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I ntroduction

Ottawa’s child benefits will have more
than doubled from a little less than two-and-
a-half percent of family income in 1984 to
slightly more than five percent in 2007. Butis
thisenough? Or could it possibly be too much?
Can we define a goal for the child benefits so
we could know when benefits have reached their
optimal level? How would such an optimal level
be calculated? This paper attempts to answer
these questions.

The increases so far have been substan-
tial, andlow- and modest-incomefamilieshave
seen by far the largest improvement. By 2007,
the federal Canada Child Tax Benefit will
supplement income by close to one-third for
families with income of $20,000 — better than
double the 14 percent contribution in 1984, as
can be seenin FigureA.

Increased child benefits have been made
possible by an administrative revolution begin-
ning in the late 1970s. In 1978, the federal
government introduced a significant innovation
in Canada sincome security system —therefund-
able child tax credit. Before the coming of the
refundable child tax credit, the income tax sys-
tem delivered child benefitsonly to familieswith
incomes high enough to owe tax; the children’s
tax exemption reduced taxableincome and thus
the federal and provincial income taxes that
familieswith children paid. Low-income fami-
lies, with incomes below the taxpaying thres-
hold, paid little or no income tax so they got
little or nothing from the children’s tax exemp-
tion. Moreover, because it reduced taxable
income, the children’s tax exemption was a
regressive program that provided its largest
benefit to upper-income families; the higher the
tax bracket of the parent that claimed the
exemption, the larger the resulting federal and
provincial income tax break.

Figure A

Federal child benefits as percentage of family income,
two-parent families with two children, 1984 versus 2007
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The refundable child tax credit marked a
crucia step forward inthe evolution of Canadian
income security policy. For the first time, the
federal income tax system was being used to
deliver child benefitsto familiestoo poor to pay
incometax, intheform of direct cash payments
rather than indirectly through a reduction in
income taxes. The refundable child tax credit
wasaprogressive, geared-to-income social pro-
gram designed to help low- and middle-income
families. It paid the largest amount to low-
income families and a lower and diminishing
benefit to modest- and middle-incomefamilies.
Therefundable child tax credit excluded upper-
income families, though they continued to
receivefamily allowancesand the children’stax
exemption (and its successor, the non-refundable
child tax credit). In 1993, Ottawa replaced all
three programs with a single income-tested
Child Tax Benefit (essentially alarger refundable
child tax credit), paid on a monthly basis like
the now defunct family allowance.

As the refundable tax credit instrument
has evolved, this delivery mechanism has per-
mitted Canada to target higher payments to
families with low incomes, but without the
costly administrative and socia burden of intru-
sive needs testing used in provincial/territorial
social assistance (welfare) systems—indeed, to
do so with no stigma and no special ‘tests for
the poor’ at al. This Canadian administrative
innovation has attracted attention worldwide and
was one of theimportant influencesonthe UK’s
reform of its income security system [Depart-
ment of Inland Revenue UK 2001].

Canada’'s system of child benefits entered
a still more ambitious phase in 1998 with the
National Child Benefit, through which the
federal, provincial and territorial governments
jointly undertook a fundamental reform of the

architecture of child benefits. Thekey structurad
change wasto replace the previous parallel and
uncoordinated programs of needs-tested pro-
vincial and territorial child benefits (mainly
welfare payments on behalf of children) and
income-tested federal child benefits with an
integrated child benefit system. An integrated
system of child benefits would be achieved by
replacing child benefits embedded within the
welfare system, with an enhanced federal
Canada Child Tax Benefit and supplemental
provincial and territorial income-tested child
benefits.! Thus the National Child Benefit
initiative represented a structural reform in
Canada sincome security system. Stigmatizing
needs-tested child benefits that had previously
been narrowly targeted at families receiving
social assistance would be largely or wholly
replaced by non-stigmatizing, income-tested
benefits paying equal amountsto all low-income
families, both those on welfare and theworking
poor.

Toimplement fully thisstructural reform,
the maximum Canada Child Tax Benefit must
increase until it is at least sufficient to replace
virtually all social assistance-provided child
benefits, though the federal program need not
necessarily do the whole job: Provinces and
territories might choose to keep their own new
income-tested child benefits, contributing their
part to the replacement of welfare-embedded
child benefits by income-tested programs.

When the National Child Benefit reform
was announced in 1997, Ottawa and the pro-
vinces estimated $2,500 as the ballpark aver-
age amount per child required for the new
Canada Child Tax Benefit to displace most
socia assistance-provided child benefitsin most
provinces. The Canada Child Tax Benefit has
been steadily augmented since its creation in

2 Caledon Institute of Social Policy



1998 and moreincreases are planned up to 2007.
In real (inflation-adjusted) 2004 dollars, the
maximum annual payment for the first child
in alow-income family increased from $1,761
in 1997 to $2,719 in July 2004 and is projected
to reach $3,056 by July 2007 - a substantial
$1,295 or 73.5 percent real increase over 1997.
(TablesAland A2 in Appendix 1 show Canada
Child Tax Benefit rates from 1998 through to
those planned for 2007, in current and in
constant 2004 dollars. Table A3 inAppendix 1
shows the maximum Canada Child Tax Benefit
for one to three children, in current and con-
stant 2004 dollars.) The goal of an integrated
child benefit could be substantially achieved in
2005 (welfare rates have by and large remained
unchanged despiteinflation since 1997). If this
goal is met it will be an important milestone,
but an integrated child benefit isnot necessarily
an adequate child benefit.

So, to return to our original query, if
the Canada Child Tax Benefit continues to
increase over the next severa years, the question
facing governments and advocates alike is:
how much is sufficient? Previous work [Battle
and Mendel son 1997] suggested arough approx-
imation of an adequate child benefit at $4,000 -
now updated due to inflation to roughly $4,700.
However, at that time Caledon stated that further
research was needed before atarget figure could
be known with greater confidence.

The present study represents a first and
major step inthat further research. Itisprimarily
a conceptual work, rather than an empirical
study. Thegoal of thisreportistodefineavalid
methodology to derive an estimate of an ade-
guate level for child benefits: The study leaves
the implementation of the methodology to fur-
ther research.

The first section of this report discusses
the core objectives of child-related benefits,
since defining an adequate level of child bene-
fits requires an understanding of their pur-
pose. Measuring ‘adequacy’ requires measuring
‘poverty.” The two main methodologies for
measuring poverty arecritically analyzed in the
next section of thereport. The newest measure
of poverty proposed in Canada is the Market
Basket Measure, developed by the federal
government in cooperation with the provinces
and territories. The third section of the report
looks at using the Market Basket Measure to
derive an estimate of adequacy levels for child
benefits. The report concludeswith asummary
of the policy implications of the preceding
discussion, including specific recommendations
for developing better poverty measures in
Canada—and thereby, aswe shall see, permitting
us to assess the adequacy of child benefits.

Adequacy and the Anti-Poverty Objective
of Child Benefits

Poverty and the role of child benefits

Thefederal, provincia andterritorial gov-
ernments have stated that one of the core objec-
tives of the National Child Benefit is “to help
prevent and reduce the depth of child poverty”
[Federal/Provincial/Territorial Ministers Res-
ponsible for Social Services 1997]. What does
the phrase‘ child poverty’ mean in this context?

Childrenlivein families, so children will
bepoor if their familiesare poor. ‘ Child poverty’
therefore should be considered as shorthand
for *children who livein familiesthat are poor.’
Of course, theremay also beavery few children
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deprived by adults who do have the financia
resources necessary to support them, and there
are some children who do not live in families,
but leaving aside these rare and extreme excep-
tions, children share in the prosperity, or other-
wise, of their families.?

Perhaps, then, an adequate child benefit
issimply onethat islarge enough to ensure that
no child isin poverty — meaning that no family
with childrenispoor. Inthat case, we need only
calculate the gap between family income and
the poverty line (were there such athing), and
figure out the amount that is needed to close
that gap. That amount arithmetically will be a
child benefit adequate to meet the goal of ending
child poverty. This approach may be charac-
terized asthe* purely redistributive’ view of child
benefits, as summarized in Table 1.

An alternative vision of an adequate child
benefit may be characterized asthe* structuralist’
view, also shown in Table 1. According to the
structuralist perspective, child benefits play a
particular role within the larger income security
system and the labour market. The structuralist
approach sees an adequate child benefit as an
amount large enough to eliminatefamily poverty
that arises as a consequence of the incremental
expense of caring for children, but doesnot look
to child benefits alone to eliminate poverty.

In other words, child benefits are a necessary
but not sufficient instrument to combat family
poverty.

Whilethe purely redistributive view might
be superficially attractive, it does not stand up
to scrutiny and cannot provide a logical foun-
dation for a well-designed income security
system. If child benefits were designed to
eliminate child poverty all by themselves, the
maximum amount of child benefits in the
income security system would haveto takeinto
account not just the income needs of the child,
but those of the whole family. In this case, it
would make no sense to discuss ‘adequacy’ of
child-related benefits per se, since this would
be just the same as adequacy of the income
security system as awhole. Essentidly, if we
define all components of the income security
system as having one and only onegoal, welose
the concept of specific goals for each of the
individual components. It becomesanalytically
impossible to discuss the separate components
of theincome security system.

Anaogously, the purpose of an automo-
bile may beto get from point A to point B safely
and efficiently, but what is the purpose of the
tires, the steering wheel and the engine? Or, to
make the same point in another way, if ‘child
benefits’ arejust another way to help meet over-

Tablel
Two views of therole of child benefitsin addressing poverty

The ‘purely redistributive’ view

The‘structuralist’ view

e Child benefitsideally should be large enough
to close the whole ‘ poverty gap’ for families
with children.

e Consequently, child benefits should reflect all
the family’s needs, not just the needs of the
children.

Child benefits ideally should be large enough to
eliminate poverty that is due to the incremental
costs of children in a poor family.

Child benefits are not meant to address the needs
of theadultsin thefamily, which must be addressed
by employment earnings and/or income programs.

4  Caledon Ingtitute of Social Policy



al family income needs, why have a separate
program with alabel ‘ child benefits? Why not
just have afamily benefit and be done with it?
Although it may seem somewhat paradoxical,
in an income security system where child bene-
fits ssimply make up family income deficiency,
therereally isno such thing as* child benefits' —
except, perhaps, as an honourific label.

Assuming that we do have meaningful
“child benefits’ in our income security system,
we can ask the question: what istheroleof child
benefits within the overall income security
system? The structuralist answersthisquestion
by looking more deeply into the conception of
the income security system within the labour
market.

In a flexible and relatively unregulated
labour market, such aswe havein Canada (and
other Anglo-American countries), family needs
vary by family size and type, but wages do not.
If low-wage workers are to have the economic
capacity to raise children, without their children
being mired in poverty, how can their income
take into account the needs of their dependent
children? Onthe other sideof thecoin, if income
security programs for those outside the paid
workforce, such aswelfare, do reflect the needs
of families but wages do not, then welfare
benefits often will be higher than the earnings
of low-income families with children. This
outcome would be unfair to working poor
families. It also would be unfair to out-of-work
familiessince it would place afinancial barrier
in the way of those who want to work.

The long-established answer to these
dilemmas has been to pay child benefits both to
workers and to those not in the paid workforce.
This was the solution arrived at by many key
reports, such astheinfluential Beveridge report
inthe UK [HM SO 1942], Canada’'sMarsh report

[Marsh 1943] and the Castonguay-Nepveu
report [Quebec 1971]. To fulfil this role both
in the labour market and the income secur-
ity system, maximum child benefits should be
sufficient to allow a family to raise a child at
just above a poverty-level standard of living
when combined with a reasonable but modest
adult wage, as portrayed pictorially in Figure B.
However, child benefits themselves do not
address insufficiency of the *adult component’
in either theincome security system or thelabour
market. The adequacy of the‘ adult component’
iIsaseparate issue that cannot and should not be
addressed through child benefits.

