POLICY PRIMER

April 24, 2020

MEASURING PROSPERITY: POVERTY

What It Means, How Tennessee Is Doing, and the Trade-Offs
This is part of our series on the pros and cons of five common ways to measure prosperity and economic growth
in Tennessee.
We measure poverty to gain insights into how many people do not have the economic resources to
meet their basic needs. While the official poverty measure (OPM) is widely seen as outdated and imperfect, it
remains more commonly used than existing alternatives. Other metrics, such as the supplemental poverty
measure (SPM), usually include a broader set of economic resources but are not routinely reported in a way
that allows for meaningful analysis at the state-level.

KEY TAKEAWAYS
• Poverty rates estimate the share of people with economic resources below certain thresholds for meeting
basic needs. The official poverty measure is widely seen as flawed but is the most often used.
• In Tennessee, the official poverty measure is above the national average while the supplemental poverty
measure is below the national average. Both rates have trended downward in recent years.
• Poverty data offer standard metrics of how many people may find it hard to meet their needs across time
periods, areas, and demographics. However, topline rates can obscure disparities among groups.
• The official poverty rate doesn’t count some resources that may help a family meet basic needs and
doesn’t necessarily reflect those needs’ current costs or how they vary across and within states.

What is the Poverty Rate?
The most widely used poverty rate is the official poverty measure. It estimates the share of people with
incomes below a defined amount — known as the poverty threshold. The U.S. Census Bureau has 48 different
poverty thresholds based on family size and the age of family members. The OPM defines income as cash
income only, such as wages, certain government benefits (e.g. Social Security, Temporary Assistance for
Needy Families), child support, pensions and 401(k)s, and interest. (1)
The dollar value of the official poverty threshold was first developed in the 1960s based on the U.S.
Department of Agriculture’s (USDA) estimates of the cost of an “economy food plan” and the share of income
families spent on food. (2) If families’ resources were less than three times the cost of USDA’s estimate of the
lowest-cost, minimally-adequate food budget, it was assumed their resources were inadequate to meet their
basic needs. (3) The poverty threshold is updated annually for inflation (i.e. overall change in prices).
The supplemental poverty measure was first developed by the Census Bureau in 2011 to address some
key concerns with the OPM (see Limitations of the Measures). It differs in a number of ways from the OPM
(Table 1). (4) (5) For example, in addition to the sources of income outlined above, the SPM also counts noncash benefits like the Supplemental Nutrition Assistance Program and tax benefits like the Earned Income Tax
Credit.
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Table 1. Alternatives for Measuring Poverty: Official v. Supplemental
Poverty Measures
Official
Poverty Measure

Supplemental
Poverty Measure

Three times the cost of the
USDA’s “economy food plan” in
1963, adjusted for inflation

Based on expenditure data for
food, clothing, shelter, and
utilities over the most recent 5
years

What counts as income?

Cash income before taxes

Cash income, the value of certain
non-cash government benefits,
and refundable tax credits minus
taxes, medical spending, and
work expenses

What is the measurement unit?

Families

All individuals who live at the
same address

What kinds of adjustments are
accounted for?

Varies based on family size, the
number of adults and children,
and the age of the family head

Varies by household size, the
number of adults and children,
and differences in housing costs
by geographic area and owner v.
renter

What determines the poverty
threshold?

Sources: U.S. Census Bureau (4) and the Social Security Administration (5)

Figure 1. Tennessee’s Poverty Rates Have Trended Downward in Recent
Years
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Notes: State-level supplemental poverty measure rates were not published for 2014. The supplemental poverty measure
represents a 3-year average (e.g. 2018 represents an average over 2016-2018).
Source: U.S. Census Bureau (6) (7) (8)
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Poverty in Tennessee
Tennessee’s OPM is above the national average while its SPM is below the national average, but both
rates have trended downward in recent years (Figure 1).
•

According to the official poverty measure, an estimated 15.3% of Tennesseans lived below the poverty
level in 2018, higher than the national rate of 13.1%. This current rate is lower than the historic high of
18.4% in 2014 but up slightly from 2017, when it was at a 13-year low. (7)

•

According to the supplemental poverty measure, an estimated 11.5% of Tennesseans lived below
poverty over the course of 2016-2018, lower than the national rate of 13.1%. That rate is the lowest
since the Census began reporting the measure in 2011. (8)

The difference in Tennessee’s poverty rates under the two levels compared with the national rates likely
reflects Tennesseans’ relatively higher reliance on government programs and the state’s relatively lower
housing costs. (4)

Trade-Offs of Using Poverty to Measure Prosperity
Advantages of the Measures
There are several ways in which poverty rates are useful metrics for tracking and describing economic
hardship. (9)
•

While topline numbers obscure disparities among groups, the data underlying the OPM offer a
standard way to measure and compare progress across time, areas, populations, and demographics.
OPM data are reported on an annual basis and at different geographic (national, state, county) and
demographic (age, sex, race/ethnicity, education) levels.

•

Poverty rates provide insight into how many people may face issues meeting their basic needs and
the effectiveness of anti-poverty programs and interventions. When the OPM was developed in the
1960s, there was very little official data on the ability of families’ to meet basic needs. While both metrics
have weaknesses, they do appear to illuminate major trends with relative accuracy, such as improvements
in the economic well-being of the elderly over the last century.

•

The poverty rate provides a standardized tool to distribute federal dollars and determine eligibility
for public assistance. For example:
o Poverty rates are often used to determine how federal dollars will be distributed to states and
localities. Often times, states with higher poverty rates will receive more federal dollars for antipoverty programs.
o A simplified version of the poverty thresholds are used to define and determine eligibility for
hundreds of billions of dollars in government programs — including Medicaid (known as TennCare
in Tennessee), the Supplemental Nutrition Assistance Program (SNAP, often called food stamps),
Head Start, and the National School Lunch Program, among others. (10)

Limitations of the Measures
Every method of calculating poverty has limitations that affect its ability to comprehensively indicate the level
of economic hardship in Tennessee (2) (9) (11) (12):
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•

The formula for calculating the OPM does not account for how the cost-of-living has changed since
the 1960s or how it varies across the country.
o The underlying poverty thresholds were developed in the 1960s and have not been updated to
reflect changes in household budgets. For example, families typically spend less today on food
and more on other basic needs like child care and health care. As a result, some people and
families may have incomes above the poverty threshold but are still unable to meet their basic
needs.
o The poverty rate does not consider geographic differences in the cost of living across states or
between urban and rural areas. Tennessee has the same poverty threshold as California, which has
a much higher cost of living.

•

Both measures exclude resources that may allow a family to meet basic needs. Because of this, some
individuals and families may have incomes below the poverty line but are still able to meet their needs.
o The OPM only counts cash income and benefits but does not include non-cash forms of
government assistance, like SNAP, Medicaid, and housing assistance. As a result, the OPM does
not provide insights into the effectiveness of these types of public programs in reducing poverty.
o The SPM accounts for some, but not all, non-cash forms of government assistance. For example,
the SPM does not include the value of Medicaid.
o Neither the OPM nor the SPM count other resources like assets (i.e. a home), savings, credit, ability
to barter, or family support.

•

While the SPM addresses many of the OPM’s weaknesses, it is not routinely reported in a way that
allows for meaningful analysis. The Census annually reports overall state-level SPM estimates, but does
not, for example, report state-level data across different demographic characteristics like age, sex,
race/ethnicity, and education levels. This limits its usefulness for comparing progress over time across
different populations and demographics.
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