage in Poverty mte using Expenmental Soohage in
offiria] defites D £ 1 Py gk cfficial defihon porethr 3T anllE 23y gk
All Persons 14,5 19.0 284 11.9 13.9 f68
Children 223 2516 f48 19.0 18.6 -2 f
Adults 18-64 11.9 157 35ng 9.4 11.2 200
Elderly 12.9 21.0 &2 8 8.7 14.3 od 5

Yet it isimportant to note that child poverty rates under the experimental measure still surpass the poverty rates of the
other two age groups, even if the increase in the experimental measure versus the official rate is smaller among
children. In fact, the CPS estimate indicating that afull quarter of children lived in poverty in 1992 is troubling. That
amost afifth of all persons lived in poverty in that year likewise indicates that the current official poverty measure
may understate economic hardship in the U.S.

The picture that emerges when using data from SIPP is a little more sanguine. Poverty rates for al groups are lower
when measured with SIPP data than with CPS data. Poverty rates under the SIPP experimental measure range from
11.2 percent for adults to 18.6 percent among children, who once again display the highest poverty rate.

However, the SIPP experimental child poverty rate of 18.6 percent is actually not statistically different from the SIPP
poverty rate estimated using the official definitions of income and thresholds (19.0 percent). Thisisthe only
experimental poverty rate that is not higher than one based on official definitions for any age group in either of the
surveys. The more expansive definition of resources, coupled with thorough reporting of in-kind transfers in the SIPP,
account for much of this. Furthermore, once atax model with the EITC for SIPP isincorporated in our estimates, the
SIPP experimental poverty rate may be even lower.

Another notable result in the table is that elderly poverty rates are higher than the overall poverty rate under the
experimental measure versus the official measure—particularly when using SIPP data. As shown in the previous
section, high MOOP expenses incurred by the elderly contribute to their economic hardship.
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To illustrate these patterns, Figure 2 displays standardized poverty estimates. As discussed earlier, by constraining the
experimental poverty rate to equal the overall official poverty rate, we are able to facilitate sub-group comparisons.
Figure 2 clearly shows that experimental child poverty rates are lower than official poverty rates, once the overall
poverty rate is constrained to equal the official poverty rate. Among working-age adults, official and experimental
poverty rates are similar. Finally, among the elderly, experimental poverty rates are considerably higher than poverty
rates estimated using the current official measure for reasons discussed above.

Figure 2. Official and Standardized Poverty Rates, 1992

BCPS official poverty rate

251 MCFS standardized experimental measure
B EIPP official poverty rate
M1 O&EIPE standardized experimental measure
2
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? S i S
S 10.0 — i 8 = i
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Age Group

Child Poverty Rates by Selected Demographic Characteristics

Table 4 displays poverty rates calculated for various subgroups of the population for 1992 using the official measure
and the standardized experimental measure estimated with CPS data. In thistable, the experimental measureis
standardized to the official poverty rate for children, as opposed to the overall poverty rate as was done in the previous
section. In particular, the thresholds are adjusted by a factor (in this case, 0.91795) in order to match the CPS child
poverty rate of 22.3 percent for 1992. This measure is shown this way to once again facilitate comparisons of poverty
rates across subgroups among the broader group of interest here (i.e., children).
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Tabled. Standardized Child Poverty Rates by Various Characteristics, CPS 1002