In short, in the structuralist conception,
an adequate child benefit when combined with
an adequate adult income, from whatever source,
resultsin afamily income sufficient to support
astandard of living just abovethe poverty level.
Of course, what constitutes ‘just above a
poverty-level standard of living' remainsto be
discussed, but this understanding of the role of
child benefits implies that an adequate child
benefit will not, inand of itself, eliminatefamily
poverty — nor should it. An adequate child
benefit will help reduce the extent of poverty,
by doing its share of the work, so to speak —
namely eliminating the cost of raising children
asasourceof poverty. Thisisentirely consistent
with the wording of the objective stated for the
National Child Benefit as proposed by the
Federal/Provincia/Territorial Ministers Respon-
siblefor Socia Services[1997]: helping to pre-
vent and reduce the depth of child poverty
(emphasis added).

This report adopts the structuralist view
of child benefits. There are several specific
reasons for doing so, summarized in Table 2,
but at the most basic level, structuralist child
benefits permit the income security system to
be designed rationally and to fit sensibly within
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FigureB

Child benefit H
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child benefits are
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Table 2
Why child benefits should not meet
the needs of the whole family

Good design is needed for programs to main-
tain popular support. If child benefits were
designed to meet the needs of the wholefamily,
rather than just those of the children in the
family, thiswould:

» Eliminate the distinction between adult and
child benefits except in name.

» Require child-related benefits to be very
large relative to ‘basic’ benefits.

» Beunfair tofamilieswithout children, whose
benefits would be too low.

» Make it difficult to reconfigure adult bene-
fits as a wage substitution program that
encourages work and skill acquisition.

» Reduce incentives to work, by associating
benefits with having a child rather than
taking steps towards employment.

» Make having a baby an alternative to paid
employment, establishing perverse incen-
tives to have children.

the labour market we have. Without a rational
design, income security systems fall mercy to
each passing fad, since they cannot sustain
popular agreement asto their role and function.
Are income security systems a foundation of a
well-functioning labour market and as necessary
to our overall economic and social well-being
as a good banking system, not to mention the
broader issues of equal opportunity and fairness?
Or areincome supports merely charity to bepaid
or not according to the sometimes whimsical
beneficence of the voter? A structuralist view
of child benefitsfitswith theformer conception
of the income security system. The purely
redistributive view, although perhaps at first
appealing to those who want to see higher bene-
fits, fits with the latter conception of income
security —aconception in which it isas easy to
turn the tap off, asit isto turn it on.

Which costs are included within an adequate
child benefit?

6 Caledon Institute of Social Policy



An adequate child benefit is one that
fulfilsthe role of child benefits within the con-
text of a larger social security system. While
thisimplies that child benefits should be equal
to the incremental costs of raising a child for a
family just above a poverty-level standard of
living, some costs cannot (or should not) be
included in the calcul ation of incremental costs.
Costs such asfood, clothing and shelter, which
every family must incur, obviously will make
up most of the incremental costs of raising a
child. Butif acategory of expenditureishighly
variable, with some families experiencing little
or no cost but others spending extraordinary
sums, it is not possible to reflect these types of
expenses in a child benefit program of generd
application. The two most relevant examples
of these highly variable costs are non-insured
health services and child care.

A report ontherecently developed Market
Basket Measure, which isdiscussed extensively
in later sections of this paper, also reflected on
the difficulty of including these types of costs:

Out of pocket spending on child care and non-
insured health care spending recommended by a
health professional are not included in the cost of
the basket because spending on these items varies
so widely from family to family depending on the
availability of free or subsidized child care and the
health needs of family members. No ‘standard’
basket component for either category of expendi-
ture could be reasonably set [Human Resources

Development Canada 2003: 36, Footnote 12].

Similarly, special costs for children with
disabilities, such as attendant care or intensive
behavioural modification, cannot be included
within ageneral child benefit program, and there
areundoubtedly other costsof thisnatureaswell.

Thisisnot toclamthatitisimpossibleto
graft a disability credit onto a general child
benefit program. Indeed, thefederal government

did just that in its 2003 Budget announcement
of the Child Disability Benefit to be delivered
through the Canada Child Tax Benefit [Battle,
Torjman and Mendelson 2003: 4-5]. However,
the costs of disability should not be added into
an assessment of the incremental costs of rai-
sing all children, so as to increase the amount
of the child credit paid to every child, whether
the child hasadisability or not. If onechild has
adisability costing, say $5,000 ayear, and nine
children do not, the average cost is $500 per
child per year. Adding on $500 to the child
benefit to reflect the average incremental costs
of disability would beinadequate for those with
needs due to disability, for whom the average
cost isfar too low, whilethose without disability
would be obtaining an additional $500 without
the costs of disability. Of course, adding on
$5,000 to every child’s benefit would meet the
needs of this particular child with a disability,
but provide even more of a windfall for those
without a costly disability (at a considerably
higher cost to the treasury).

Where needs are highly variable, pro-
grams must be targeted specifically to those
types of needs, asthe above exampleillustrates.
The same argument can be made for child care
and non-insured health services. For example,
with respect to non-insured health services, it
would not make sense to provide an additional
amount equal to the average cost of non-insured
health benefits for all children; rather, what
would make sense is a program to compensate
for the specific costs actually incurred for non-
insured health benefits for any child, as these
areso highly variable (or to include these health
needs in universal medicare so that costs are no
longer borne by individual families). Therefore,
the ‘main’ payment of the Canada Child Tax
Benefit should not include provision for highly
variable requirements, but only for the costs of
those goods and servicesthat are common needs

Caledon Institute of Social Policy 7



of aimost all children. Thus an adequate child
benefit does not include such variable items as
child care, non-insured health benefits and dis-
ability costs. These important needs must be
addressed through alternative mechanisms.

Vertical and horizontal equity

Asdiscussed earlier, if theincome security
systemisto provide families with a standard of
living just above the poverty-level —leaving the
concept of ‘ poverty’ still to be discussed further
—child benefits must be equal to theincremental
cost of raising achild at this standard of living.
The same argument applies whether family
income is from income programs or from low-
paid work, particularly in alabour market such
as Canada's where low-income workers often
have such low earnings that their income is
hardly sufficient for asingle adult. Indeed, with
some provinces minimum wages falling lower
and lower inreal terms[Battle 2003], many low-
paid workers full-time earnings may not even
be enough for one person to support herself or
himself, let alone a child aswell.

However, at someincomelevel, as*adult’
income rises, the above argument no longer
holds. Withincreasing adult income, child bene-
fits do not have to be equal to the incremental
cost of raising a child — because families can
usetheir ownincometo support theincremental
cost of their children, with enough left over to
support thewholefamily at aconsiderably better
than poverty-level standard of living.

Determining thelevel of income at which
child benefits could begin to be reduced is a
matter both of equity and of pragmatism. From
the perspective of equity, thequestionis: at what
level of income may afamily afford to devotea
greater proportion of itsincometo the additional

cost of a child without undermining the ability
of its total income to support an acceptable
standard of living for the whole family? From
apragmatic perspective, governments must ask
what they can afford and are willing to pay and
balancethe priority of paying benefitstofamilies
“up the income scale’ against other public ser-
vices or taxes. Even with a geared-to-income
program like the Canada Child Tax Benefit,
paying diminishing benefits once family in-
comes reach a very modest level (net family
income of $22,615), even small improvements
in benefits will require considerable increases
in expenditures since the mgjority of families
are in the modest to average income range.

In the current Canada Child Tax Benefit,
society effectively hasanswered these questions:
Themaximum child benefit beginsto bereduced
at $22,615 net family income.® Thisrevealsa
social judgement that we expect families to
begin to be able to carry a greater a proportion
of the costs of raising children at roughly this
income level.

While the discussion so far has focused
on the anti-poverty objective, traditionally child
benefits have pursued a second core objective -
horizontal equity or, in simple terms, parenta
recognition. According to this argument, child
benefits are required to help recognize that
parents have heavier financial demands than
childless couples and single persons with the
same employment incomes, and acknowledge
the contribution that parents make to society in
raising future citizens, workers and taxpayers
(not to forget parents) [Battle and Mendelson
1997].

The horizontal equity objective is touted
by those who support universal child benefits,
such as the well-known federal Family Allow-
ances program that (until its final few years
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between 1991 and 1993) paid child benefits to
al families regardiess of their income. While
Family Allowanceswere universal in reach and
set at a flat rate amount, they did not pay the
same benefit to all familiesafter they were made
taxable in 1973. The amount of benefits was
crudely geared to income because family allow-
ances were subject to federal and provincia
income tax; the personal income tax system is
progressive, levying higher rateson higher bands
of income, which means that higher-income
families paid more income tax on their family
allowances and thus received smaller after-tax
benefits. Over time, thefedera government has
made successive changes shifting the weight of
the core objectives of child benefitsincreasingly
to poverty reduction at the expense of horizonta
equity: Upper-income families do not qualify
for the Canada Child Tax Benefit and, as
illustrated in Figure A, middle- and upper-
income families have experienced a reduction
in child benefits since the mid-1980srelative to
family incomes. Nevertheless, the CanadaChild
Tax Benefit is a very broad-based program
providing at least some payment to almost all
Canadian families with children (about ninein
ten).

Juggling the anti-poverty and horizontal
equity objectives of child benefitsisacomplex
and controversial issue. Important as is this
debate, it is not relevant to the issue of the
adequacy of the maximum child benefit for
families with low incomes. Whether universal
or income-related, an adequate child benefit for
those with low incomeswould still bethe same.
Similarly, at whatever income level the maxi-
mum child benefit begins to be reduced in a
geared-to-income program, and at whatever
rateit isreduced, the adequacy of child benefits
for low-income families remains unaffected.
Therefore, this paper does not deal with the

question of whether child benefits should go to
all families, including the wealthy. Nor doesit
address the question of how much child benefit
non-poor families should receive. This report
is confined to one and only one fundamental
guestion that must be addressed no matter what
the design of achild benefit system: What isan
adequate maximum child benefit for families
with low incomes?

Defining a just-above-poverty-level standard
of living

Many studieson‘the cost of children’ have
failed to distinguish between two quite different
guestions — on the one hand, the empirical
question of how much families do spend on
children and, on the other hand, the theoretical
question of how much families should spend on
children to maintain the same standard of living
asthe family would have had without children.
As Phipps puts it, “attempts to answer the
question: ‘What isthe cost of achild? haveoften
confused a number of quite separate issues. In
particular, the questions. * How much do parents
spend on their children? and ‘How much
income does it take to preserve the pre-child
standard of living?’ [Phipps 1998: 157].

Notwithstanding an extensiveliterature on
‘the cost of raising achild,’ itispossibleto spend
just about any amount on raising achild, asany
parent will doubtlessattest. If weareinterested
only in the question of the minimum cost to con-
tinueachild’ sphysical existencefor afew more
days, assuming otherwise good health, the
answer islikely penniesaday. If weareasking
about maintaining the lavish lifestyle of the
scions of an ultrawealthy family, the answer
may be several hundred dollarsaday. Thereis

Caledon Institute of Social Policy 9



no ‘the’ inthe cost of raising achild; rather, there
isamost any cost of which you can dream.

Assuming a structuralist view of therole
of child benefits as described in the previous
section of this paper, for the purposes of defining
an adequate child benefit the question of interest
isnot ‘what isthe cost of raising achild? The
questionisinstead ‘what doesit taketo preserve
the pre-child standard of living? This latter
question may be asked at any standard of living,
from the standard of living of low-income
families to that enjoyed by middle-income
familiesto the ‘ super rich.’

