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Preface and Acknowledgments

PREFACE AND ACKNOWLEDGMENTS

In 2006 New York City Mayor Michael R. Bloomberg convened a Commission on
Economic Opportunity, directing it to craft innovative approaches to poverty reduction in
the City. The Commission members needed indicators that would inform them how the ideas
they were considering would affect low-income New Yorkers. They soon learned what
social scientists have known for decades: the official poverty measure provides little useful
information. The Commissioners concluded that, in addition to launching new programs,
the City needed to develop a new measure of poverty. Mayor Bloomberg embraced the
suggestion, and the development of an alternative measure of poverty became a project of
the New York City Center for Economic Opportunity (CEO), the organization he created to
implement the Commission’s recommendations.

There has been no shortage of proposals for improving the way America counts its poor.
The most influential of these was developed, at the request of Congress, by the National
Academy of Sciences (NAS). Although the NAS’s proposal was issued in 1995, neither the
Federal nor any other branch of government had adopted this approach until 2008, when
CEO issued its first working paper on poverty in New York City, entitled The CEO Poverty
Measure. The study presented here continues CEQ’s effort to apply the NAS methodology to
the realities of New York City. It updates last year’s working paper (The CEO Poverty
Measure, 2005-2008) with data for 2009 and incorporates further improvements in our
methodology.

We are not alone in this work. CEO not only aspires to develop a more informative way
to measure poverty locally, we want to encourage others to follow suit. To date, NAS-style
state-level poverty measures have been developed for New York, Connecticut, Minnesota,
and Wisconsin, as well as for the city of Philadelphia and its metropolitan area. In March
of 2010, further progress was made when the Obama Administration announced that the
U.S. Census Bureau would issue a Supplemental Poverty Measure in the Fall of this year.
The new Federal measure will also be based on the NAS recommendations.

These projects have been enormously helpful to us. We now benefit from the wisdom of
George Falco and Jihyun Shin at the New York State Office of Temporary and Disability

Assistance; Mark Stern of the University of Pennsylvania; Linda Giannarelli, Laura
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Wheaton, and Sheila Zedlewski at the Urban Institute; and Julia Isaacs, Joanna Marks, and
Timothy Smeeding, authors of the University of Wisconsin Institute for Research on
Poverty’s report.

We have also benefited from opportunities to present our work to other scholars and
policy practitioners. The Brookings Institution Center on Children and Families has hosted
a number of meetings, some at CEO’s request, where many of the nation’s leading poverty
experts not only shared their work but also offered us advice for improving our measure.
We wish to recognize the generosity of Ron Haskins, the Brookings Institution Center’s
Co-Director, as well as the wisdom of all those who have attended these events. CEO has
also participated in a number of conferences, including annual meetings of the Association
for Public Policy and Management, the National Association for Welfare Research and
Statistics, the American Statistical Association, and the Association of Public Data Users.
In the course of these opportunities we have amassed a considerable debt. In addition to
those mentioned above, we wish to acknowledge Jessica Banthin, Richard Bavier, David
Betson, Rebecca Blank, Gary Burtless, Constance Citro, Sharon O’Donnell, Irv Garfinkel,
Thesia Garner, Mark Greenberg, Amy O’Hara, Nathan Hutto, John Iceland, David
Johnson, Trudi Renwick, Isabelle Sawhill, Karl Scholz, Arloc Sherman, Kathleen Short,
Sharon Stern, Jane Waldfogel, and James Ziliak.

Closer to home, Vicky Virgin, Demographic Analyst at the Population Division of the
New York City Department of City Planning, has made important contributions throughout
the project. She deserves special thanks, as does Dr. Joseph Salvo, the Population
Division’s Director. Gayatri Koolwal, formerly at CEO but now at the World Bank, has
continued to assist our efforts. Angelina Lopez made important contributions during an all-
too-brief internship with us during the summer of 2010.

Many other colleagues in New York City government have shared their expertise in
recent years. These include Caitlyn Brazill, (now at New York University’s Furman
Center); John Grathwol and Deborah Brosen at the New York City Office of Management
and Budget; Anneil Basnandan, Roy Holder, Hildy Dworkin, Juliah Lindsey, Iris Reyes,
Angela Sheehan, Harold Wenglinsky, and Rebecca Widom of the Human Resources
Administration; Laurie Kilpatrick, Department of Finance; Roeland Kim, Department of

Housing Preservation and Development; Anne Marie Flatley and Celeste Glenn of the New
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York City Housing Authority; Eric Kober, Department of Planning; and Kristin Misner,
Office of the Deputy Mayor for Health and Human Services.

Staff at other government agencies that also assisted us include Tanette Nguyen-
McCarty, Office of Tax Policy Analysis, New York State Department of Taxation and
Finance; Jane Berrie, New York State Division of Housing and Community Renewal; Dave
Dlugolecki, New York State Office of Temporary and Disability Assistance; Dean Plueger,
U.S. Internal Revenue Service; Edward Welniak and Jessica Semega of the U.S. Bureau of
the Census; and Didem Bernard, U.S. Department of Health and Human Services’ Agency
for Healthcare Research and Quality.

This report was authored by Christine D’Onofrio, John Krampner, Daniel Scheer, and
Todd Seidel, along with myself. Our work would not have been possible without the
leadership of Veronica White, CEO’s Executive Director, and Linda Gibbs, New York City
Deputy Mayor for Health and Human Services. They provided the exceptional guidance

and support we have needed to do this work.
Mark Levitan, Ph.D.

Director of Poverty Research

On behalf of the New York City Center for Economic Opportunity

nyc.gov/ceo | i



Policy Affects Poverty: The CEO Poverty Measure, 2005-2009

iv \ NYC Center for Economic Opportunity



Executive Summary

EXECUTIVE SUMMARY

In December 2007, the United States economy began to contract. This downturn has
come to be known as the Great Recession, for in many respects it has been the deepest since
the Great Depression of the 1930s. For the nation, the recession’s effect on the official
poverty rate has followed a well-worn path; the economic downturn led to a sharp rise in
this measure of poverty. In New York City, the recession came later and was less severe.
As a result, the official poverty rate for the City has been more stable, exhibiting no
statistically significant rise from 2007.

This is a straightforward story about how the recession affected poverty in 2008 and
2009. But if understanding the impact of public policy is a goal in measuring poverty, it is
far too simple. During recessions, government has a variety of tools it can use to offset
contracting private sector economic activity. It can increase public sector spending by, for
example, expanding infrastructure construction. It can counter the decline in family income
by increasing the scope or generosity of transfer payments and lowering taxes. In 2008 and
2009, the most important initiatives that directly bolstered family incomes came from
Unemployment Insurance, Food Stamps, and new or expanded tax rebate and credit
programs. Of the three, only Unemployment Insurance is counted by the official poverty
measure.