official porvertsy standardized Yodifference in
e : : o pat

All Chil dren 22.3 22.3 0
Race'Ethnicity

Mon-Hispati ¢ White 13.2 13.6 i

Mon-Hispamc Black 466 42.4 -a0

Hispanic 40.1 42.9 7

Other 20.5 20.0 -2 4
Family Type

IMarned-couple 11.3 12.4 a7

IMale-headed (unmarried) 27.2 il.5 58

Female-headed (unmarried) 55.4 51.4 -72
Education of Household Head

Less than high school 51.7 50.8 -2

High schonl 235 234 -0 4

Some College 13.6 137 a7

College graduate 4.0 5.0 250

Post-graduate 2.1 3.2 524
Parents' Work Status

Mo wotking parent present 91.1 a0.0 -i2 2

Worlang parent present 15.2 14.3 L2
Age of Child

0-2 273 28.8 55

3-5 255 26.3 3

f-11 21.6 209 -3z

12-17 18.6 18.0 -3.2

The table shows that poverty rates are somewhat |lower for Black children under the standardized experimental
measure than under the official measure. Further analysis (not shown) indicates that greater receipt of in-kind
government transfers and lower average MOOP expenses of officially poor black families with children account for
this. Hispanic children appear to have modestly higher poverty rates under the standardized experimental measure than
under the official measure, due to a combination of factors including less receipt of transfers and higher work-related
expenses.

The standardized experimental measure also produces higher poverty rates for children in married-couple families and
mal e-headed families, and corresponding lower rates for those in female-headed families with no spouse present, than
we see under the official measure. Married-couple and male-headed families have higher standardized experimental
poverty ratesin part they are less likely to receive government transfers. Conversely, female-headed families have
lower standardized experimental poverty rates in part because they receive more government transfers than the
average family with poor children.

Results also indicate higher poverty rates under the standardized experimental measure than under the official measure
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for children in families with workers. Families with workers tend to receive fewer government transfers and incur
higher work-related expenses. They also have relatively high MOOP expenses.

Poverty Estimates over Time: The Standardized Experimental Measure versusthe Official Measure

Figure 3 compares trends in child poverty rates using the official CPS measure and the standardized experimental
measure. The experimental measure in this section is standardized such that the child poverty rate is constrained to
equal the official child poverty rate (22.3 percent) in 1992. As before, thisis done for illustrative purposes: by
constraining the experimental measure to equal the official measure in the initial time period, we are able to gauge
whether the trend in the material well-being of children exhibited by the experimental measure is captured by the
official poverty measure.

Figure 3. CPS Official and Standardized Fxperimental Child Poverty
Rates, 1992-1996
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Figure 3 indicates that the experimental and official poverty rates follow the same general trend, rising in 1993 before
falling for three consecutive years from 1994 to 1996. However, the experimental rate fell at afaster clip. In 1996, the
official child poverty rate was 20.5 percent while the standardized experimental rate had fallen to 19.0 percent. This
indicates that the experimental poverty rate measures improvementsin child well-being not captured by the official
measure over that time period. Short, et. al. (1998) report similar resultsin their analysis of the overall official poverty
rate versus an experimental poverty rate calculated with a method similar to the one used here.

Further investigation reveals that near-cash government transfers and tax-breaks to officially poor children’s families
rose at afaster clip than the modest increase in non-discretionary expenses over the time period. By far the most
significant increase in transfers or tax breaks over the period occurred in the EITC program. Poor children lived in
families which received, on average, over $700 dollars more in EITC tax creditsin 1996 than in 1992 (in constant
1992 dollars). As discussed earlier, one caveat to these resultsisthat EITC receipt in the CPS datais not based on
actual reports, but rather on estimates calculated for persons who are eligible for the credit (see the Technical
Appendix for details).
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Overall, the results in this section illustrate the fact that the official poverty rate-- in contrast to the experimental
poverty rate—is unable to capture the impact of many government programs directed toward improving child well-
being.

Conclusion

Official poverty rates continue to be higher for children than adults. However, over the past couple of decades there
has been a growing consensus that the way poverty is currently measured has become outdated. This analysis
addresses the issue of how our view of child poverty would differ if a new, refined poverty measure were adopted. We
base the implementation of a new poverty measure in large part on both the research of the National Academy of
Science’s Panel on Poverty and Family Assistance, whose work culminated in the 1995 book, Measuring Poverty: A
New Approach, and on-going research efforts at the U.S. Census Bureau and Bureau of Labor Statistics. This analysis
focuses specifically on the role of adopting a more expensive definition of family resources-- which includes near-cash
income but subtracts non-discretionary expenses-- on child poverty.