But here we are interested in a specific
standard of living — namely, the standard of
living just abovethe‘ poverty level.” 1f weknow
how much incomeisrequired for two adults to
achieve a standard of living just above the
poverty level, then, according to the structur-
alist view, an adequate child benefit for thefirst
child in a two-adult family is the amount of
extraincome required for that family to remain
just above a poverty-level standard of living.
Similarly, an adequate child benefit for a one-
parent family is the difference between the
amount needed to stay just above apoverty-level
standard of living for one adult compared to that
for one adult and child, and so on for different
sizesof families. (Issuessuch as sex and age of
children and size of community are discussed
further below.) Calculating what isan adequate
child benefit really comes down to estimating
what income will permit families of various
structures to reach just above a poverty-level
standard of living.

Admittedly, it sounds awkward and less
than generousto write of permitting families“to
reach just above a poverty-level standard of
living.” However, if afamily is just above a

poverty-level standard of living, then by defi-
nitionitisnolonger in poverty. Getting families
abovethe poverty line constitutes the minimum
standard of adequacy that we are here attempting
to define. For the purposes of this paper, we
shall use the phrase *just above a poverty-level
standard of living’ as a short hand for ‘a stan-
dard of living such that the result of virtually
any further deprivation, other than the most
trivial, would be a standard of living that isin
poverty.” When discussing ‘poverty lines' we
mean the estimate of the amount of income a
family would require to be able to attain a stan-
dard of living just above the poverty level; in
reality, most poor families have incomes con-
siderably below the poverty line.

So how do we go about deciding what is
just above apoverty-level standard of living and
how do we estimate what income afamily needs
to at least attain that standard of living? There
aretwo major typesor classes of methodologies
commonly employed to estimate the income
needed to attain at | east apoverty-level standard
of living, or indeed, the income level required
for any given standard of living. These two
methodologies are summarized in point formin
Table 3.

Onetype of methodology istolook at the
amount families of different structures actually
spend, given aconstant standard of living. This
iscalled an ‘expenditure-based’ strategy inthis
paper, because this methodology uses infor-
mation on family spending, typically relying
upon large-scale surveysof family expenditures.
The second type of methodology isto develop a
budget from the ground up sufficient to provide
a particular standard of living. In this paper,
methodologies of this type are called ‘budget
cost’ strategies. Note that expenditure-based
strategies are not asking how much parents
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spend ontheir children. Rather, they areasking:
if we hold the standard of living constant,
what do families of various structures spend?
Similarly, budget cost strategies are not asking
how muchit coststoraiseachild. Rather, budget
cost strategies ask: How much does it cost to
raise achild at a particular standard of living?

Other authors have written of three, four
or more types of methodologies. Much of the
difference in number depends upon which are
counted as separate methodologies. For exam-
ple, we here classify ‘deprivation index’ types
of methodology as expenditure based, but many
UK authors see it as a distinct methodologi-
cal approach. These differences in typology
schemes are largely arbitrary matters of con-
venience and do not demark a substantive
differencein points of view. Other authors, for
example Wolfson and Evans [1992], include a
methodol ogy based on surveysof public opinion
as to what constitutes a poverty line. While

surveys of public opinion have their place, this
Isnot discussed here as a serious methodol ogy.
Simplifying the categories of poverty method-
ology down to two main streams can readily
encompass the range of methodologies found
in the literature on poverty measurement and
permits a more coherent discussion of method-
ological advantages and disadvantages.

Regardless of which methodology isused,
perhaps the most critical shortcoming of much
of the literature is that there is rarely a clear
specification of the standard of living that is
being measured — for either methodology. The
subsequent sections of this paper discuss the
various methodologies for estimating poverty-
level incomes. Before doing so, though, we
must clarify a critical conceptual distinction —
between defining the meaning of ‘ poverty’ and
measuring the amount of incomelikely to result
in a standard of living just above the poverty
level.

Table 3
Types of methodologies used to estimate the income needed
to attain a standard of living just above the poverty level

Expenditure-based methodol ogies

Budget cost methodol ogies

» Looksat what families actually spend.

» Hypothesisis that a particular expenditure pattern
(e.g., a certain percentage of income on food,
clothing and shelter) indicates a consi stent standard
of living across different families.

» Anadequate child benefitisthe differenceinincome
between two familiesboth just above apoverty-level
standard of living, but onewith achild or additional
child.

The deprivation index is a variant of this method-
ology, in which the absence of certain goods and
servicesisseen asanindicator of poverty. However,
the deprivation index has not usually been used to
develop an estimate of poverty level incomes.

» Looksat the cost of abasket of good and services
(e.g., considered to be the socially perceived
necessities for this location at this time).

» Hypothesisisthat any family with theincometo
purchase that basket of goods and services could
attain astandard of living just above the poverty
level.

» Anadequate child benefitisthe differenceinthe
cost of the basket of goods and services between
two families, but onewith achild or an additional
child, both just above a poverty-level standard
of living.
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Jumping to measurement before descri-
bing what isbeing measured isto missafunda-
mental step inlogic. It may be possibleto esti-
mate what income is needed for families of
different sizesto preserve any given standard of
living, but this does not in any way tell uswhat
standard of living represents a poverty level or
any other level, so the expenditure-based
methodology itself cannot be away to define a
specific standard of living. Similarly, it is pos-
sibleto build abudget representing any standard
of living, so the budget cost methodology itself
also cannot be a way of defining a specific
standard of living. Both methodologiesareways
of estimating what income is required to attain
a specific standard of living once that standard
of living is defined. Neither methodology can
define what they are attempting to measure. We
have to define — as Saunders [1999] says “in
words’ —the standard of living that representsa
poverty level, and then and only then can we
estimate the income needed to achieve it.

Attempting to measure poverty levels of
income without first defining poverty isakin to
asking how far it is to our destination without
knowing the destination. We have to say that
we are going to the next city, or to the corner
store, or wherever, and then and only then, can
we say how far it isin kilometres or metres or
some other measure of distance. We cannot
begin to measure the distance without knowing
where we are going and, similarly, we cannot
measure theincome required to attain astandard
of living just above the poverty level, unlesswe
specify what is that standard of living. While
the distinction between measuring the income
needed for a standard of living and describing
that standard of living seems simple enough, a
cursory review of the literature reveals an
astonishing degree of confusion between mea-
surement and definition. To paraphrase the

citation from Phipps above, attempts to answer
the question ‘What is a poverty level? have
often confused anumber of quite separateissues,
in particular, the questions ‘What standard of
living represents a poverty level? and ‘How
much income does it take to reach the poverty-
level standard of living? Theunfortunate result
of this missing step has been much method-
ological rigour in the pursuit of theoretical
confusion.

In Canada, despite aplethoraof indicators
for poverty or low income, an explicit poverty-
level standard of living has rarely been sug-
gested. Aswe haveargued above, these aretwo
sequential, but different, questions. Canadian
poverty research hascommonly collapsed these
two questions, so that deriving income levels
that would in theory permit a standard of living
just abovethe poverty level — commonly called
‘poverty lines' — has often been seen asoneand
the same as defining what is poverty.

A Canadian exception to this method-
ological confusion has been the work of
Christopher Sarlo [1992, 2001]. Sarlo defines
‘inwords' hisview of apoverty-level standard
of living that he argues is consistent with our
understanding of theterm ‘ poverty.” According
to Sarlo’s *basic needs’ definition of a poverty-
level standard of living:

Someone is in a state of poverty if he lacks any
item required to maintain long-term physical well-
being. For able-bodied persons, the list would
include a nutritious diet, shelter, clothing, items
for personal hygiene, health care, transportation,
and atelephone. Shelter would include the full
range of furnishings, appliances, implements, and
household supplies. Further, the type, quantity,
and quality of each itemisat alevel considered
minimally decent in the society in which one

lives’ [Sarlo 2001: 11].
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One may take issue with Sarlo’s defi-
nition of a poverty-level standard of living as
being far too parsimonious; indeed, it is even
conceivable that others might judge the defi-
nition as too generous. For example, the defi-
nition apparently containsno provision for enter-
tainment, since this is not necessary for long-
term physical well-being. A definition of a
poverty-level standard of living may also be
tested by asking the question: If afamily had
all these goods and services, would it be just
above a poverty-level standard of living so that
it would no longer be said to be ‘in poverty?
Sarlo’s definition would not appear to pass this
test. But thisquestion aside (wewill return later
to discuss some of the specifics of his poverty
measure), Sarlo’s methodology is clear and
logical. Unlike most other writers on poverty
measurement, he does set out a definition of a
poverty-level standard of living. This permits
rational discourse about whether the standard is
acceptable — a discourse that is not possible
wherethe standard isimplicit or not sufficiently
thought through even to be described.

Another example of a Canadian attempt to
develop poverty linesisthe ‘ Acceptable Level
of Living' (ALL) developed by Winnipeg Har-
vest and the Social Planning Council of Winni-
peg. The ALL measure is based on a mix of
expert opinion about minimum nutritional and
other requirements, combined with low-income
families' own assessment of their requirements.
This has enabled the Winnipeg Harvest and the
Socia Planning Council of Winnipeg to develop
a detailed budget including, for example, spe-
cific meal plans for the week. The ALL isnot
meant asa ' below-poverty’ line; rather it repre-
sents an income level above poverty and is
defined as*“afair, modest and acceptableliving
level.” [Winnipeg Harvest and the Social Plan-
ning Council of Winnipeg 2003: 1]. TheALL
approach is representative of similar efforts

made by several other local community groups,
such asthe Montreal Diet Dispensary [1988].

TheALL looksat requirementsin 14 cate-
gories. food, personal care, clothing, shelter,
health care, child care, transportation, household
operations, education, communication, risk
management, banking, home furnishings and
recreation. Some of these categories are not
included in Sarlo’s poverty definition, and many
of the specific items even within shared cate-
gories are not included in Sarlo’s calculations.
Thismight be at least partly dueto adifference
in what each is attempting to define.

Sarlo seemsto be defining akind of steady
state of poverty, wherein a family is poor but
can continue its physical existence — but just
meeting his definition does not mean that the
family is out of poverty. In thisregard, Sarlo
may not be reflecting acommonly held sense of
theterm ‘poverty lines' inthat familiesjust over
Sarlo’s poverty line would still be considered
poor. On the other hand, the ALL is a more
traditional poverty line (although it doesnot call
itself a poverty line), in that the expectation is
that a family at the ALL level will beliving a
very modest lifestyle, but would not be poor.
Unfortunately, the ALL is not accompanied by
ageneral definition of poverty, so we can only
infer from the items selected what type of
definition isimplicit.

Nor does the ALL’s use of expert opin-
ions on some necessities such as food help
much in substituting for a more explicit
definition of the standard of living that its bud-
get represents. Whilefood isobviously abasic
necessity, there is a huge range of taste and
quality possible and, beyond the barest caloric
minimum requirements, the judgements about
what food is needed are as much about a par-
ticular standard of living as any of the other
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judgements. As argued in a US report of the
mid-1990s (more on this report later):

Although expert budgets are generally intended
to be derived in an objective manner, with astrong
grounding in human physiological require-
ments, large elements of relativity and subjective
judgment invariably enter the process. Thus, for
every category for which an explicit budget figure
is developed, judgments must be made about the
composition of the category and the dollar value
that is appropriate for a poverty standard. In a
developed country such asthe United States, there
is usually a wide variety of specific items at
varying quality and price levelsfor any category,
almost any of which are adequate for sheer
survival. Todecide, for example, that aminimally
adequate diet must include meat as well asrice
and beans and how much of each foodstuff, or
that a minimally adequate house or apartment
must include at |east one bedroom for every two
children, is to make a set of judgments that are
inevitably influenced by the mores and exper-
iences of the expert’s own society. Similarly, to
decidewhat quality of meat (hamburger or ground
sirloin) or clothing (polyester or cotton) to price
asthe poverty standard isto make another set of
judgments [Citro and Michael 1995: 107].