Shortcomings such as these have frustrated social scientists and policymakers for
decades. They prompted New York City Mayor Michael R. Bloomberg to direct the Center
for Economic Opportunity (CEO) to develop an alternative measure of poverty. There has
been no shortage of proposals for improving the way we count the poor. The most
influential of these was developed, at the request of Congress, by the National Academy of
Sciences (NAS).* This working paper, the third that CEO has issued, applies the NAS
methodology to the realities of New York City.2

The NAS and CEO poverty measures share one important similarity with the current,
official poverty measure: they are income adequacy approaches. Each defines a level of

! Cittro, Constance F. and Robert T. Michael (eds). Measuring Poverty: A New Approach, Washington, DC:
National Academy Press, 1995.
2 Our prior reports are available at: www.nyc.govi/ceo.
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income, often referred to as the poverty line, which separates the poor from the non-poor.
Each measure defines which among the resources available to families should be counted as
income. If a family’s resources fall below the line, its members are categorized as poor.
Where the NAS-based measures differ from the official one is in how they draw the poverty

line and what they count as income.

The Official Poverty Measure

The official measure’s poverty threshold was developed in the early 1960s and was
based on the cost of the U.S. Department of Agriculture’s Economy Food Plan, a diet
designed for “temporary or emergency use when funds are low.” Because the survey data
available at the time indicated that families typically spend a third of their income on food,
the cost of the plan was multiplied by three to account for other needs. Since the threshold’s
1963 base year, it has been updated annually by the change in the Consumer Price Index.?

Nearly a half-century later, this poverty line has little justification. The threshold no
longer represents contemporary spending patterns; food now accounts for less than one-
seventh of family expenditures. The official threshold also ignores differences in the cost of
living across the nation, an issue of obvious importance to measuring poverty in New York
City. A final shortcoming of the threshold is that it is frozen in time. Since it only rises
with the cost of living, it assumes that a standard of living that defined poverty in the mid-
1960s remains appropriate, despite advances in the nation’s standard of living since that
time.

The official measure’s definition of the resources that are applied against the threshold is
pre-tax cash. This includes wages, salaries, and earnings from self-employment; income
from interest, dividends, and rents; and some of what families receive from public programs,
if they take the form of cash. Thus, payments from Unemployment Insurance, for example,
are included in the official resource measure.

But over time, an increasing share of what government does to support low-income
families has taken the form of tax credits (such as the Earned Income Tax Credit) and the
cash equivalent value of in-kind benefits (such as Food Stamps). If policymakers or the
public wants to know how these programs affect poverty, the official measure cannot

provide an answer.

® Fischer, Gordon M. “The Development and History of the Poverty Thresholds.” Social Security Bulletin Vol.
55 No. 4. Winter 1992.
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The National Academy of Sciences’ Alternative

NAS-based methods take a considerably different approach to both the threshold and
resource sides of the poverty measure. The poverty threshold reflects the need for clothing,
shelter, and utilities, as well as food. It is established by choosing a point in the distribution
of “reference” families” expenditures for these items, plus a small multiplier to account for
miscellaneous expenses such as personal care, household supplies, and non-work-related
transportation.* The threshold is updated each year by the change in the level of this
spending, which connects the threshold to the growth in living standards. In further contrast
to the official measure, the NAS-style poverty line is also adjusted to reflect geographical
differences in living costs.

The NAS-based income measure is designed to account for the flow of resources that a
family can use to meet the needs that are represented in the threshold. This creates a much
more inclusive measure than pre-tax cash. The tax system and the cash equivalent value of
in-kind benefits for food and housing are important additions to family resources. But
families also have non-discretionary spending needs that reduce the income available to
secure the necessities represented in the threshold. These include the cost of commuting to
work, childcare, and medical care that must be paid for out of pocket. This spending is

accounted for as deductions from income.

CEOQO’s Adoption of the NAS Method

The NAS provided a conceptual framework; CEO has adapted it to the realities of New
York City. For the poverty line, we employ the nationwide thresholds that have been
calculated from the U.S. Bureau of Labor Statistics’ Consumer Expenditure Survey and
have been used by the Census Bureau for its research on NAS-style poverty measures.” In
2009, the NAS threshold for a two-adult, two-child family equaled $24,522.° We then
adjusted the threshold to account for the relatively high cost of living in New York City,
using the ratio of the New York City to nationwide Fair Market Rent for a two-bedroom

* The NAS reference families are those composed of two adults and two children. The threshold for this
family is then scaled for families of different sizes and compositions. See Appendix B.

® The Census Bureau’s work is available at: http://www.census.gov/hhes/povmeas/index.html.

®Several versions of the NAS threshold are available at:
http://www.census.gov/hhes/povmeas/data/nas/web_tab5 povertythres2009.xls. We use the Consumer
Expenditure Survey-updated threshold that excludes medical care and mortgage principal payments. This
threshold is based on the midpoint of the ranges the NAS proposed for the threshold (80.5 percent of the
median) and the multiplier (1.2).
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apartment.” 1n 2009, our New York City poverty line for this family came to $29,477. (The
official threshold for the corresponding two-adult, two-child family in 2009 was $21,756.)
We refer to this New York City-specific threshold as the CEO poverty threshold.

To measure the resources available to a family to meet the needs represented by the
threshold, our poverty measure employs the Public Use Micro Sample from the Census
Bureau’s American Community Survey (ACS) as its principal data set. The advantages of
this survey for local poverty measurement are obvious. The ACS is designed to provide
measures of socioeconomic conditions on an annual basis in states and larger localities. It
offers a robust sample for New York City and contains essential information about
household composition, family relationships, and cash income from a variety of sources.

But, as noted earlier, the NAS-recommended poverty measure greatly expands the scope
of resources that must be measured in order to determine whether or not a family is poor.
Unfortunately, the ACS provides only some of the information needed to estimate the
additional resources required by the NAS measure. CEO has developed a variety of models
that estimate the effect of taxation, nutritional and housing assistance, work-related
expenses, and medical out-of-pocket expenditures on total family resources and poverty

status. We refer to our estimate of family resources as “CEO Income.”

This Report

The focus of this year’s CEO working paper is on poverty in New York City from 2007
to 2009. Its findings provide a more complete account of how poverty rates have changed
than the story told by the official measure. Job loss and declines in earned income play a
role in year-to-year changes in the CEO poverty measure, of course. But their effect on the
poverty rate takes place within the broader scope of our measure. To a larger degree than in
the official one, the CEO measure captures the effect of income support programs that offset
the impact of downturns in the business cycle. What does a more complete measure reveal
about the recent trend in New York City poverty rates?

" Details of the calculation are provided in Appendix B.
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Key Findings
e The CEO poverty rate was 20.7 percent in 2007; it declined to 19.6 percent in 2008,
and stood at 19.9 percent in 2009, statistically unchanged from the prior year.® (See
Figure ES One.)

Figure ES One
The CEO Poverty Rate, 2007-2009

25

20.7 19.6 19.9

20

15

10

Percent of the Population

2007 2008 2009

Source: American Community Survey Public Use Micro Sample as augmented by CEO.

e The 1.1 percentage point fall in the poverty rate from 2007 to 2008 was created by a
sharp spike in CEO income of 9.6 percent at the 20" percentile (the point in the CEO
income distribution that is most likely to influence the poverty rate) that outpaced the
6.5 percent rise in the CEO poverty threshold.

e The stability of the CEO poverty rate from 2008 to 2009 is due to a downtick in the
CEO threshold of 0.5 percent, which offset the 1.2 percent decline in CEO income at
the 20" percentile. (See Table ES One.)