We find that experimental poverty rates, as defined here, tend to be higher than official poverty rates, and that child
poverty rates, by any measure, continue to surpass those of both working-age adults and the elderly. However, the gap
between child and adult poverty rates is substantially smaller under the experimental measure. This reflects the finding
that: 1) near-cash government transfers have a larger poverty-reducing effect on children than on others, and 2)
subtracting expenses produces smaller poverty increases among children than other age groups. Of the near-cash
government transfer programs examined, Food Stamps have the biggest impact on reducing child poverty rates under
the experimental measure. The EITC and housing subsidies also exhibit a substantial impact on child poverty rates.

We aso find that moving to an experimental poverty measure would have implications for the composition of the
child poverty population. Moving from an official poverty measure to an experimental one would produce a smaller
increase in poverty among Black children than others, largely due to greater receipt of in-kind government transfers
and lower than average MOOP expenses among poor black children’s families. Conversely, moving to an

experimental poverty measure would produce a greater increase in the poverty rate among Hispanic children, whose
their families tend to incur greater work-related expenses and receive fewer government transfers. Children in married-
couple families would do a little worse under the experimental poverty measure because their families are less likely to
receive government transfers. In contrast, children in female-headed families would see smaller increasesin their
poverty rates under the experimental measure because their families are more likely to receive government transfers.

With regard to patterns over time, we find that the experimental and official poverty rates follow the same general
trend, rising in 1993 before falling from 1994 to 1996. However, the experimental rate fell at afaster rate in the latter
period. This reflects increases in near-cash government transfers and tax credits over the period which alleviate
economic hardship and, therefore, poverty under the experimental framework. The most significant increase in
transfers or tax credits occurred in the EITC program, which benefited an increasing number of low-income familiesin
the 1990s (Center on Budget and Policy Priorities 1998).

Overdl, this analysis confirms the notion that the restricted definition of resources under the current official poverty
measure over states the material disadvantage of children relative to other age groups. Y et even under the experimental
measure child poverty rates are still high in absolute terms—afull quarter of children in the U.S. live in poverty
according to CPS figures—and the child poverty rate continues to surpass the adult rate.

Technical Appendix

Defining poverty thresholds
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In this study, as in the Panel’ s study and other work (Citro and Michael 1995; Garner et al. 1998; Short et al. 1998),
poverty thresholds are calculated by following several steps. First, areference unit is chosen. The Panel recommended
using a 2 parent, 2 child family as the reference unit. Second, median expenditures for reference units are obtained
using their food, clothing, shelter and utilities (FCSU) expenditures. Third, percentages of median expenditures are
selected which reflect the 30th and 35th percentiles of the distribution of FCSU expenditures. These percentiles
trandlate to approximately 78 and 83 percent of the median. The Panel concluded in their study that these percentiles
seem to represent a "reasonable range” for the FCSU component of the reference family’ s threshold.

Fourth, expenses for their other needs (e.g., household supplies, persona care, and non-work related expenses) are
accounted for through the use of a small multiplier. The Panel recommended alower and upper value for the multiplier
of 1.15 and 1.25, respectively. In this study, asin the Panel’ s work, the base year threshold is computed by taking the
average of these upper and lower values for both the percentages and multipliers (i.e., Threshold = 0.5*(1.15*.78 +
1.25*.83)* median), with the result being that the threshold equals 0.96725* median expenditures for the basic bundle.
Hence, the resulting threshold is almost equal to median expenditures on FCSU.