Governments also have been moreor less
active in devel oping measurements of poverty.
Canada smost widely-used poverty linesarethe
low income cutoffs (LICOs) generated by
Statistics Canada to calculate estimates of
Canada’slow-income population. However, the
low income cutoffs are emphatically not poverty
lines, and Statistics Canada takes pains to cau-
tion that they are ameasure of low incomerather
than poverty. The low income cutoffs may or
may not be above or below a poverty line,
depending upon one's conception of poverty.
Since the low income cutoffs are not suggested
as a poverty line by Statistics Canada, it is not
surprising that there is no such thing as a ‘low
income cutoff’ definition of poverty. The low
income cutoffs are discussed extensively in the
next section of this paper.

Unlike Canada, the US has an official
poverty line. Developed inthe early 1960s, the
US poverty line consistsof the cost (at that time)
of an expert’s assessment of a minimum ade-
quatediet, multiplied by three. Thispoverty line
IS not connected to any particular living stan-
dard. TheUS official poverty line has not been
updated since its inception, except by the Con-
sumer Price Index, so it does not reflect a con-
temporary standard of living.

Recognizing the many deficiencies of its
official poverty line, in the mid-1990s the US
put substantial effort into development of anew
official poverty line. Attherequest of Congress,
the National Academy of Sciences set up astudy
panel on poverty measurement that released its
report in 1995 [Citro and Michael 1995]. How-
ever, it appears that this work is now in akind
of limbo, neither adopted nor disavowed, while
theold poverty lineremainstheofficial version.

Despite the effort and resources involved,
like many other studies of poverty measure-
ment, the 1995 US report contained no clear
statement of what the panel means by * poverty’
and also does not distinguish between descri-
bing just-above-poverty-level standardsof living
and estimating the income needed to attain that
standard. The closest the US report gets to a
definition of poverty isthe following:

Our measure includes a specific concept of
economic poverty by which to develop a new
poverty threshold for a reference family type:
inadequate resources to obtain basic living
needs. We define those basic needs as food,
clothing, and shelter. There are other needsaswell
(e.g., personal care, transportation), but there is
less agreement about them, and so our approach
provides a small amount for other needed
spending by means of amultiplier that isapplied
to the amounts for food, clothing, and shelter.
This concept of poverty asinsufficient resources
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for basic living needs accords with traditional
public concernsfor the needy, whether expressed
in provisions for homeless shelters, soup kit-
chens, and clothing drives, or the provision of
cash or in-kind benefits for basic consumption

[Citro and Michael 1995: 22].

We discuss the new ‘official-unofficia’
poverty lines suggested in the 1995 US report
later; here we note only that the description of
what ‘ poverty’ meansisvagueat best. Providing
“a small amount for other needed spending by
means of a multiplier that is applied to the
amountsfor food, clothing, and shelter” ishardly
away of resolving disagreement about what is
needed beyond these three basic necessities.
Why not alarger amount, or asmaller amount?
Even with regard to food, clothing and shelter,
the US report’ s description does not provide any
genera principle regarding the quality of those
three basic necessities — unlike, for example,
Sarlo who clearly states that his overriding
principle is “to maintain long-term physical
well-being.”

Until recently, the UK had no official
poverty lines and reported instead on low-
income households, defined as those with less
than 60 percent of median income. This situ-
ation changed in late 2003, when the UK
adopted aset of official indicatorsfor child pov-
erty as afollow-up to its 1999 commitment to
reduce child poverty by one-quarter by 2004 and
by one-half by 2010, with the ultimate objective
of eliminating child poverty ‘within a gener-
ation.” The UK has achieved its 2004 godl,
largely due to generous child tax benefits (as
previously noted, designed in part based on the
Canada Child Tax Benefit, but with much higher
payments to low-income families) and is also
well on its way to meeting its 2010 targets.
Giventhevery public nature of itscommitments,

the UK government obviously needed someway
to keep track of progress.

The new official UK indicators of child
poverty consist of three different measures:

Absolute low income—... the number of
children living in families with incomes below
a particular threshold which is adjusted for
inflation — set for a couple with one child at
£210.5 aweek in today’s terms.

Relative low income — ...the number of
children living in households below 60 percent
of contemporary median equivalised house-
hold income.

Material deprivation and low income
combined — ... the number of childrenlivingin
householdsthat are both materially deprived and
have an income below 70 percent of contem-
porary median equivalised household income
[Secretary of State for Work and Pensions, UK
2003b: 7].

Both the absolute and relative indicators
are low-income measures rather than measures
of poverty. The materia deprivation indicator,
however, does come closer to a definition of a
poverty-level standard of living. The measure-
ment of material deprivation “was arrived at
through analysis of all existing UK deprivation
data to identify a set of questions which best
discriminates between poor and non-poor fami-
lies” [Secretary of Statefor Work and Pensions,
UK 2003b: 12]. This process allowed resear-
chers to narrow down the goods and services
that need to be surveyed to measure material
deprivation.

The questions that have been devel oped
are set out in Table 4. Items such as food and

Caledon Institute of Social Policy 15



everyday clothesarenot surveyed, because they
are not revealing of the difference between
poor and non-poor, as understood by the UK
researchers. Almost anyoneinthe UK will have
food and everyday clothes, so the list of items
below may be seen as revealing the difference
in standard of living that would distinguish poor
and non-poor according to the UK concept.
Many of the items go beyond basic necessities
for physical existence, although some of them
(e.g., keep your home adequately warm) would
presumably also be encompassed even within a
more restrictive conception of poverty.

The UK three-indicator measure of child
poverty was developed only after a lengthy
process of consultation, including discussions
with both parentsand children. Table5 liststhe
items viewed by children themselves as what

are needed not to be poor. Thelist variesfrom
the mundane (kettle) to the sublime (love).
While this list is not a definition of poverty, it
does give us a perspective on what children
themselves see as their needsin order not to be
poor. The list contains many ‘basic physical
necessities,” but it also contains many ‘extras
such asholidays, aTV and new or decent clothes
for school — perhaps reflecting the children’s
recognition that they, too, cannot live by bread
aone. It is instructive to reflect upon this
list when considering alternative definitions of
poverty.

Whilethereismuchto admireinthe UK’s
substantial efforts to develop a better under-
standing of poverty and to measure its own
progress, regretfully, it did not take the further
step of setting out (based on its research) an

Table4
UK Department for Work and Pensions
questionnaire to measure material deprivation

Adult deprivation

Child deprivation

» Keep your home adequately warm

» Two pairs of all-weather shoes for each adult

» Enough money to keep your home in a decent
state of repair

» A holiday away from homefor oneweek ayear,
not staying with relatives

» Replace any worn out furniture

» A small amount of money to spend each week
on yourself, not on your family

» Regular savings (£10 amonth) for rainy days or
retirement

* Insurance of contents of dwelling

» Have friends or family for a drink or meal at
least once a month

» A hobby or leisure activity

» Replace or repair broken electrical goods such
asrefrigerator or washing machine

A holiday away from home at least one week a
year with his or her family

Swimming at least once a month

A hobby or leisure activity

Friends round for tea or a snack once afortnight
Enough bedrooms for every child over 10 of
different sex to have his or her own bedroom
Leisure equipment (e.g., sports equipment or a
bicycle)

Celebrations on special occasions such as birth-
days, Christmas or other religious festivals

Play group/nursery/toddler group at least once a
week for children of pre-school age

Going on a school trip at least once a term for
school-aged children

Source: Secretary of State for Work and Pensions, UK 2000b: 21.
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overall definition of ajust-above-poverty-level
standard of living. Indeed, one will search
fruitlessly through itsfinal report on measuring
child poverty for a description of what it isthat
is being measured.

The UK also does not take the next step
and use its work on material deprivation to
develop aset of poverty lines. Noneof thethree
measures of child poverty proposed by the UK
areactually poverty lines. The absolute and the
relative low income lines are indicators of low
income, with the former being simply a
convenient (and challenging) starting line from
which the current government may measure its
efforts, and the latter atruly relative measure of
low income that may have little or nothing to
do with poverty. The deprivation measureis a
standard of living indicator, but is not related
back toincome. However, itispossibleto usea
deprivation index to develop poverty lines, as
is discussed in the following section of this

paper.

InAustralia, agood deal of work hasbeen
done on the issue of measuring poverty,
including a major multi-year research program
funded in 1995 by the Ministry for Social
Security. Thereis no Australian consensus as
to adefinition of poverty and, as seems often to
happen with this research, a change of political
prioritiesapparently resulted in aloss of interest.
But unlike many other researchers on poverty
measurement, prominent Australian experts
have attempted to come to grips with the defi-
nition of ajust-above-poverty-level standard of
living. Saunders [2004] has set out a helpful
historical list of aternative definitions of pov-

erty:

e Adam Smith (1776):
“By necessaries, | understand not only the com-
modities which are indispensably necessary for
the support of life but whatever the custom renders
it indecent for creditable people, even of the lowest
order, to be without. A linen shirt, for example, is
strictly speaking not anecessity of life... Butinthe
present time ... a creditable day-labourer would be
ashamed to appear in public without a linen shirt,

Table5
Children’sviews of poverty —what mattersaswell as money?

Goods Services Other
* Bed * Public transport/transportation | ¢ Friends/family
* Food (healthy/good quality food) * Electricity and heating * Love
* Sofa » School and good education * Being ableto pay the bills/
¢ Car with insurance and licence ¢ |Loca doctor/dentist pay off debt
* Telephone (friends) * Local police * Health
* TV, video/DVD * Play schemes * Responsiblity
* Kettle, fridge, sink, cooker, * After school clubs and youth * Happy life

worktops, cupboards and shelves clubs * Play times after lunch
* House * Local supermarket at school
* Decent/good clothes/new clothes | » Going to park/trees * Freedom

for school * A placeto play/placesto go * Sport and exercise
* Holidays

Source: Secretary of State for Work and Pensions, UK 2000a: 16.
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the want of which would be supposed to denote that
disgraceful state of poverty.”

e Seebohm Rowntree (1899):
“[A family is counted as poor if their] ... total
earnings are insufficient to obtain the minimum
necessities of merely physical efficiency.”

e William Beveridge (1942):
“In considering the minimum income needed by
persons of working age for subsistence during
interruption of earnings, it is sufficient to take into
account food, clothing, fuel, light and household
sundries, and rent, though some margin must be
allowed for inefficiency in spending.”

¢ Ronad Henderson (1975):

“Insofar as poverty is defined by reference to a
minimum acceptable standard of living, itisarelative
concept. [It requires] a value judgment [that] must
reflect the productivity of the economy and
community attitudes. The task of determining a
minimum standard of living is difficult given the
variety of lifestylesand valuesin Australian society
and the range of matters, such as food, shelter,
clothing, health and education, that must be
considered.” [Note: Henderson devel oped the semi-
official Australian poverty linein 1975.]

e Peter Townsend (1979):

“Individuals’ families and groups in the population
can be said to be in poverty when they lack the
resources to obtain the types of diet, participate in
the activities and have the living conditions and
amenities which are customary, or at least widely
encouraged or approved, in the societies to which
they belong.”

e JoannaMack and Stewart Lansley (1985):
“Poverty is an enforced lack of socially perceived
necessities.”

e Amartya Sen (1992):

“Poverty [ig] thefailure of basic capabilitiesto reach
certain minimally acceptable levels. The
functionings relevant to this ... can vary from such
elementary physical ones as being well-nourished,
being adequately clothed and sheltered, avoiding
preventable morbidity, etc., to more complex social
achievements such as taking part in the life of the
community, being able to appear in public without
shame, and so on.”