& Percentage point differences in poverty rates have been evaluated for statistical significance at the 90 percent
level of confidence. The text notes only those differences or changes in poverty rates that meet this standard.
See Appendix H.
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X

Table ES One
CEO Income at the 20th Percentile in Adjusted Dollars
Year Percentage Change
2007 2008 2009 2007-2008 2008-2009
27,349 29,969 29,601 9.6% -1.2%

CEO Threshold, Two-Adult, Two-Child Family

Year Percentage Change
2007 2008 2009 2007-2008 2008-2009
$27,813  $29,634  $29,477 6.5% -0.5%

CEO Poverty Rates, Percent of the Population

Year Percentage Point Change
2007 2008 2009 2007-2008 2008-2009
20.7 19.6 19.9 -1.1 0.3

Sources: U.S. Bureau of the Census, Department of Housing and
Urban Development and American Community Survey Public
Use Micro Sample as augmented by CEO.

Notes: Differences are taken from unrounded numbers.
Differences in bold are statistically significant.

Income is stated in family size and composition-adjusted dollars.

The 2007 to 2008 and 2008 to 2009 changes in the Citywide CEO poverty rate
reflect local economic conditions, and Federal, State, and City public policy.

0 The sharp rise in CEO income from 2007 to 2008 occurred because of the

difference between the timing of the onset of the downturn in New York City
and the Federal government’s response to the national recession. New
Yorkers benefited from tax initiatives such as the Recovery Rebate even
though the City economy was continuing to expand through much of 2008.
We estimate that were it not for Federal tax policy initiatives, the CEO
poverty rate would have been 20.8 percent instead of 19.6 percent in 2008,
virtually unchanged from the prior year.

Policy continued to play an important role in 2009 as the recession took a toll
on the City. At the Federal level, the American Recovery and Reinvestment
Act of 2009 created new and expanded existing tax programs that benefit
low-income families. The 2009 Recovery Act also increased Food Stamp
benefit levels. In large part due to local policy choices, the Food Stamp

caseload expanded dramatically. These initiatives kept the CEO poverty rate

NYC Center for Economic Opportunity
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from rising. We estimate that in the absence of these initiatives, the 2009
poverty rate would have been 22.6 percent, a 3.0 percentage point rise from
2008. (Figure ES Two displays the divergent paths of our estimates of actual

and “had-it-not-been-for” or hypothetical poverty rates.)

Figure ES Two

Actual & Hypothetical CEO Poverty Rates

23 -
s 226
g 22
] 20.7 208
e 21
s 207 ‘\‘/-A 19.9
[
g 19 1 19.6
* 18 : : ‘

2007 2008 2009

—a— Actual —— Hypothetical

Source: American Community Survey Public Use Micro Sample as augmented by CEO.

e The significant differences between CEQ’s estimates of actual and hypothetical
poverty rates are indicators of the extent to which public policy succeeded in
softening the recession’s blow. But this level of success was not universal. We find
that the poverty rate rose for a key group of City residents, New Yorkers living in
single-parent families, from 31.4 percent in 2008 to 34.6 percent in 2009. The 3.2
percentage point climb occurred because employment declines were particularly
severe among heads of single-parent families. The effect of job losses was
compounded by the loss of income from employment-conditioned tax credits, such

as the Earned Income Tax Credit.

Implications

There is an overarching message in this year’s CEO report on poverty in New York City:
policy affects poverty. To a large degree, economic stimulus programs and policy initiatives
aimed at bolstering family income succeeded in preventing a rise in poverty in New York

City. This insight depends on having a poverty measure that includes far more than pre-tax
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cash as family income. This is a strong argument for adopting a similar poverty measure
nationally. Our principal finding should also inform the ongoing debate about the capacity
of public policies to address poverty. Not every anti-poverty program meets its goals and
deserves to be protected, but calls for across-the-board cutbacks to programs that help low-
income families cannot be justified by the assertion that when it comes to poverty, “nothing
works.”

The rise in poverty among persons living in single-parent families is notable for two
reasons. First, a disproportionate share of the City’s poor live in these families. In 2009,
persons living in single-parent families were 28.7 percent of New York’s poor, although
they accounted for only 16.5 percent of the total City population. Second, for at least a
generation, single-parent families have been at the center of the debates and policy
initiatives concerning American poverty.

An important policy goal in this context has been to make employment the path out of
poverty. Policymakers have recognized that the wage rates offered by the jobs many single
parents could obtain would not lift them out of poverty. They have expanded programs that
“make work pay” in order to keep single-parent families out of the ranks of the working
poor. What, however, happens when the economy contracts and work is hard to find?
Single-parent families are typically one-earner families. Joblessness not only means lost
wage income; in the absence of a second worker, it also triggers the loss of work-
conditioned benefits. An obvious priority is quickly reconnecting single parents to
employment. If the demand side of the labor market remains weak, this may require an
expansion of subsidized employment programs. Recently a number of states made good
use of the TANF Emergency Fund for just this purpose.” Within a policy context that
emphasizes work-plus-benefits, prolonged periods of joblessness will continue to consign

many single parents and their children to poverty.

° See LaDonna Pavetti, Liz Schott, and Elizabeth Lower-Basch. Creating Subsidized Employment
Opportunities for Low-Income Parents: The Legacy of the TANF Emergency Fund. Center on Budget and
Policy Priorities and Center for Law and Social Policy. February 16, 2011. Available at:
http://www.clasp.org/admin/site/publications/files/ Subsidized-Employment-Paper-Final.pdf.
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Introduction

I. INTRODUCTION

The inadequacies of the official U.S. poverty measure have been obvious to social
scientists and policymakers for decades. And there have been no shortage of proposals for
improving it. The most influential of these was developed, at the request of Congress, by the
National Academy of Sciences.® Although the Academy’s proposal was issued in 1995,
neither the Federal nor any other branch of government had been willing to adopt an
improved measure for counting the poor — at least not until 2008. In August of that year, the
Center for Economic Opportunity (CEO) issued its initial report on poverty in New York
City. This study continues CEO’s effort to apply the NAS methodology to the realities of
New York City.

Our ambition in this project has not only been to develop a more informative way to
measure poverty locally, but also to encourage others to follow suit. To date, NAS-style
state-level poverty measures have been developed for New York, Connecticut, Minnesota,
and Wisconsin.* In March of 2010, further progress was made when the Obama
Administration announced that the U.S. Census Bureau would issue a Supplemental Poverty
Measure (SPM) in the Fall of this year.** This new measure will also be based on the NAS
recommendations.™

The NAS proposal, the new SPM, and CEO’s poverty measure all share one important
similarity with the current, official poverty measure: they are income adequacy approaches.
Each establishes a level of income, often referred to as the poverty line, which separates the
poor from the non-poor. Each measure defines which among the resources available to

families should be counted as income. If a family’s resources fall below the line, its

19 Citro, Constance F. and Robert T. Michael (eds). Measuring Poverty: A New Approach, Washington, DC:
National Academy Press, 1995.

! These have been developed by the New York State Office of Temporary and Disability Assistance, the Urban
Institute, and the University of Wisconsin’s Institute for Research on Poverty. Much of this work is available
at: http://www.irp.wisc.edu/research/povmeas/regional.htm.

12 http://www.commerce.gov/news/press-releases/2010/03/02/census-bureau-develop-supplemental-poverty-
measure.