Fifth, adjustments are made to reflect geographic differencesin costs. Following the Panel, we use inter-area housing
cost indexes calculated from the 1990 Census data on gross rent (including utilities) for apartments with specified
characteristics, adjusted for the share of housing in the proposed poverty budget.- They focused on shelter because
housing expenditures are the largest component of the poverty budget and because variations in housing costs are
significant across regions and by population size. These indexes are produced for six population size categories within
each of the nine census regions (see Citro and Michael 1995 for alist of the indexes). In our application, we normalize
the indexes based on the geographic distribution of aweighted sample. The area indexes are produced relative to the U.
S. average index, which isequal to 1.0. For example, the threshold for the reference unit in alarge metropolitan areain
New England is 27 percent higher than the national average, whileit is 15 percent lower than the national average if
this family livesin a non-metropolitan area in the West South Central region.

Sixth, an equivalence scale adjusts the reference unit threshold to produce thresholds for household units with different
characteristics than those of the reference unit. The equivalence scale used is discussed in more detailed in the next
section.

Seventh, the base year thresholds are updated over time using a price adjustment factor. The Panel recommended
updating by the change in median expenditures each year (a quasi-relative adjustment), which we do here. Table A1
presents the official thresholds and the experimental thresholds used in this report for 1992 through 1996.

Table Al: Thresholds for Reference Family of Two Adults and Two Children
Y ear Officia FCSU
1992 $14,228 $14,253
1993 $14,654 $14,791
1994 $15,029 $15,166
1995 $15,455 $15,545
1996 $15,911 $15,744

Source: Bureau of Labor Statistics tabul ations
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Equivalence Scales

The Panel recommended a two-parameter equivalence scale that accounts for the differing needs of adults and children
and the economies of scale of living in alarger household. For this analysis, however, we adopt a three-parameter
scale proposed by Betson (see Betson 1996 and Johnson et al. 1997). Compared with the panel’ s two-parameter scale
recommendation, the three-parameter scale provides more economies of scale between singles and childless couples
and more similarity between the scales for families with one-parent and two children and two-parent families with one
child.

Resour ces
Food Stamps and School Lunch Subsidies

Receipt of Food Stamps, and the amount received, is reported in the CPS and SIPP. While this benefit is reported
similarly in both surveys, the CPS respondents are asked if they ever received Food Stamps in the previous calendar
year. If they answer that they did, they are then asked to report the total amount received in that year. Respondents to
the SIPP are asked to report receipt of Food Stamps on a monthly basis for the entire panel length, and the monthly
face value amounts which we then summed across the 12 months of the calendar year.

School lunches, whether free, reduced price, or regular price, are reported differently in the two surveys. In the CPS,
respondents report the number of children who usually ate a school lunch, and they indicate if that lunch was free or
reduced pricein the previous calendar year. In the SIPP, the question is asked, "How many school lunches were eaten
by the children per week?'

The income value for the school lunch program for each participant family is calculated using this information and
data on the annual subsidy for free, reduced, and full-priced meals. Information on subsidies per meal is obtained from
the Department of Agriculture. Again, however, the treatment is different in each survey. In the CPS, since no
additional information is available, we must assume that all reported children ate a school lunch of the reported price
scheme all year. In the SIPP, with sub-annual reports, we can more correctly apply the correct amounts of the in-kind
benefit to each family.

Housing Subsidy Valuation

Rent subsidies, one of the non-cash benefits valued in the March supplement to the Current Population Survey, are
released every year on the CPS microdatafile. These values are currently estimated with a regression model that uses
American Housing Survey data from 1985. The data are updated using a Consumer Price Index (CPl) for Residential
Rent.

The current model provides estimates of monthly housing costs for renters as afunction of four variables: 1) presence
of full baths, 2) presence of refrigerator, dishwasher and garbage disposal, 3) presence of rats, holes, and other like
problems, and 4) an index of satisfaction with community services.

Thismodel is estimated only for unsubsidized renters in two bedroom units, the most prevalent type of rental unit.
Separate regressions were run for each of the four regions. The regression coefficients are then applied to the housing
characteristics of subsidized rentersin the relevant region to obtain the predicted monthly housing cost. Subsidized
renters are those who either live in public housing, or receive state or local assistance with housing costs. The
difference between the mean predicted monthly housing cost and the mean out-of-pocket housing costs of subsidized
rentersin the designated region is the mean subsidy for atwo bedroom unit in that region. Finally, this subsidy isthen
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adjusted for family income and number of bedrooms (for more details on this method, see U.S. Bureau of the Census,
forthcoming).