Adding a Canadian exampleto thislist of
poverty definitions, adefinition of ajust-above-
poverty standard of living isfound in the 1943
Marsh report’s ‘Desirable Living Minimum.’
Fisher [1995: 48] discusses the origins of
Marsh's minimum:

In 1939 the Welfare Council of Toronto pub-
lished a standard budget embodying a standard
of living which “should maintain” or “cover the
bare essentials for” — “health and self-respect.”
The Council undertook the study to provide
social agencies with a standard to measure the
adequacy of income, and analyze how it was
spent; to give “[p]rogressive employers’ an
assessment of what money wageswould provide;
and to provide information to the general public
to help them “judge the wisdom and effect” of
proposed legislation to set a minimum wage for
men. Socia scientist Leonard Marsh used this
budget in a discussion of minimum standards in
his 1943 Report on Social Security for Canada.
He described it as a“living-wage budget” and a
“Desirable Living Minimum” and further char-
acterized it as a “line at which there would be
certainty over a long period for better than

subsistence standards...”

Saunders [1998: 39] finds the Mack and
Lansley definition most acceptable since it “is
admirably brief, and it embodies two ideas that
| believeto be central to any realistic definition
of poverty - that poverty involves involuntary
restrictionson choice, and that it issocially spe-
cific, grounded in aparticular society or culture.
The second point has a corollary: a measure of
poverty isnot only socially determined, but must
also meet with community agreement if it isto
have social legitimacy.”

In other Australian research, Saunders
[1999] reports that two aternative ‘ standards
were devel oped to describe what it wasthat they
were attempting to measure. One standard was
the‘ modest but adequate standard’ and the other
was the ‘low cost standard’:
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The modest but adequate standard is one which
affords full opportunity to participate in con-
temporary Australian society and the basic
options it offers, lying between the standards of
survival and decency and those of luxury. It
attempts to describe the situation of households
whose standard of living falls somewhere around
the median standard experienced in the Austra-

lian community as awhole.

The low cost standard, in contrast, is seen as
one which may require frugal and careful man-
agement of resources but still allow social and
economic participation consistent with commu-
nity standards, and enables the individual to ful-
fil community expectations in the workplace,
home and in the community. Whilst not seen as
a minimum standard, the low cost standard is
one below which it would become increasingly
difficult to maintain an acceptable standard of
living because of the increased risk of depriva-

tion and disadvantage.

Although Saunders saysthat the low cost
standard is “not seen as a minimum standard,”
in Canadait may accord with what many people
would see as what we are here caling a just-
above-poverty-level standard of living. A test
for any proposed definition iswhether afamily
meeting it could be considered not poor, but
likely to be poor with any further deprivation —
and the low cost standard meets this test. The
Mack and Lansley definition might also meet
this test since, according to that definition, to
not be poor isto be able to access all “socially
perceived necessities.” Thiswould seem to be
essentially the same as the low cost standard
since families meeting the low cost standard
would, with “frugal and careful management,”
be able to fulfil expectations in the home and
community. But below the low cost standard,
the family would be in danger of “deprivation
and disadvantage”’ despite careful management
of household resources. TheAcceptable Level
of Living (ALL) approach would also seem to

reflect — albeit implicitly —a similar definition
of poverty.

The Mack and Lansley definition and the
low cost standard are alternatives to the basic
needs definition provided by Sarlo. Sarlo argues
that if we adopt a standard that “includes more
than just necessities ... we have poverty viewed
asa‘goa’ or as adesirable standard of living
rather than as a predicament of real deprivation”
[Sarlo 2001: 12]. But the counter-argument is
that being just out of poverty should be a
desirable goal — at least for families now in
poverty. The standard of poverty needs to be
defined such that society would have a degree
of satisfaction if we could indeed say that no
family with children wasin poverty, rather than
merely knowing that no children were in the
process of actively starving or freezing at the
present moment. The main point here, though,
isthis: With explicit definitions, it is at least
possible to have a debate. From a method-
ological perspective, having some definition as
an explicit assumption for a poverty measure-
ment may be as important as agreeing on any
particular standard — even if thedefinitionisnot
perfect or set out in precise and comprehensive
detail.

Onceapoverty-level standard of livingis
defined, or adefinition is provided as a starting
assumption, the next stageisto ‘ operationalize’
the definition. This step entails converting any
given definition into an empirically observable
set of goods and services, or behaviours. This
is atask that is also possible to debate. One
could, for example, agreewith Sarlo’sdefinition
of abasic needspoverty-level standard of living,
but disagree with hisinclusion of, say, only six
rolls of paper towels per year. Perhaps using
half a roll of paper towels per month for a
family with two children is a tad unrealistic?
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Neverthelessthis at least isapoint upon which
we could have adebate beyond simple assertion
of our own instinctual correctness. Where we
must work backwards, such as inferring an
implicit definition of poverty from the oper-
ational detailsprovided for theALL, itisharder
to have a sensible discussion about whether a
specific item should bein or out.

Defining and operationalizing a poverty-
level standard of living is not easy. Both take
time and effort and neither necessarily results
inaconsensus. Nonetheless, doing soisrequired
to measure poverty —whatever methodology is
employed. Whether oneisusing an expenditure-
based or abudget-based methodol ogy, afirst step
isto define what it is that is being measured.

Methodol ogiesfor Measuring Adequacy

Expenditure-based strategies

Expenditure-based methodologies use
survey data on family expenditures to compare
theincomesof familieswith different structures,
while attempting to hold the standard of living
constant. The amount of income needed to
support a child at a given standard of living is
equal to the difference in income between two
familiesboth at that given standard of living but
otherwise identical, except that one of the
families has achild or an additional child. The
first challenge for expenditure-based method-
ologies is coming up with a credible means of
deciding when different families have the same
standard of living. The second chalenge — a
challenge not often recognized by those using
this methodology —isto say what that standard
of living represents. In regard to the measure-
ment of poverty, this second challengeisto show
that the standard of living being held constant
between familiesisindeed just abovethe poverty

level, assuming for the moment it is possible to
hold the standard of living constant.

Theincomedifference between families
of different sizes, both just above apoverty-level
standard of living, is the incremental cost of a
child just above a poverty-level standard of
living.

The simplest and oldest expenditure-
based methodology is derived from the 19th
century German statistician Ernst Engel’ s obser-
vation that the portion of income spent on food
decreases as income rises. The inverse rela-
tionship of incometo spending onfood asapro-
portion of income is often called Engel’s law.
Based on this ‘law,’ it could be argued that the
proportion of income a family spends on food
can act asaquantifiableindicator of itsstandard
of living. Using thisindicator, families spending
the same proportion of their income on food
could be claimed to have the same standard of
living.

While Engel’slaw theoretically could be
used for any standard of living, we are here
interested in just above the poverty level. So
the next step would be to find a proportion of
spending on food representing a just-above-
poverty-level standard of living — say, for exam-
ple, 30 percent (leaving aside for the moment
how a particular percentage could be justified,
which is the second challenge noted above).
Survey data then would be used to create a
sample of families, including information on
each family’sincomeand spending onfood. The
sample would be divided into sub-samples of
families with the same structure — say, for sim-
plicity, the same number of adultsand children.
A statistical analysisthen could be done on each
sub-sample to derive equations linking income
and spending on food. The equationswould be
used to estimate the income level at which a 30
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FigureC
[llustration of expenditure-based methodology. Each curve
represents families of different sizeswith the same standard of living
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poverty-level standard of living.

The income difference between families of different sizes, both just above the
poverty-level standard of living, is the incrementa cost of a child just above a

percent expenditure on food is most probable.
This would be the ‘poverty line' using this
method, assuming that 30 percent expenditure
on food is somehow associated with a just-
above-poverty-level standard of living. The
difference in poverty lines between families
with a difference of one child but otherwise of
the same structure, would represent the incre-
mental income needed to keep a family out of
poverty for each additional child — that is, an
adequate child benefit. Thisis the most basic
and simplified example of an expenditure-
based methodol ogy — the archetype, so to speak.
FigureCillustratesthisarchetypica expenditure-
based methodol ogy.

Thismethodology remainsin usetoday,
but with a wider selection of goods than just
food. Statistics Canada's low income cutoffs
use almost exactly the methodology outlined
above. Rather than reflecting just the proportion
of family income spent on food, thelow income
cutoffs reflect the proportion spent on food,
clothing and shelter. The low income cutoffs
have been set to equal the income at which a
family is likely to spend a share of its income
20 percentage points higher than the average
family (of any sizeand structure) spendson food,
clothing and shelter. Average family spending
on food, clothing and shelter as a percentage of
income is calculated based on family expend-
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iture survey data. At present, Statistics Canada
isusing datafrom 1992 asitsbase, when average
spending on food, clothing and shelter in that
year was approximately 44 percent of after-tax
income. So the after-tax low income cutoffs
have been set where expenditures on food,
clothing and shelter are 64 percent of after-tax
income [Statistics Canada 2003]. A statistical
analysisis then performed on the latest (2001)
family income survey datato specify theincome
at which each of 35 categoriesof family, by size
and location, spend 64 percent of their after-tax
income on food, clothing and shelter. Theresult
is 35 low income lines, as shown in Table 6 for
the most recent data available, for 2003 [see
Wolfson and Evans 1992 for a detailed dis-
cussion of the LICO methodol ogy].

Statistics Canada has made it abundantly
clear that the low income cutoffs are meant to
be only a statistical measure of low income

[Fellegi 1999] and are not produced by the
agency to serve as Canada's official poverty
lines, or to stand for any poverty lines at al -
official or otherwise. Statistics Canada is not
just playing coy with the advocacy community.
Asisdiscussed further below, Statistics Canada
has good reason to suggest that the low income
cutoffs are best seen as useful and consistent
indicators of low income, which may be used to
assess income distribution trends and patterns
over time, but are not necessarily indicators of
poverty per se. Nevertheless, despite Statistics
Canada s protestations, and perhaps due mainly
to the absence of an acceptable alternative, the
low income cutoffs have come to be widely
viewed as Canada' s‘ semi-officia’ poverty lines.
Like it or not, the low income cutoffs are
Canada's ‘default’ poverty linesand likely will
remain so until Ottawa and the provinces
make a sustained, adequately funded and well
researched effort to devel op better poverty lines.

Table 6
After-tax low income cutoffs, 2003
Community size

Size of urban areas

family rural fewer than 30,000 to 100,000 to 500,000 and
unit areas 30,000 99,999 499,999 over

1 $10,718 $12,389 $13,558 $13,771 $16,348
2 $13,079 $15,118 $16,544 $16,803 $19,948
3 $16,542 $19,120 $20,924 $210,252 $25,230
4 $20,603 $23,814 $26,061 $26,469 $31,424
5 $23,028 $26,616 $29,127 $29,584 $35,122
6 $25,453 $29,418 $32,193 $32,699 $38,820
7 or more $27,878 $32,220 $35,259 $35,814 $42,519

Source: Statistics Canada 2003: 19.
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If the low income cutoffs are seen as
poverty lines, the incremental income required
to maintainafamily just at the poverty linewhen
a child is added to the family may be roughly
estimated by subtracting the low income cutoffs
for a family of any given size from that with
one more family member in each of the five
locations defining the sub-categories. At the
very best, thisis an extremely broad approxi-
mation, as the low income cutoffs average all
increments to family size, not just children, so
the additional household income required to
attain a cutoff for one more family member
represents an ‘average mixture’ of adults and
children. For example, afamily of sizethreein
the low income cutoffs may be one adult and
two children, two adults and one child, or even
three adults. At best, subtracting low income
cutoffs of larger families from smaller families
provides some ballpark indication of what an
adequate child benefit might be if the method-
ology and itsassumptionswere used to estimate
poverty lines.