3 The broad outlines of the Supplemental Poverty Measure are described in Observations from the Interagency
Technical Working Group on Developing a Supplemental Poverty Measure. Available at:
http://www.census.gov/hhes/wwwi/poverty/SPM_TWGObservations.pdf.
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members are categorized as poor. Where the NAS-based measures differ from the official
one is in how they draw the poverty line and what they count as income.

CEO, SPM, and NAS

The CEO and Federal Supplementary Poverty Measures (SPM) are both based on
recommendations by the National Academy of Sciences in its 1995 report. This working
paper details how CEO adapted the NAS recommendations to measure poverty in New
York City, but we refrain from comparing our approach to the SPM as several important
aspects of the Federal measure have yet to be finalized. The research agendas for the
Federal agencies with responsibility for this work, the Bureaus of Labor Statistics and
Census, are being guided by a document entitled Observations from the Interagency
Technical Working Group on Developing a Supplemental Poverty Measure. The poverty
measure envisioned by the Working Group will differ in several important ways from the
approach recommended by the Academy, implemented in earlier research reports by
Census and Bureau of Labor Statistics staff and adapted by CEO. As the SPM takes more
definite shape, we plan to issue a paper detailing how the new Federal measure differs from
CEQ'’s. The paper will also address whether and where CEO should revise its approach in
light of the SPM. As noted below, we have already incorporated two suggestions made by
the Working Group for this report. First, we employ a five-year moving average of rent
data to adjust the CEO threshold. Second, we include foster children who are living in
private households in the population whose poverty status can be determined.

1.1 The Official Poverty Measure

The official measure’s poverty threshold was developed in the early 1960s and was based
on the cost of the U.S. Department of Agriculture’s Economy Food Plan, a diet designed for
“temporary or emergency use when funds are low.” Because the survey data available at the
time indicated that families typically spent a third of their income on food, the cost of the
plan was simply multiplied by three to account for other needs. Since the threshold’s 1963
base year, it has been updated annually by the change in the Consumer Price Index.*

Nearly a half-century later, this poverty line has little justification. The threshold does
not represent contemporary spending patterns; food now accounts for less than one-seventh
of family expenditures and housing is the largest item in the typical family’s budget. The
official threshold also ignores differences in the cost of living across the nation, an issue of
obvious importance to measuring poverty in New York City. A final shortcoming of the

threshold is that it is frozen in time. Since it only rises with the cost of living, it assumes that

¥ Fischer, Gordon M. “The Development and History of the Poverty Thresholds.” Social Security Bulletin Vol.
55 No. 4. Winter 1992.
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a standard of living that defined poverty in the mid-1960s remains appropriate, despite
advances in the nation’s standard of living since that time.

The official measure’s definition of the resources that are compared against the threshold
is pre-tax cash. This includes wages, salaries, and earnings from self-employment; income
from interest, dividends, and rents; and some of what families receive from public programs,
if they take the form of cash. Thus, payments from Unemployment Insurance, Social
Security, Supplemental Security Income, and Public Assistance are included in the official
resource measure.

Given the data available and the policies in place at the time, this was not an
unreasonable definition. But in recent years, an increasing share of what government does to
support low-income families takes the form of tax credits (such as the Earned Income Tax
Credit) and the cash equivalent value of in-kind benefits (such as Food Stamps). If
policymakers or the public want to know how these programs affect poverty, the official

measure cannot provide an answer.

1.2 The National Academy of Sciences’ Alternative

NAS-based methods take a considerably different approach to both the threshold and
resource sides of the poverty measure. The poverty threshold reflects the need for clothing,
shelter, and utilities, as well as food. It is established by choosing a point in the distribution
of “reference” families’ expenditures for these items, plus a small multiplier (ranging from
1.15 to 1.25) to account for miscellaneous expenses such as personal care, household
supplies, and non-work-related transportation.” The threshold is updated each year by the
change in the level of this spending, which connects the threshold to the growth in living
standards. In further contrast to the official measure, the NAS-style poverty line is also
adjusted to reflect differences in housing costs by geography.

The NAS-based income measure is designed to account for the flow of resources that a
family can use to meet the needs represented in the threshold. This creates a much more
inclusive measure than pre-tax cash. The tax system and the cash equivalent value of in-kind
benefits for food and housing are important additions to family resources. But families also

have non-discretionary spending needs that reduce the income available to meet their other

1> The NAS reference families are those composed of two adults and two children. The threshold for this
family is then scaled for families of different sizes and compositions. See Appendix B.
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needs. These include the cost of commuting to work, childcare, and medical care that must
be paid for out of pocket. This spending is accounted for as deductions from income.

1.3 CEO’s Adoption of the NAS Method

The 1995 NAS report provided a conceptual framework. While some of its proposals
were quite specific, other recommendations went no further than suggesting a direction for
future research or calling on others to settle various issues. One important decision the NAS
Panel felt it should not make was where precisely to draw the poverty line. The Panel
merely proposed a range (spanning 78 percent to 83 percent of median expenditures) in the
belief that, given the inherently political nature of the issue, the determination should be left
up to policymakers.®

The first task CEO faced, therefore, was making choices among the options. In this
work, we were guided by the NAS report, subsequent research conducted (primarily) by staff
at the U.S. Census Bureau and the Bureau of Labor Statistics, and local conditions
(particularly the unique character of the City’s housing market). On a practical level, our
choices also reflected the decision to use the Census Bureau’s American Community Survey
as our principal data set.

For the poverty line, we rely on the nationwide thresholds that have been calculated from
the U.S. Bureau of Labor Statistics” Consumer Expenditure Survey and have been used by
the Census Bureau for its own research on NAS-style poverty measures.’” In 2009, the NAS
threshold for a two-adult, two-child family equaled $24,522."® We then adjust the threshold
to account for the relatively high cost of living in New York City, using the ratio of the New
York City to nationwide Fair Market Rent for a two-bedroom apartment.*® In 2009, our
poverty line for this family comes to $29,477. The official threshold for the corresponding
two-adult, two-child family in 2009 is $21,756. We refer to this New York City-specific
threshold as the CEO poverty threshold.

16 Citro and Michael, page 106.

" The Census Bureau’s work is available at: http://www.census.gov/hhes/povmeas/index.html.

'8 Several versions of the NAS threshold are available at: http://www.census.gov/hhes /povmeas
/data/nas/web_tab5_povertythres2009.xls. We use the Consumer Expenditure Survey-updated threshold that
excludes medical care and mortgage principal payments. This threshold is based on the midpoint of the ranges
the NAS proposed for the threshold (80.5 percent of the median) and the multiplier (1.2). Readers should bear
in mind that these thresholds differ from those envisioned for the new SPM.

19 Details of the calculation are provided in Appendix B.
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To measure the resources available to a family to meet the needs represented by the
threshold, our poverty measure employs the Public Use Micro Sample from the Census
Bureau’s American Community Survey (ACS) as its principal data set. The advantages of
this survey for local poverty measurement are obvious. The ACS is designed to provide
measures of socioeconomic conditions on an annual basis in states and larger localities. It
offers a robust sample for New York City (roughly 25,000 households) and contains
essential information about household composition, family relationships, and cash income
from a variety of sources.