Instead of using statistical models to calculate subsidies as done above for the CPS, SIPP housing subsidies are based
on county-level Fair Market Rents (FMR) for housing units of different sizes. The procedure for estimating subsidies
isasfollows. First, we select people who report living in public housing or receiving government rent subsidies.
Second, for these families we calculate the number of bedrooms in their unit. Thisis modeled as a function of family
size and composition. Each married couple in the family is assigned one bedroom, and an additional bedroom is
assigned for each two additional people of the same sex.

Finally, the housing subsidy is calculated by subtracting 30 percent of family income from the Fair Market Rent of the
unit. FMRs vary by county of residence and number of bedrooms in the unit. Fair Market Rents are estimated as the
45th percentile of the rent distribution in each area by the U.S. Department of Housing and Urban Development. The
30 percent figure subtracted from the FMR reflects the notion that persons who receive housing subsidies are expected
to contribute 30 percent of their net income toward rent. Thus, the difference between this amount and the fair market
rent for the areais the housing subsidy.

Energy Assistance

The CPS collects information on whether persons receive benefits from the governments’ energy assistance program
and the amount received over the last six months. Given that thisinformation is only reported for the winter months
suggests that we are probably only collecting the heating portion of this program. The SIPP, however, collects
information on receipt of energy assistance in every month of the year, producing higher energy assistance receipt
estimates than in the CPS. Asking the questions all year round captures individuals who received help with cooling as
well as heating bills.

Work-Related Expenses

Under the experimental measure of poverty two types of work-related expenses are subtracted from family’s
resources. 1) child care expenditures, and 2) "other" work-related expenses. We describe each in turn.

Child Care Costs

In our CPS analysis, we value childcare expenditures for CPS families with no non-working parents and children
under 12 by using topical module data from the 1991 SIPP (the March CPS contains no questions on childcare
expenses). In the SIPP, parents or guardians of children less than 15 years of age who were in the labor force or
attended school during the reference period were asked about their childcare arrangements and costs during the last
month. Using this data, we first ran logistic regressions to estimate the probability of incurring childcare expenses
based on family structure, the race/ethnicity of the head, the number of children of various ages, region, and family
income. The logistic regression results were then used to establish the probability that afamily in CPS had incurred
childcare costs.

For the families that were simulated to have incurred expenses, we then subtract dollar amounts from resources based
on Aid to Families with Dependent Children (AFDC) child care deduction guidelines which take into account the
number and age of children in the family. We base child care valuations on these figures because these program
deductions for child care are the clearest normative statement of what the federal government regards as a ceiling on
the cost of child care necessary for employment (for more details, see U.S. Bureau of the Census, forthcoming). To
take account of changing costs over time, we update them for inflation using the CPI-U.
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In our SIPP analysis, we use an alternative method for estimating child care costs. It involves simply subtracting a
fixed amount from the earnings of families with no non-working parents and with children under the age of 12; we
then limit this deduction to the earnings of the lower earner. We subtract fixed amounts equal to 85 percent of median
annual expenses as reported in SIPP from these families. We calculated six separate medians depending on the number
and age of children. This method has the advantage of imputing child care costs for all families with working parents
and children. This allows us to take into account the opportunity costs involved in arranging for child care. For
example, afamily might opt to leave a child unsupervised during working hours because it cannot afford childcare.
Thisfamily might not be poor, even though subtracting an adequate amount to pay for childcare would render this
family poor. Likewise, some families with high childcare costs might be counted as poor, even though their overall
level of well-being might be higher than that of some non-poor families with lower or no childcare costs. Subtracting
fixed amounts from family’ s resources overcomes this problem.