Estimates derived by subtracting low
income cutoffsfor larger sizefrom smaller size
families are shown on Table 7. This table is
provided only to show how thistechniquewould
be applied, and not to advocate the use of the
derived estimates as measures of adequacy.
Sincethereare considerably fewer single-parent
familiesthan two-parent families, the calculation
has been limited to increments beyond family
sizetwo. It can be assumed that, in the majority
of cases, the increment in family size beyond
three representsthe addition of achild. For this
reason, these calculations — to the limited extent
that they should be given any attention at all
other than as a demonstration of atechnique —
are applicable only for two-parent families.

Taking account of all these provisos, this
calculation results in a ballpark estimate of an
adequate child benefit ranging from a low of
$2,425for thethird and additional childinarura
areato a high of $6,194 for asecond childin a
large urban area. Since more than 80 percent of
Canadian families live in urban areas of popu-
lation 100,000 or higher and more than 80 per-
cent of families with children have only one or
two children at home, the range for most
Canadian familiesis $4,449 to $6,194.

The after-tax low income cutoffsare used
here, since after-tax income represents the
income families actually have to spend. Note,
however, that the definition of after-tax income
covers only income taxes, not payroll taxes
(i.e., Canada/Quebec Pension Plan contributions
and Employment Insurance premiums) or con-
sumption taxes such as the Goods and Services
Tax. In generd, if we use after-tax income to
measure adequacy, it meansthat the child benefit
has to be adequate after income taxes and
transfers (meaning income paymentsfrom gov-
ernment programs) — i.e., we have to look at
after-tax child benefits. Sincethe CanadaChild
Tax Benefit is not taxable, this does not matter
for the purposes of this paper, but it could matter
for other studieslooking at issues of horizontal
equity and alternative payment mechanisms.

One of the most prevalent criticisms of
expenditure-based methodologies is that they
reflect what families actually spend on their
children, rather than what families should spend
on their children to meet their children’s needs.
This critiqueisnot valid. Expenditure surveys
reveal a full range of spending by families.
Among the families surveyed, virtualy every
possible spending pattern may be found. The

Caledon Institute of Social Policy 23



Table7
Estimates of adequate child benefits derived
by using 2003 after-tax low income cutoffs

Community size
urban areas

Increment

insize rural fewer than 30,000 to 100,000 to 500,000
of family unit areas 30,000 99,999 499,999 and over
3less?2 $3,463 $4,002 $4,380 $4,449 $5,282
4less3 $4,061 $4,694 $5,137 $5,217 $6,194
5less4 $2,425 $2,802 $3,066 $3,115 $3,698
6less5 $2,425 $2,802 $3,066 $3,115 $3,698
7+ less 6 $2,425 $2,802 $3,066 $3,115 $3,699

Source: Calculations by author from Statistics Canada 2003: 19.

problem facing an expenditure-based method-
ology isto pick one of those spending patterns
as representing a particular standard of living
(the second major challenge facing this method-
ology). Asan example of an expenditure-based
methodol ogy, if thelow income cutoffsare used
asapoverty indicator, the challengeisto defend
the selection of these particular income levels
as most likely to result in a standard of living
just above the poverty level.

Although, asnoted, Statistics Canadadoes
not suggest the use of itslow income cutoffs as
poverty lines, they are widely used as such by
just about everyone else — including advocacy
groups, politiciansand the media, and even other
government agencies. To the extent that thelow
income cutoffs are used as a poverty line, the
assumptionisbeing madeimplicitly that poverty
is encountered at income levels where families
arelikely to spend a proportion of their income
on food, clothing and shelter that is 20 per-

centage points or more abovethe average share.
But why 20 percentage points? Why not 15 per-
centage points or 25 percentage points, or some
other figure altogether?

As discussed previously, there must be a
definition of a standard of living at the poverty
level, before it can be measured. There is
nothing about the expenditure-based method-
ology that prevents a standard of living at the
poverty level from being defined; rather, the
need to defineastandard of livingisaprior step
that should happen before the methodology is
used to measure what income permitsapoverty-
level standard of living.

But once a definition of poverty is esta-
blished, alink needs to be drawn between pov-
erty and the proposed measurement. Drawing
this link is especially problematic, perhaps a
logically insurmountable problem, within the
expenditure-based methodology. In the case of
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the low income cutoffs, advocates of using this
measure as a poverty line need to show the
‘average share of income spent on food, clothing
and shelter plus 20 percentage points’ would
most likely lead to a standard of living that
conforms to an acceptable definition of ajust-
above-poverty-level standard of living, or
otherwise make the case that the ‘average
share of income spent on food, clothing and
shelter plus 20 percentage points represents a
just-above-poverty-level standard of living.
For example, taking one of the definitions of
poverty noted in thispaper, it would be necessary
to show how alow income cutoff-level income
usually would entail a ‘low cost’ standard of
living.

This linkage has not been demonstrated
inthe case of thelow income cutoffs—nor would
we expect it to be done by Statistics Canada,
since that agency does not advocate the mea-
sures be used for this purpose — but it is not at
al clear how such alinkage could be achieved
if one wanted to do so. Thereisnothingin the
expenditure-based methodology itself to sug-
gest amechanism. Moreover, thisisaproblem
for any attempt to use an expenditure-based
methodology to define any given standard of
living.

Thelink between astandard of living and
a measurement of the standard must be esta-
blished outside of themodel itself. Thisisnota
minor or technical criticism of the methodol ogy:
It goes to the core of the methodology. The
guestion the methodology is being used to
answer is. What incomeisrequired to attain at
least apoverty-level standard of living? But the
expenditure-based methodology must assume
an answer to thisquestion. The concept of ‘ mea-
surement validity’ in the social sciencesis the
“extent to which a measuring instrument ade-

guately and accurately reflects the meaning of
the concepts employed” [Hulchanski 1994: 3].
Expenditure-based methodologies do not pass
this test of validity in so far as they purport to
measure poverty. Thisisthe second challenge
facing this methodol ogy.

Returning to the first challenge noted
above, and equally fundamentally, how can we
be confident that families spending a similar
proportion of their income on food, shelter and
clothing do indeed share a similar standard of
living? Engel’slaw tells usthat families spend
asmaller proportion of theirincome onfood (or
in more modern terms, on necessities) as their
income increases. But it does not follow from
Engel’sLaw that two families of different sizes
spending the same proportion of their income
on food or necessities share the same standard
of living, which is the underlying assumption
behind use of the low income cutoffs or similar
expenditure-based methodol ogies to measure a
poverty line. Although all automobilesuse more
gas to go faster, it does not follow that all
automobiles use the same amount of gas to go
at any particular speed. Thislogica falacy is
implicit in jumping from Engel’s law (or its
modern equivalents) to the conclusion that
families spending a similar proportion of their
income on somemix of goodsand servicesshare
the same standard of living.

There are aso several issues warranting
consideration that are specific to the use of low
income cutoffs as poverty indicators. It is not
a al evident why an average of all families
proportion of spending is relevant to each
category of family. Thethreshold of 64 percent
of after-tax income spent on food, shelter and
clothing is derived by calculating the average
share of spending of all families on these
commodities and then adding 20 percentage
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points. But why not calculate the average
proportion of spending in each subcategory and
then add 20 percentage points to that? Thisis
an important methodological issue, as we can
see if we imagine that Toronto and Vancouver
were excluded from the family expenditure
survey data. Inthat case, shelter costson average
would be much lower and consequently the aver-
age expenditure on food, shelter and clothing
as a percent of average income (excluding
Toronto and Vancouver) would be much lower.

So long as low income cutoffs are being
used as a consistent way to measure income
distribution and the changing extent of low
income over time, it perhaps makes senseto use
asingle national average threshold. If the low
income cutoffs are ‘too high’ for some areas, it
doesnot matter inthisregard aslong asthey are
more or less consistently too high and we under-
stand that we are using the lines only to infer
general patterns of income distribution. For
example, there might be many familiesin rural
areas whose living standard would not seem
especially difficult or impoverished, despite
being below thelow income cutoffs. Yetif there
is an increase in the number of families below
the lines in rura areas, or in the gap between
averageincomes and the low income cutoffsfor
many rural families, we can be reasonably
certain that there has been an increase in low
income, athough the number of familiesin‘rea’
poverty might not be as represented by the low
income cutoffs. But as soon as we employ the
low income cutoffs as a poverty measure, the
use of anational average threshold representsa
serious problem. Put ssimply, the high cost of
shelter in Toronto does not increase poverty in
Brandon, and thisiswhat isimplied by the use
of asinglenational average of spending onfood,
clothing and shelter.

A different problem of averaging occurs
after the threshold (i.e., 64 percent) has been
calculated — namely, the‘ averaging’ of adequacy
estimates over various categories. Why do the
low income cutoffsinclude these 35 categories,
and not others? Included in the category of
500,000 and over’ isboth Winnipeg, with some
of the lowest cost housing among urban areas
in Canada, and Vancouver, with the highest cost
housing (for this reason Quebec has devel oped
its own adapted Quebec low income cutoffs).
Setting aside momentarily theissue of theincre-
ment in family size in the low income cutoffs
not necessarily representing the addition of a
child, what about children of different ages? Do
not older children cost more—becausethey have
greater needs — than young children? Other
issues about the specific composition of fami-
lies will also affect what is adequate for them.
For example, a family with two children aged
13 and 15 - one of whom isaboy and the other
agirl — will need a bedroom for each of their
children. Yet if afamily had two boys aged 13
and 15 it would be acceptable for them to share
abedroom. So, does not the age and sex of the
children have an impact on what isadequate for
afamily? Thelow income cutoffs take none of
thisinto account. [SeeWolfson and Evans 1992
for atechnical discussion of these issues from
the perspective of statistical analysis]

Thisset of questionsregarding ‘ averaging’
is common to both the expenditure-based and
the budget cost methodologies. As Saunders
[1999: 66] says:

Thereisno such thing as ‘the' cost of achild (as
we have also argued in another context above),
even for a child of agiven age and sex assumed
to beliving in ahousehold at a given standard of
living. The best that can be done is to produce
estimates that are likely to be broadly applicable
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to most circumstances and to be clear about how
they are derived and what limitations apply to
them.

Whatever methodol ogy isused, therewill
alwaysneed to besome‘averaging’ acrosscate-
gories. But therea so needsto be somerationale
for why certain categories are selected and not
others, and why those categories are appropriate
for the use to which the indicator is being put.
To the extent that the low income cutoffs are
used asapoverty indicator, itisnot at all obvious
what this rationale might be. In later sections
of this paper, wereview therationalefor specific
forms of ‘averaging’ in developing a quantita-
tive estimate for an adequate Canada Child Tax
Benefit.

The 1995 US panel of the National Acade-
my of Sciencesrecommended aform of poverty
linethat isin somewayssimilar to the Canadian
low income cutoffs. The US panel recom-
mended a poverty line constructed for a ‘refer-
ence family’ of two adults and two children
consisting of a percentage of the median expen-
diture by families of that structure on food, clo-
thing and shelter, timesamultiplier. The multi-
plier was meant to account for additional neces-
sities, such as personal hygiene items. While
the panel did not recommend specific valuesfor
these parameters, it did derive what it saw asa
reasonable range for these parameters. At the
bottom of the range was 78 percent of median
expenditure onfood, clothing and shelter multi-
plied by 1.15. At the high end of the range was
83 percent of median expenditure on the three
necessities multiplied by 1.25 times. The
poverty lines also would be adjusted for geo-
graphic place of residence by anindex of shelter
costs across the US.