But, as noted earlier, the NAS-recommended poverty measure greatly expands the scope
of resources that must be measured in order to determine whether or not a family is poor.
Unfortunately, the ACS provides only some of the information needed to estimate the
additional resources required by the NAS measure. CEO has developed a variety of models
that estimate the effect of taxation, nutritional and housing assistance, work-related
expenses, and medical out-of-pocket expenditures on total family resources and poverty
status. We reference the resulting data set as the “American Community Survey Public Use
Micro Sample as augmented by CEO,” and we refer to our estimate of family resources as
“CEO Income.”

Below we offer a brief description of how these non-pre-tax cash income items are
estimated. More details can be found in the report’s appendices.

Taxation: CEO has developed a tax model that creates tax filing units within the
ACS households, computes their adjusted gross income, taxable income, tax liability, and net
income taxes after non-refundable and refundable credits are applied. The model takes into
account Federal, State, and City income tax programs, including all the credits that are
designed to aid low-income filers. The model also includes the effect of the Federal payroll
tax for Social Security and Medicare (FICA).

Nutritional Assistance: We estimate the effect of the two largest means-tested
nutritional assistance programs, Food Stamps and the Free and Reduced Price School Lunch
program.” We count one dollar of Food Stamp benefit as one dollar added to family
income. To estimate Food Stamp benefit levels, we make use of New York City Human
Resources Administration Food Stamp records by statistically matching Food Stamp cases in
the administrative data to “Food Stamp Units” we construct in the ACS data.

 The Food Stamp program was recently renamed the Supplemental Nutritional Assistance Program (SNAP).
Since the program is more widely recognized by its former name, we continue to use it.
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Data from the City’s Department of Education indicate near-universal participation by
eligible children in the Free and Reduced Price School Lunch programs. We identify these
children in the ACS and follow the Census Bureau’s method for valuing the addition from
the program to family income by the cost of the subsidy.

Housing Adjustment: The high cost of housing makes New York City an expensive
place to live. The CEO poverty threshold, we noted above, is adjusted to reflect that reality.
But some New Yorkers do not need to spend as much to secure adequate housing as the
threshold implies. Many of the City’s low-income families live in public housing or receive
a housing subsidy such as a Section 8 housing voucher. A large proportion of New York’s
renters live in rent-regulated apartments. Some homeowners have paid off their mortgages
and own their homes free and clear. We make an upward adjustment to these families’
incomes to reflect this advantage.

The ACS does not provide data on housing program participation, however. To
determine which households in the ACS are likely to be participants in rental subsidies or
regulation, we match households in the Census Bureau’s New York City Housing and
Vacancy Survey with household-level records in the ACS. Then, for the appropriate
households, CEO calculates the difference between the shelter and utilities portion of a
family’s poverty threshold and what the family actually spends on these items. Reasoning
that this difference represents resources that are available to meet other needs, we add it to
the family’s income.

Work-Related Expenses: Workers must travel to and from their jobs and we treat
the cost of that travel as a non-discretionary expense. We estimate the number of trips a
worker will make per week based on their usual weekly hours. We then calculate the cost
per trip using information in the ACS about their mode of transportation, along with
administrative data such as subway fares. Annual commuting costs are computed by
multiplying the weekly cost by the number of weeks worked over the past 12 months.

Families with working parents must often pay for the care of their young children. Like
the cost of commuting, the CEO poverty measure treats childcare expenses as a non-
discretionary reduction in income. Because the American Community Survey provides no
information on childcare spending, we have created an imputation model that matches the
weekly childcare expenditures reported in the Census Bureau’s Survey of Income and

Program Participation to working families with children in the ACS data set. Childcare costs
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are only counted if they are incurred in a week in which the parents (or parent) are at work.
They are capped by the earned income of the lowest earning parent.

Medical Out-of-Pocket Expenditures (MOOP): The cost of medical care is also
treated as a non-discretionary expense that limits the ability of families to attain the standard
of living represented by the poverty threshold. MOOP includes health insurance premiums,
co-pays, and deductibles, as well as the cost of medical services that are not covered by
insurance. In a manner similar to that for childcare, we use an imputation model to match
MOOP expenditures by families in the Agency for Healthcare Research and Quality’s
Medical Expenditure Panel Survey to families in the ACS sample.
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establish a threshold and account for family resources.

Figure One summarizes how the official and CEO poverty measures differ in how they

Figure One
COMPARISON OF POVERTY MEASURES
CEO ADAPTATION OF
OFFICIAL POVERTY NATIONAL ACADEMY OF
MEASURE SCIENCES’
RECOMMENDATIONS
5 -
Established at three times the Equg 10 rough_ly 80% of median
w family expenditures on food,
cost of the “Economy Food . o
" clothing, shelter, and utilities, plus
Plan. o 1e ” .
a little more” for misc. items.
Adjusted annually by the Adjusted annually by the change at
THRESHOLD | change in the Consumer the median for expenditures on the
Price Index. items in the threshold.
N Adjusted geographically using
No geographic adjustment. differences in housing costs.
Pre-Tax Cash Income CEO Income
Begins with pre-tax cash, then:
Includes wages and salaries; g P
income from interest, Includes effect of Income and
dividends, rents, and self- Payroll Taxes.
employment; and transfer Includes value of near-cash benefits

such as Social Security,
Unemployment Insurance,
and Public Assistance.

Makes adjustment for housing
status.

Subtracts work-related expenses
such as childcare and transportation
costs.

Subtracts medical out-of-pocket
expenses.

1.4 The Effect of Additional Resources and Expenses on the CEO Poverty Rate
Table One measures the effect that these additions and subtractions have on the CEO

poverty rate in 2009. The table’s first row, in Panel A under the heading Poverty Rate by

Income Concept, reports the poverty rate using the full measure of CEO Income. The

following rows indicate what the poverty rate would be if one of the non-cash income
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categories had not been included in the measure. For example, the row labeled CEO Income
without Taxes shows what the poverty rate would be had the effect of the tax system been
omitted from the income measure. The subsequent rows reflect similar calculations for
nutritional assistance, the housing adjustment, work-related expenses, and medical
expenditures. When a category is one that increases income, its omission leads to a higher
poverty rate. Thus, the CEO Poverty Rate without Taxes is 21.9 percent rather than 19.9
percent, indicating that tax programs reduced the poverty rate by 2.0 percentage points.
When the category is one that reduces income, its exclusion from the poverty measure leads
to a lower poverty rate. For example, when work-related expenses are not accounted for, the
poverty rate falls to 18.0 percent, 1.9 percentage points below the full CEO income poverty
rate.

The marginal effects of these additional resources and expenses are reported in Panel B
of Table One, labeled Effect of Change in Income Concept. Among the items that increase
resources and lower the poverty rate, the housing adjustment is by far the most important,
lifting 6.0 percent of the City population out of poverty. Medical out-of-pocket expenditures
are the resource-reducing item with the largest effect, bringing 3.1 percent of the population

into the ranks of the poor.