Other Work-related Expenses

The Panel proposed subtracting a flat amount for "other" work-related expenses, to be updated annually for inflation.
Following the Panel’ s recommendations, the flat amount we deducted from both CPS and SIPP families’ incomes
equals 85 percent of the median amount spent on other work-related expenses, as reported by SIPP respondents (no
guestions on other work-rel ated expenses are asked in the CPS). This amount is restricted to not exceed the person’s
earnings. The Panel used data from the 1987 panel of the SIPP, the most recent data available.

More specifically, the 1987 SIPP collected information on work-related expenses from people who had at least one
employer in the reference period. Three types of expenses were identified: 1) annual work-related expenses such as
union dues, licenses, permit, special tools, or uniforms; 2) mileage expenses-- the number of miles usually driven to
and from work in atypical week, for people who do some driving to work. An estimate of 22.5 cents per mile was
used to convert mileage to expenses; and 3) other expenses incurred in getting to and from work, such as bus fares or
parking fees.

The combined deduction of both child care expenditures and other work-related expenses for working families with
children under 12 years of age is capped to not exceed the earnings of the parent with lower earnings in the SIPP
portion of the analysis, but not in the CPS portion of the analysis due to the different method used for valuating child
care expenses in the CPS.

Taxes

Three types of taxes were ssimulated in the CPS data set: 1) Federal individual income taxes, including the Earned
Income Tax Credit, 2) State individual income taxes, and 3) Socia Security payroll (FICA) taxes. Procedures for
estimation are summarized below; for amore detailed explanation, again refer to U.S. Bureau of the Census,
forthcoming. Note that a method for valuating taxes with SIPP datais under development but not yet compl ete.

Simulation of Federal income taxes in the CPS required up to four separate operations. First was the formation and
classification of tax filing units using household relationship, marital status, and dependency rules. Second was the
calculation of adjusted gross income for each of those units. Third was the simulation of amount of Federal income
taxes paid, using tax laws for the relevant time period. Finally, we estimated earned income tax credits, where
applicable, for lower-income families.

The amounts of State individual income taxes paid were computed by developing amodel of each State's income tax
regulations. Information on the State tax systems was obtained from the State Tax Handbook. State tax rates and
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brackets are updated annually to reflect changes in state tax regulations. While every detail of each State'sincome tax
system was not simulated, most of the important aspects were accounted for.

The Social Security payroll tax (FICA) was simulated by using information on individuals' occupations and earnings
as reported in the CPS, and by applying the Socia Security payroll tax formulafor 1997. Not all workers were
assigned coverage under Social Security and, therefore, a small number were not subject to Social Security taxes. All
Federal employees and specific proportions of workers in certain occupation groups were assigned non-covered status.
Unpublished statistics supplied by the Social Security Administration were used to make these assignments.

Medical Care

The method used for taking account of medical care expensesin the experimental poverty measure is based on the
work of the NAS panel. Out-of-pocket medical expenditures are imputed to both CPS and SIPP families based on data
from the 1987 National Medical Expenditure Survey (NMES) which has been updated using the CPI for medical care.
The approach involves allocating expenditures to families based on characteristics of the family head and calibrating
those allocations to control totals.

Following the panel’ s recommendations, we use separate procedures for estimating medi cal-out-of -pocket (M OOP)
costs for families headed by someone younger than 65 years of age and those headed by someone 65 years or older.
Expenditures for families with a non-elderly head were estimated as a function of health insurance status, family size,
race of head, and income-to-poverty ratio. Expenditures for families with an elderly head were based on age of head
(under 75, 75 and over), income-to-poverty ratio, and family size.

A fraction of the families were assigned to have MOOP expenses to match the fractions with positive expendituresin
the NMES survey. If afamily was assigned to have positive expenses, actual amounts were then imputed to be
consistent with the distribution of NMES expenditures (see U.S. Bureau of the Census, forthcoming, for more details).
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