Poverty lines for other family structures
are derived using equivalence scales, which are

discussed further below. However, the US panel
report does not explain why, if its methodol ogy
is valid for one structure of family, the same
methodol ogy should not be used for other family
structuresaswell. If apercentage of the median
spending on basic needs of a two-parent, two-
child family is an indicator of poverty for that
family structure, why should not a percentage
of median spending of a one-parent, one-child
family be an indicator of poverty for the latter?
If s0, why use equivalence scales?

Table 8 shows the values converted to
2003 Canadian dollars for an adequate child
benefit based on the US panel’s estimates of a
high and alow range of new US poverty lines.
These values are not adjusted for geographic
location. Adjusting for geographic location is
just a multiplication by an index that aver-
agesto 1.00; for example, multiply by 1.28 for
New England or by 0.953 for Southern metro-
politan areas of 250,000-500,000 [Citro and
Michael 1995: 253].

The US panel’s recommended poverty
lines suffer from many of the same defects as
the low income cutoffs. Thereis no justifica-
tion for picking any particular percentage of
median expenditure on food, clothing and
shelter, so the panel’s recommendationsfail the
second challenge noted above - to link the
recommended poverty lineto astandard of living
just above the poverty line (or any standard of
living at all). Thepanel rejectsso-called ‘ expert’
budgets because they involve judgements, but
provides no alternative objective basisfor selec-
ting the values for its recommended methodol -
ogy — other than the preference of politicians,
which presumably can comeout of thinair. Nor
isthere any compelling explanation for picking
these three necessities. A dissenting comment
asks: “What scientific basisexistsfor concluding

Caledon Institute of Social Policy 27



Table 8
Estimates of an adequate child benefit for a family with two adults,
derived from recommendations of the 1995 US panel on poverty measurement

Number of Low High
children estimate estimate
1 $3,424 $3,805
2 $3,123 $3,564
3 $2,904 $3,384
4 $2,736 $3,241
5 $2,736 $3,126

Source: Calculations by author from Citro and Michael 1995: 251, converted to 1992 C$ using Purchasing Power
Parity from OECD historical series and updated to 2003 C$ using the Consumer Price Index historical summary from
Statistics Canada, CANSIM |1, table 326-0002 and Catal ogue nos. 62-001-XPB and 62-010-XI1B.

that food, clothing, and shelter are basic needs
and health care or personal care services are
not?’ [Citro and Michael 1995: 387]. Thereis
no answer to this question.

The USpanel’srecommendationsalsofail
the first challenge noted above: There is no
reason to supposethat all familiesat its poverty
lines (whatever they would turn out to be when
someone decided what percentage of median
spending on food, clothing and shelter should
be adopted) share the same standard of living,
whether or not that standard of living is just
abovethe poverty level. Much of thedifference
in poverty lines for these familiesis due to the
‘equivalencescale’ by whichthe poverty line of
the reference family of two adults and two
children is adjusted for other family structures.
Sarlo too has adopted thisUS equivalence scale
in his most recent work. The US panel’s equi-
valence scales are discussed further below.

Overdl, thereis much in the voluminous
report of the US panel that is of great value,

but it does seem better at criticizing other
approaches than in adopting an improved
approach. Ironically, the very same criticisms
it offers for rejecting other approaches to set-
ting poverty lines are often applicable — some-
times more applicable — to its own recom-
mended poverty lines. For example, many
other approachesto poverty lines are dismissed
because they involve judgementsor are deemed
to be subjective. However, asnoted, the core of
the new recommended approach demands
deciding on an absolutely central value: What
percentage of median spending onfood, clothing
and shelter represents areasonable poverty line?
Thereport offerslittle guidance upon which this
critical judgement could be made and debated
rationally beyond a few words loosely tossed
off in the middle of a paragraph, cited above:
that poverty amounts to “insufficient resources
for basic living needs.” If one politician makes
the judgement that, say, 70 percent is the right
number, why should not the next politician have
theright to remake the judgement? Perhapsthe
second politician thinks the number should be
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80 percent? In the end, the panel’s recom-
mended poverty linesseem at |east as capricious
asthe ones they are meant to replace.

The USpanel report isacase of thewhole
being less than the sum of its parts. The report
reflectsthe conceptual confusion between mea-
surement and definition that has plagued the
field of poverty measurement, aswell asthe ulti-
mateincapacity of expenditure-based methodol-
ogiesto provide abasisfor sound poverty lines.

Alternative survey-based methodologies

Thelow income cutoff methodology isan
instance of what are sometimes called ‘1SO-
PROP methodologies [Watts 1977]. The low
income cutoff methodology describes incomes
which all share the same (whence ‘iso’) pro-
portion (whence ‘prop’) of some type or types
of expenditure. An|SO-PROP methodology is
one that keeps some categories of spending
constant as a proportion of income across fam-
ilies, to compare incomes among different
families all of which have the same propor-
tionate expenditure of income on those cate-
gories.

The low income cutoffs use the pro-
portion of income spent on food, clothing and
shelter; the original Engel curve used the
proportion of income spent just on food; in
Australia, Percival and Harding [2000] employ
food at home, fuel and power, household non-
durables for use inside the home, postal,
telephone and telegram charges, and personal
care products and services. Invariably, thereis
something arbitrary in the selection of arange
of expenditures to utilize. Whatever expendi-
tures are included, there is an assumption
inherent in al 1SO-PROP methodologies — at
least to the extent that these measures are used

as indicators for poverty — that a constant
proportion of some type of expenditure reflects
a similar standard of living. The US panel’s
poverty measures are not a classic 1SO-PROP
methodol ogy, sincethe poverty linesfor families
other than two-adult, two-child families are
derived from an equivalence scale rather than
from independently derived estimates for other
size families. However, many of the meth-
odological problems remain the same.

Asdiscussed above, to the extent that any
| SO-PROP methodology purports to represent
itself as measuring a standard of living, there
needs to be evidence outside of an expenditure
survey to show that a particular proportion of
income devoted to a particular range of com-
modities represents both an equal standard of
living among families spending their incomein
that way and aparticular standard of living. If
we know that two families each spend x percent
of their income on A plus B plus C goods and
services, doesthisimply that thosetwo families
shareasimilar standard of living and, if so, what
is that standard of living? Does spending x
percent on A plus B plus C mean that thefamilies
are each poor, or that they each enjoy a
comfortable living standard, or could one be
poor and the other comfortable? As argued
above, there does not seem to be any way within
the 1SO-PROP methodology to answer these
guestions.

The extended linear expenditure sys-
tem (ELES) is a more complex attempt to use
expenditure survey data to estimate adequacy.
Essentially, the EL ES methodol ogy uses econo-
metric techniquesto hold the* utility’ of families
constant, rather than their standard of living, so
as to quantify the contribution of all surveyed
variables (not just those such as food and
clothing) to differencesin expenditure patterns
among families and alow the ‘pure’ effect of
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an additional child to beisolated. Theclamis
that the EL ES can distinguish between spending
incurred because of the preferences of families
(whether or not they have achild) and spending
patterns that occur just because they have an
additional child.

From the perspective of measuring pov-
erty, ELES suffers from a number of method-
ological problems. First, and most importantly,
poverty isnot aconcept of theinternally exper-
ienced well-being (utility) of afamily; rather, it
is a standard of living. As Amartya Sen elo-
quently putsit: “ A grumbling rich man may well
be less happy than a contented peasant, but he
does have a higher standard of living than that
peasant; the comparison of standard of livingis
not acomparison of utilities’ [Sen 1983]. There
may be many families that are poor but live
happier lives than their wealthier counterparts;
neverthel ess poor, happy familiesare still poor.

Secondly, a consistent application of the
microeconomic model used by ELES assumes
that al decisions made by afamily are done to
maximizetheir utility, including the decision to
have children. A consistently applied ELES
model cannot calculate the additional cost of
children, without also counting in the added
utility of the children to the family deciding to
have them in the first place. This may sound
somewhat farfetched to the non-economist, but
thisisaserious problemin applying athorough
utility maximization assumption: Essentialy,
children cannot have a utility-diminishing cost,
especially when the cost of information and so
onistakeninto account, elsewhy did thefamily
havetheminthefirst place? Or to putitinano-
ther way, the only possible utility-diminishing
cost of achild isthe extent to which having the
child was an unavoidable mistake onthe parent’s
part! Finaly, likethel SO-PROPmethodologies,
even if ELES can estimate the different costs of

children to families enjoying the same utility
(whatever that is), how canit say what that utility
represents—whichlevel of utility meansafamily
isin poverty?

Summing up the results of her elaborate
and careful applications of ELES methodology
to Australian data, Valenzuela makes clear that
her ELES based estimates of the cost of achild:

...indicate how much parents actually spend on
their children, even though the amount spent
might be considered inadequate or excessive by
some other standards. An alternative procedure
for estimating costs of children is called the
‘budget standards (or ‘basket of goods’)
approach. (The ‘basket of goods approach is
what we call in this paper the ‘budget cost’
methodology.)

The basket of goods approach indicates how
much parents ought to spend on their child...In
this sense, it provides an ‘ideal’ or desirable
costing. The estimates based on the basket of
goods approach therefore provides answers to
the question: ‘What should be the cost of a
child?

Estimates of child costs from these two alterna-
tive methods (EL ES and basket of goods) are not
comparable in that each one is intended to
measuretwo different costs. Thebasket of goods
approach clearly involves some normative
judgement and is ideal for computing the min-
imum cost requirements for keeping children at
acceptable standards of living. Onthe other hand,
the demand system [ELES] approach indicates
what is actually spent on children by households
and families according to the expenditure
behaviour of families. Because of their very
nature, it would therefore not be surprising to
see that estimates from these two approaches
are not necessarily the same. Studies reveal
that costs from the demand system approach
tend to be lower on average compared with
those estimates coming from the basket of
goods approach.

As aresult of their basic differences, the cost
estimates emanating from these two different
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approaches are used for different purposes.
Budget standard estimates, for instance, would
be more appropriate for the estimation of pov-
erty lines while analysis of income distributions
and related welfare [well-being] issues can be
more properly performed using demand system

estimates [Valenzuela 1999: 72].

Deprivation index-based poverty lines

At a higher level of generalization, both
the 1 SO-PROP and the EL ES methodol ogies can
be caled ' ISO-WELFARE' strategies, because
they attempt to keep some measure of family
welfare constant across different family struc-
tures. What they all have in common is the
missing link to a standard of living just above
poverty, or another particular standard of living.
Essentially, these methodol ogies attempt to use
observable spending behaviour of families to
infer their standard of living. They attempt
indirectly to obtain information on families
standards of living, presumably making the
implicit assumption that we cannot directly
observe information on standard of living. But
is this implicit assumption correct? Why not
directly observefamilies' standard of living?

An alternative methodology turns the
|SO-WELFARE strategy on its head: Rather
than undertaking a survey of spending to deter-
minetheincome most likely to result inagiven
standard of living (in this case, a just-above-
poverty-level standard of living), instead under-
take asurvey of standard of living to determine
associated income levels. Peter Townsend first
devel oped thisaternative methodol ogy in depth
in Poverty in the United Kingdom [1979]. The
methodology has been extensively explored in
the UK, although it does not appear that it has
actually been used to generate poverty lines per
se. As discussed above, the UK’s new three-
part measures of child poverty include asophis-

ticated set of indicators of deprivation, but do
not relate these back to income.