Table One

The Effect of Additional Resources & Expenses On
the CEO Poverty Rate, 2009

A. Poverty Rate by Income Concept Percent
Total CEO Income 19.9
CEO Income without Taxes 21.9
CEO Income without Nutritional Assistance 22.5
CEO Income without Housing Adjustment 25.9
CEO Income without Work-Related Expenses 18.0
CEO Income without Medical Expenditures 16.8
Percentage

B. Effect of Change in Income Concept Point Change
Taxation -2.0
Nutritional Assistance -2.6
Housing Status Adjustment -6.0
Work-Related Expenses 1.9
Medical Expenditures 3.1

Source: American Community Survey Public Use Micro Sample
as augmented by CEO.
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1.5 Reuvisions to Earlier Estimates

Over the past year, CEO has continued to improve our resource estimates. We have also
incorporated several of the suggestions made by the Interagency Technical Working Group
(ITWG) for the Federal SPM. These and other changes affect our poverty rate estimates,
including the 2005 through 2008 poverty rates that were reported in our earlier working
papers. These revisions are detailed in this report’s appendices, but can be summarized as
follows:

Use of Corrected American Community Survey and Housing and Vacancy
Survey Data Sets. Over the past 12 months, the Census Bureau released corrected Public
Use Micro Sample files for the 2008, 2006, and 2005 ACS. In addition, the Bureau reissued
a corrected Public Use Micro Sample file for the 2008 New York City Housing and Vacancy
Survey.

Geographic Adjustment. In the spirit of a recommendation by the ITWG, the
thresholds in this report are geographically adjusted using a five-year moving average of the
Department of Housing and Urban Development’s Fair Market Rents (FMR). In prior work,
CEO used one year of FMR data to adjust the thresholds. The five-year moving average
dampens the year-to-year fluctuations in the poverty threshold.

Foster Children. Following another recommendation by the ITWG, we include
foster children living in private households in the population whose poverty status can be
determined. Since this adds no more than 11,000 persons to a population of 8.2 million, the
effect of this change is negligible.

Housing Status Adjustment. We have refined our technique for determining
housing status and measuring housing out-of-pocket expenditures. A consistent finding in
our earlier work is that, of all the non-cash elements in the CEO measure of family
resources, the housing adjustment has the largest impact on the poverty rate. This motivated
us to reexamine our methods and led to a considerable improvement in our estimate. Of all
the changes we have made to our measure, this refinement has the largest quantitative impact
on poverty rate estimates and is the prime reason why the rates reported in this study are
lower than those reported in earlier CEO work.

Childcare. We have improved our method for imputing childcare expenditures by
working families with children. In this report, we have adopted a predicted mean match

technique for assigning childcare expenditures to working families with children. This
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improvement lowers the proportion of families estimated to have out-of-pocket childcare
expenditures. It made little difference in the estimated expenses of the families that do pay
for childcare.

Medical Out-of-Pocket Spending (MOOP). We also adopted a predicted mean
match technique for assigning MOOP expenditures to families. The method improves our
ability to capture the wide and highly skewed distribution of MOOP spending across

families. This change, however, has little effect on the Citywide poverty rate.

1.6 Comparing Poverty Rates

As noted above, the CEO poverty threshold for a two-adult, two-child family in 2009
was $29,477. The official poverty line for the equivalent family was $21,756 in that year.
Obviously, if this were the only change CEO had made to the poverty measure, it would lead
to a poverty rate above the official measure. But CEO also uses a far different measure of
income to compare against the poverty threshold. Although our measure includes
subtractions as well as additions to resources, CEO income is higher than pre-tax cash
income at the lower rungs of the income ladder. At the 20" percentile, for example, CEO
income was $29,601 in 2009 (see Table Two).?* The corresponding figure for pre-tax cash
was only $24,087. Thus, if a more complete account of resources had been the only change
we had made to the poverty measure, the CEO poverty rate would fall below the official
measure. Table Two illustrates that the effect of the higher CEO threshold (35.5 percent
above the official) outweighs the effect of CEO’s more complete definition of resources
(which is 22.9 percent higher, at the 20™ percentile, than the official resource measure). In
2009, the CEO poverty rate stood at 19.9 percent while the official rate was 17.3 percent, a

2.6 percentage point difference.?

21 In Table Two and throughout the working paper, we report income in family size and composition-adjusted
dollars. This makes the income measures directly comparable to the two-adult, two-child reference family
poverty threshold.

“ The official poverty rates in Table Two, as well as those reported in Chapter Two, are calculated using the
CEO poverty universe and unit of analysis. See Appendix A.
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Table Two
Comparing Thresholds, Income, & Poverty Rates, 2009

Official CEO Difference
Threshold, Two-Adult, Two-Child Family $21,756  $29,477 35.5%
Income at the 20th Percentile $24,087  $29,601 22.9%
Poverty Rate, Percent of the Population 17.3 19.9 2.6

Sources: U.S. Bureau of the Census and American Community Survey Public Use
Micro Sample as augmented by CEO.

Notes: The official poverty rate is based on the CEO poverty universe and unit of
analysis. Income is stated in family size and composition-adjusted dollars.

1.7 Key Findings in This Report

The focus of this report is on the change in the CEO poverty rate, particularly since the

onset at the end of 2007 of what has become known as the “Great Recession.” Our principal

findings are:

12

e Despite the severity of the national recession, the CEO poverty rate did not rise.

Rather, it fell from 20.7 percent in 2007 to 19.6 percent in 2008. In 2009 it stood at

19.9 percent, statistically unchanged from the prior year.

e The decline from 2007 to 2008 and the stability of the CEO poverty rate from 2008

to 2009 reflect:

0 The timing and relative mildness of the recession in New York City.

0 Tax programs that were part of the Federal economic stimulus agenda,
including the 2008 Economic Recovery Rebate, and the expansion of existing
and creation of new tax credit programs in the 2009 American Recovery and
Reinvestment Act.

0 The surge in Food Stamp participation that began at the end of 2007 and
accelerated in 2009, along with the increase in Food Stamp benefit levels in
2009.

We estimate that were it not for Federal tax policy initiatives such as the Economic
Recovery Rebate, the CEO poverty rate in 2008 would have been 20.8 percent
instead of 19.6 percent, statistically unchanged from the prior year.

Policy continued to play an important role in 2009 as the recession took hold on the
City. At the Federal level the American Recovery and Reinvestment Act created new
and expanded existing tax programs that benefit low-income families. The 2009

Recovery Act also increased Food Stamp benefit levels. In large part due to local
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policy choices, the Food Stamp caseload expanded dramatically. We estimate that,
in the absence of these initiatives, the 2009 poverty rate would have been 22.6
percent, a 3.0 percentage point rise from 2008.

e Despite the stability of the poverty rate from 2008 to 2009, Citywide, poverty did rise
for a key group of New Yorkers: those living in single-parent families. The poverty
rate for these City residents rose from 31.4 percent in 2008 to 34.6 percent in 2009.
The 3.2 percentage point climb occurred because employment declines were
particularly severe among heads of single-parent families. The effect of job losses
was then compounded by the loss of income from employment-conditioned tax
credits, such as the Earned Income Tax Credit.

The remainder of this working paper proceeds as follows: The next chapter provides an
overview of trends in the official and CEO poverty rates for New York City by tracing how
changes in the threshold and resource sides of the two poverty measures determined changes
in their poverty rates. Chapter Three offers a detailed investigation of the role that policy
played in preventing a rise in the CEO poverty rate. In Chapter Four, we examine poverty
rates across the City by demographic characteristic, work experience, family and living
arrangements, and borough. Chapter Five explores the reasons why the poverty rate rose for
New Yorkers living in single-parent families. The report’s final chapter offers some
observations about the patterns we see in the data. In addition, a set of appendices provides
more detail about how our poverty estimates are created.
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Poverty in New York City, 2005-2009

1. POVERTY IN NEW YORK CITY, 2005-2009

The Introduction noted that the CEO poverty rate exceeded the official rate in 2009.
Indeed, it does so in each of the years for which we have comparable data. The focus in this
chapter is not on the different levels of poverty measured by the two approaches, but in what
they say about change over time. The official and CEO poverty rates have taken different
paths in the time span covered by this report. From 2005 to 2007, when both the national
and City economies were expanding, the official poverty rate in New York fell by 1.5
percentage points. Over this same period, the CEO poverty rate remained statistically
unchanged. The U.S. economy entered the Great Recession in December of 2007. Although
the economic contraction led to a sharp rise in the official poverty rate for the nation, this
measure of poverty for the City was unchanged from 2007 to 2008. By contrast, the CEO
poverty rate fell by 1.1 percentage points from 2007 to 2008. Both measures of poverty in
New York City were statistically unchanged from 2008 to 2009. Figure Two provides both
the official and CEO poverty rates for New York City from 2005 to 2009.

Figure Two

Official & CEO NYC Poverty Rates
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Source: American Community Survey Public Use Micro Sample as augmented by CEO.

This chapter begins with the official measure. For the nation, it has followed a well-
worn path, rising as the economy contracted. For the City, this poverty rate has remained

stable. The difference between the two reflects the timing and relative severity of the

nyc.gov/ceo | 15



Policy Affects Poverty: The CEO Poverty Measure, 2005-2009

recession. Attention then turns to the CEO measure. NAS-style poverty rates are influenced
by economic conditions, but the much more inclusive measure of resources they employ
complicates a straightforward connection between declines in employment and increases in
poverty. We find that policy initiatives, in particular the use of the tax system to stimulate
the recession-burdened economy, played a central role in preventing a rise in poverty in New
York City.

2.1 The Official Poverty Rate

Year-to-year changes in the official poverty rate are dominated by the ebb and flow of
the business cycle. During recessions, employment and earnings fall. Although the declines
in earned income are cushioned by increases in transfer payments such as Unemployment
Insurance, they are never fully offset. Thus, total income as measured by pre-tax cash
declines for a considerable share of the population and the poverty rate climbs. When
economic growth returns, incomes rise and poverty rates fall.

Figure Three plots the storyline for the nation from 1979 through 2009. Its shaded areas
denote recessionary periods as dated by the National Bureau for Economic Research.
During this period, the official U.S. poverty rate has climbed in every recession and, after a
lag, has fallen in every economic expansion. This cyclical pattern stayed true to form in the
recession that began in December 2007. From 2007 to 2008, the official U.S. poverty rate
rose from 12.5 percent to 13.2 percent. It increased by another 1.1 percentage points from
2008 to 2009, and now stands at 14.3 percent.?

%% These poverty rates are based on the Current Population Survey. See:
http://www.census.gov/prod/2010pubs/p60-238.pdf. Poverty rates using the same methodology based on the
American Community Survey were 13.0 percent in 2007, 13.2 percent in 2008, and 14.3 percent in 2009. See:
http://www.census.gov/prod/2010pubs/acsbr09-1.pdf.
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Figure Three

Official Poverty Rate for the U.S., 1979-2011
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Sources: U.S. Bureau of the Census and National Bureau for Economic Research.
Note: Shaded areas represent periods of economic recession.

Reliable annual data for poverty rates in New York City only became available in 2005
with the full implementation of the Census Bureau’s American Community Survey (ACS).
As depicted in Figure Two, from 2005 to 2007, when both the national and City economy
were expanding, the official poverty rate in New York fell by 1.5 percentage points, from
18.3 percent to 16.8 percent. However, the onset of the national recession did not affect the
official poverty rate in New York City; it held steady. In continued contrast to the national
trend, New York’s official poverty rate did not undergo a statistically significant rise from
2008 to 20009.

The different trajectories of the U.S. and New York City official poverty rates reflect
differences in the timing and severity of the recession. New York has fared better than the
nation. This is illustrated in Figure Four, which depicts the trend in the most reliable
monthly indicator of the strength of the labor market: the number of workers on employers’
payrolls. Payroll employment for the nation and the City is expressed as a percent of its
value in December of 2007. Although employment across the nation began contracting from
that date, employment in New York City did not begin to fall until the third quarter of 2008.

Over the course of the recession’s first year, from December of 2007 to December of 2008,
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payroll employment fell by 2.2 percent nationally but by only 0.2 percent in New York City.
Over the period spanning December 2008 to December 2009, payroll employment declined
by another 3.8 percent in the U.S. but by a more modest 2.5 percent in the City.

Figure Four

Trend in U.S. & New York City Payroll Employment
December 2007-December 2009
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Sources: US Bureau of Labor Statistics, Current Employment Survey and NYC Office of Management and
Budget.

Note: Trend is computed from seasonally-adjusted data.

Employment data from the ACS, provided in Table Three, are consistent with the
employer-based statistics. Panel A reports the employment/population ratio, the share of the
City population that was employed when surveyed. Because poverty is an annual measure, it
is also important to know how steadily people were working over the course of a year. Panel
B gives the distribution of the population by the number of weeks worked in the prior 12
months. In 2007, 69.3 percent of the City’s working age population was employed and 54.8
percent of this population was employed for at least 50 weeks. Both these indicators rose in
2008, to 70.8 percent and 59.8 percent respectively. From 2008 to 2009, however, the
employment/population ratio declined to 68.2 percent, and the share of the population with

at least 50 weeks of work dropped to 58.3 percent.
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Table Three

Employment Data from the ACS

(Numbers are Percent of the Population)

A. Employment Status at Time of

Survey

Employment/Population Ratio

B. Distribution of the Population, by

Weeks Worked in the Prior 12 Months

At Least 50

Some Weeks, but Less than 50
No Weeks Worked

Total

2007 2008 2009
69.3 70.8 68.2
54.8 59.8 58.3
21.7 16.7 17.1
235 235 24.6
100.0 100.0 100.0

Source: American Community Survey Public Use Micro Sample as
augmented by CEO.
Note: Population is persons 18 through 64 years of age.

The 2007 to 2008 and 2008 to 2009 employment changes are reflected in measures of

earnings, which include income from wages, salaries, and self-employment.?* Because

earnings are measured on an annual basis, they are subject to changes in weeks worked per

year as well as hourly or weekly wage rates. Table Four provides earned income measured

at the portion of the distribution where it is near the poverty threshold. At the 30" percentile,

earnings rose by 4.3 percent from 2007 to 2008, and then fell by 4.8 percent from 2008 to

2009.

Table Four
Annual Earned Income in Adjusted Dollars

Year Percentage Change
2007- 2008-
Percentile 2007 2008 2009 2008 2009
20th $11,189 $12,323 $11,128 | 10.1% -9.7%
25th $18,369 $18,701 $17,945 1.8% -4.0%
30th $24,403 $25,460 $24,226 4.3% -4.8%
35th $30,162 $31,815 $30,506 | 5.5% -4.1%

Source: American Community Survey Public Use Micro Sample

as augmented by CEO.

Note: Income is stated in family size and composition-adjusted
dollars. Persons with no earnings are included.

# As in Table Two, this data is stated in family size and composition-adjusted dollars.
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Changes in pre-tax cash income, the resource used in the official poverty measure, echo
earned income’s pattern. The income data are reported in Table Five at the 15" and 20"
percentiles of the distribution, rungs in the income ladder that straddle the official threshold.
(We focus on these because changes in poverty rates will be most sensitive to changes in
income for those who are just above or just below the poverty threshold.) From 2007 to
2008, pre-tax income rose by 3.2 percent and 3.4 percent at the 15" and 20™ percentiles,
respectively. From 2008 to 2009, this definition of income edged down by 0.8 percent at the
15" percentile and contracted by 3.2 percent at the 20™ percentile.

Changes in income tell a story about movements in poverty rates when they are
compared against changes in the poverty threshold. Poverty rates will fall when the growth
in income outpaces increases in the poverty threshold. And rates will rise when income
growth lags behind an upward movement in the poverty line. Thus, the official poverty rate
fell from 2005 to 2007 because the rate of growth in income (11.9 percent and 13.8 percent
at the 15" and 20™ percentiles, respectively) was roughly double that of the change in the
threshold, which equaled 6.2 percent. The percentage change in the threshold from 2007 to
2008 (3.8 percent) was so similar to the change in income (of 3.2 percent and 3.4 percent at
the 15" and 20™ percentiles, respectively) that the poverty rate was unmoved. From 2008 to
2009, the official poverty threshold edged down by 0.4 percent, reflecting a rare, annual
average decline in prices at the consumer level.?® This was just enough to offset the effect of
the declines in income (0.8 percent and 3.2 percent). This kept the official poverty rate from
experiencing a statistically significant rise. Had the official threshold remained at its 2008
level, the corresponding 2009 poverty rate would have stood at 17.5 percent, 0.8 percentage
points, rather than 0.6 percentage points, higher than 2008. The 0.8 percentage point

increase would have been large enough to be judged as statistically meaningful.

% This was the first annual average decline in the Consumer Price Index since 1955.
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Table Five
Official Income, Thresholds, & Poverty Rates

Pre-Tax Income in Adjusted Dollars

Year Percentage Change
2005- 2007- 2008-
Percentile 2005 2006 2007 2008 2009 2007 2008 2009
15th $16,933 $17,970 $18,954 $19,556 $19,409 | 11.9% 3.2% -0.8%
20th $21,154 $22,339 $24,083 $24,896  $24,087 13.8% 3.4% -3.2%

Official Threshold, Two-Adult, Two-Child Family

Year Percentage Change
2005- 2007- 2008-
2005 2006 2007 2008 2009 2007 2008 2009

$19,806 $20,444 $21,027 $21,834 $21,756 6.2% 3.8% -0.4%

Official Poverty Rates, Percent of the Population *

Year Percentage Point Change
2005- 2007- 2008-
2005 2006 2007 2008 2009 2007 2008 2009
18.3 17.9 16.8 16.8 17.3 -1.5 0 0.6

Source: American Community Survey Public Use Micro Sample as augmented by CEO.

Notes: Income is stated in family size and composition-adjusted dollars. Differences are taken from
unrounded numbers. Differences in bold are statistically significant.

! Official rate is based on CEO poverty universe and unit of analysis.

The 2005 to 2007, 2007 to 2008, and 2008 to 2009 changes are summarized in Figure
Five. Asin Table Four, changes in the poverty thresholds and pre-tax cash income (at the
20" percentile) are expressed as percentage changes. The changes in the poverty rates are

measured in percentage points.
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Figure Five
Changes in Official Income, Threshold,
& Poverty Rates
15 138
10 -
6.2
5 34 38
0 :
0.0 -04
-1.5
S5 - -3.2
2005-2007 2007-2008 2008-2009

@ Income* (Percent) OThreshold (Percent) DOPoverty Rate (Percentage Points)

Source: American Community Survey Public Use Micro Sample as augmented by CEO.
* Incomes at the 20th Percentile.

2.2 The CEO Poverty Rate

Cyclical changes in employment, earnings, and income also affect the CEO poverty rate,
but their impact is not nearly as straightforward as that for the official measure. The added
complexity is created by the way the CEO threshold is adjusted over time and by CEO’s
more inclusive definition of income. As described in the Introduction, NAS-style poverty
thresholds are adjusted by changes in expenditures using a three-year moving average
estimated from the U.S. Bureau of Labor Statistics Consumer Expenditure Survey. This
establishes a link between the definition of poverty and the long-term rise in living
standards. During economic expansions, incomes tend to grow more rapidly than the rate of
inflation. Families have more to spend and this can fuel increases in expenditure-based
thresholds that outpace increases in the inflation-adjusted official threshold. Depending on
what is happening on the income side of the measure, this would slow a fall in the CEO
poverty rate relative to the official one. When the economy contracts, however, the NAS
definition of income can more fully account for policy responses that offset a decline in
earnings. Depending on what is happening on the threshold side of the measure, this would
slow a rise in the CEO poverty rate during economic contractions. In all, CEO poverty rates
should be more stable than official rates over the course of the business cycle. Although we
have only five years of data, the “early returns” suggest that something along these lines is
just what has happened.
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We tell this tale with the same set of comparisons used above, noting how changes on the
resource and threshold sides of the poverty measure determine the movement of the CEO
poverty rate. Table Six provides CEO income at the 20™ and 25" percentiles, thresholds,
and poverty rates for 2005 through 2009. Unlike the official poverty rate, the CEO poverty
rate did not decline from 2005 to 2007, even though CEO income grew at a similar rate to
that — as reported in Table Five — for pre-tax cash income (12.3 percent for the former and
13.8 percent for the latter, at their respective 20" percentiles). The growth in CEO income
was matched by the 13.9 percent increase in the CEO threshold, holding the poverty rate
steady. The CEO poverty rate continued to diverge from the official rate in the next year.
The poverty rate fell by 1.1 percentage points, as a 6.5 percent rise in the CEO threshold was
more than matched by a spike of 9.6 percent in CEO income at the 20" percentile. The CEO
poverty rate was statistically unchanged from 2008 to 2009, despite a decline in CEO
income (of 1.2 percent at the 20" percentile), because the CEO threshold did not continue its
rapid rise; rather, it fell by 0.5 percent.?®

%6 The stability of the CEO poverty rate did not require a fall in the threshold. If the CEO threshold had held its
2008 value, the 2009 poverty rate would have been 20.0 percent rather than 19.9 percent. The difference
between the 2008 and 2009 poverty rates would still not have grown large enough to be statistically
meaningful.
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Table Six

CEO Income, Thresholds, & Poverty Rates

CEO Income in Adjusted Dollars

Year Percentage Change
2005- 2007- 2008-
Percentile 2005 2006 2007 2008 2009 2007 2008 2009
20th $24,345 $25,854 $27,349  $29,969 $29,601 | 12.3% 9.6% -1.2%
25th $27,481 $28,650 $30,361 $33,045 $32,870 | 10.5% 8.8% -0.5%
CEO Threshold, Two-Adult, Two-Child Family
Year Percentage Change
2005- 2007- 2008-
2005 2006 2007 2008 2009 2007 2008 2009
$24,419 $25,781 $27,813 $29,634 $29,477 13.9% 6.5% -0.5%
CEO Poverty Rates, Percent of the Population
Year Percentage Point Change
2005- 2007- 2008-
2005 2006 2007 2008 2009 2007 2