Although the UK does not appear to have
plansto useits survey of deprivation asabasis
for estimating poverty lines, in the sense of
income levels at which deprivation is likely, it
would berelatively smpleto do so. Inoutline,
a methodology to derive poverty lines using a
deprivation-based approach would consist of
the following steps:

1. Define ‘in words' a standard of living that
is just above the poverty level, capable of
being operationalized in a survey format.
Operationalizing astandard of poverty might
mean developing from that standard a“list’
of itemswithout a certain number of whicha
family would be considered to be below the
standard, as in Townsend's concept of rela
tive deprivation. For example, there might
be a dozen items judged to be part of a stan-
dard of living just above the poverty level,
and a reasonable judgement might be that
missing any four of theseindicateafamily is
living in poverty. Thisis the same type of
methodology that is used in the health field
to define a number of conditions such as
depression and chronic fatigue syndrome.
In its child poverty measures, the UK has
developed a set of surveyable goods and
services, and is applying this technique,
although it has done so without articulating
the definition of a poverty-level standard of
living.

2. Survey families to ascertain their consump-
tion and expenditure patterns (as is already
done in Canada through the Survey of
Household Spending). See which families
are doing without the needed items. The UK
iIsdoing thisin asurvey in 2004.
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3. Use statistical techniques to link income
levelsto likelihood to bein poverty, as mea-
sured by the absence of a certain number of
itemsonthedeprivationindex. Insimplified
form, thisisamatter of regressing the sample
of families, with income as the dependent
variable and the deprivation indicators asthe
independent variables, for families of dif-
ferent structures. This should be easy to do
inthe UK after it completesits 2004 survey.

4. If there exists reasonable statistical relia-
bility for the relationship, the result would
allow an estimate of incomes likely, for var-
ious familia subcategories, to be just above
a poverty-level standard of living. These
estimates are the new poverty lines.

The deprivation-based derivation of pov-
erty lines has a number of methodological and
practical advantages. Fundamentally, it permits
empirical and inexpensive (once the basic data
has been gathered) investigation of issues
regarding poverty. For example, it might turn
out empirically that there is no reasonable sta-
tistical reliability in the relationship between
income and deprivation — i.e., income is not a
good indicator of likelihood to be in poverty.
Although counterintuitive, the possibility of
finding a non-relationship is a strong argument
in favour of this methodology since the rela
tionship between income and likelihood of a
just-above-poverty-level standard of living is
ultimately empirical. A good methodology
should not, therefore, axiomatically assumethat
income is a reliable predictor of poverty, but
instead should permit this to be an empirical
finding (or otherwise) of research.

In respect of practical investigation of
poverty issues, depending upon the survey sam-
plesize, it would be easy to *drill down'’ to var-
ious categories of detaill using a deprivation-

based approach. For example, equivalence
scaeswould be unnecessary sincethe datacould
readily be analyzed for families of different size
and structure. Poverty lines for different size
cities and geographic regions could be derived.
Most importantly, it would be possibleto invest-
igate empirically the answers to new questions
that may be needed to shed light on public
policy issues; for example, whether housing
tenureisasignificant factor in likelihood to be
poor. With current techniques, we know only
that renters have lower incomes than owners.
This tells us that renters are more likely to be
poor, but it does not tell us whether a renter
would just be a poor owner if they owned a
house. The deprivation-based approach would
allow us to see whether renters need a higher
income than homeowners in order to attain a
similar standard of living. In other words, would
changing housing tenure—everything else being
equal — change likelihood to be deprived?

To our knowledge, the use of a depri-
vation index in this manner has not been pre-
viously articulated, likely because of the per-
sistent confusion between measurement and
definition of poverty. Thedeprivationindex has
been seen as an alternative to income as away
of measuring poverty, not asaway of measuring
standard of living that can then be linked
statistically toincomelevelsmost likely to result
in apoverty-level standard of living.

A deprivation index methodology could
be readily adopted for use in Canada. The
Survey of Household Spending already asks
several questions that could be used for this
purpose, and it would likely not be too difficult
to adapt thissurvey instrument. Using an exis-
ting survey mechanismwill substantially reduce
costs; in fact, the main incremental expense
would be for research that, while not trivial,
should not be prohibitive. So far as we know,
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this alternative methodology has not been used
in Canada, but it could at the very least be a
useful addition to our understanding of poverty
in our nation.

Budget cost strategies

Budget cost strategies are much easier to
understand than expenditure-based strategies.
A budget cost strategy consists of defining a
basket of goods and services necessary to
achieve a given standard of living, and then
determining how much the basket costs.

Given its intuitive clarity, it is not sur-
prising that the earliest attempts rigorously to
work out a poverty line employed abudget cost
strategy. In his classic 1901 report Poverty:
A Sudy of Town Life, Seebohm Rowntree
devel oped adetailed schedul e of necessitiesand
then proceeded to cost these at local storesin
the city of York (UK). Like expenditure-based
methodologies, budget cost strategies must
define a standard of living before they can
compile alist of goods and services needed to
attain that standard of living. In Rowntree's
case, we would today see the standard of living
he defined asthe barest subsistence, perhapsjust
enough to keep the body sustained, and far below
an acceptable just above-poverty standard of
living. Indeed, Rowntree'sliving standard today
might instead be considered as a (barely) sus-
tainable state of extreme poverty.

Rowntree described the standard of living
that hisminimal budget would enable asfollows:

A family living upon the scale allowed for in
this estimate must never spend a penny on rail-
way fare or omnibus. They must never go into
the country unless they walk. They must never
purchase a halfpenny newspaper or spend a
penny to buy aticket for apopular concert. They

must write no letters to absent children, for they
cannot afford to pay the postage. They must
never contribute anything to their church or
chapel, or give any help to a neighbour which
costs them money. They cannot save, nor can
they join asick club or trade union, because they
cannot pay the necessary subscriptions. The
children must have no pocket money for dolls,
marbles, or sweets. The father must smoke no
tobacco nor drink beer. The mother must never
buy any pretty clothes for herself or her child-
ren, the character of the family wardrobe, as for
the family diet, being governed by the regula-
tion: ‘Nothing must be bought but that which is
absolutely necessary for the maintenance of
physical health, and what is bought must be of
the plainest and most economical description.’
Should achild fall ill it must be attended by the
parish doctor; should it die, it must be buried by
the parish. Finally, the wage earner must never
be absent from work for one day [ Rowntree 1901

133-134].

There are two reasons for citing this
lengthy extract from Rowntree's early ground-
breakingwork. First, itillustratesclearly that a
budget cost approach is not, as is sometimes
claimed, an ‘absolute’ poverty measure (while
expenditure-based methodologies are often
described in contrast as‘relative’). Anabsolute
poverty measureis conceived as atimeless and
socially detached measurement of minimum
required necessities, which would be asaccurate
in 500 BC Mesopotamia as 1700 London and
2005 Toronto. If there is any such thing, it
perhaps consists of some minimum caloric count
and provision for shelter of somekind, although
it would be impossible to recreate the method
of obtaining those calories and the nature of
shelter in the modern world. Indeed, as life
expectancy and ‘health expectancy’ have
changed, adiet just sufficient to allow abody to
survive for another day, likely to die at about
age 40, isnot acceptable asaminimum standard
in today’s world. Even if there were such an
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absolute standard, it would only be of anthro-
pological interest and would not be relevant to
planning a contemporary income security sys-
tem.

Deciding what items need to be included
in abudget isanormative decision-making pro-
cess about what are acceptable standards in
today’s society — a point also made by Sarlo.
Social standards change, partly because of
expectations, but partly aswell dueto concrete
and objective changesin the economy.

In the immediate post-war period, few
familieshad telephones and refrigerators. Now
both atelephone and refrigerator are unarguable
necessities. It is not that it was impossible to
live without a telephone 200 years ago. There
was no such thing as a telephone and con-
sequently society used other modes of commu-
nication. But since the telephone has become
ubiquitous, the alternative modes of interper-
sonal communication that had been used to
accomplish what the telephone now accom-
plishes(e.g., twicedaily mail delivery) haveall
but disappeared, so not having atelephone now
results in extreme isolation. Similarly, before
everyone had refrigerators, food distribution was
organized on the assumption that households
could store perishablefood for only avery lim-
ited time. Grocery storeswere aways close by
and systems such as daily bread and milk home
delivery were in place. The iceman delivered
blocksof ice. Thesedternative systemsare now
gone, and anyone without refrigeration will have
immense difficulty maintaining a healthy diet.

Rowntree’s poverty-level standard of
living is not absolute, asit is very much rooted
initstimeand place. Hispoverty-level standard
of living isunacceptablein amodern devel oped
country, whatever one’s political inclination.
No one with a serious interest in public policy

could propose Rowntree's standard of living as
representing even a sustainable poverty level
today —it is certainly much less generous than,
for example, Sarlo’s ‘basic needs' definition of
a poverty-level standard of living. Thus the
citation from Rowntree nicely illustrates the
relativity of the budget cost strategy.

As is diagrammatically illustrated in
Table 9, both methodologies for estimating the
income needed to attain just-above-poverty-
level standards of living are usually relative.
The distinction between methodologies is not
that of arelative versus an absol ute poverty line,
as commonly stated. In fact, the distinction
between ‘relative’ and ‘absolute’ is not par-
ticularly relevant in amodern context.

The second reason for citing Rowntree
isto illustrate that a clear definition of a just-
above-poverty-level standard of living is also
needed using abudget cost approach. A budget
ISjust another way to associate an incomelevel
with aliving standard. It does not in itself tell
us what any given living standard represents.
We could use the budget cost approach to esti-
mate theincome needed for any living standard,
from the most luxuriousto the most constrained.
In an application of a budget cost strategy, the
failureto define explicitly the standard of living
that ismeant to be achieved by the budget means
that there is no reference point from which to
arbitrate whether a specific item should be
included within the budget or not. The failure
to define explicitly the standard of living being
targeted also decreases the likelihood of con-
sistency in the selection of items for inclusion
in the budget, or even to know whether thereis
consistency.

Should the budget include a modest suit
or equivalent more formal clothes for aman or
a woman? Should the budget include the
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Table9
Relative and absolute concepts of poverty ver sus methodologiesto estimate
income needed to attain just above a poverty-level standard of living

Relative

Absolute

standards.
Budget cost

current living standards.

Expenditure-based | Reflects current expenditure patterns, None.
which are based on current living

Any realistic budget will need to be
updated from time to time to reflect

Minimum needs to sustain existence
without immediate deterioration in
physical health.

modern equivalent of Rowntree's* penny to buy
aticket for apopular concert?” How could one
decide on these questions without reference to
some description of what standard of living the
budget is meant to represent? If mere survival
is the goal, any clothing will do and enter-
tainment is not needed. If social participation
—including employment — isthe goal, then alter-
native clothing and somelimited forms of enter-
tainment are needed.

Theargument made by the US panel (cited
above) against what it calls, somewhat dis-
paragingly, ‘ expert budgets' is both correct and
incorrect. The panel is correct in concluding
that expert budgets require normative judge-
ments, are relative to the norms of society at a
given time and cannot be based on pure science,
so that in this sense the budget methodology is
neither absolute nor objective. Butthe US panel
iswrong in rejecting the budget methodol ogy
on these grounds. Every methodology is going
to require some judgement, since the concept
of aliving standard just above the poverty level
is fundamentally one of judgement. However,
the judgements inherent in compiling a budget
can berationally debated if the assumptionsare

made clear, and there is no reason to reject this
particular methodology based on its lack of
objectivity.

As previously discussed, Sarlo does pro-
vide a definition of poverty as meeting basic
needsfor long-term physical well-being. While
one may disagree with Sarlo’s definition of
poverty, it is possible to discuss whether *basic
physical needs’ should include a‘penny to buy
a ticket for a popular concert.” Similarly, as
another example, the Australian low cost stan-
dard could form the foundation for the devel op-
ment of abudget to estimate theincomerequired
to support afamily at a poverty-level standard
of living. The Australian low cost standard
certainly would include the modern equivalent
of Rowntree’s ‘penny,” while Sarlo’s would
likely not. Deciding what to includein the bas-
ket will still require normative judgement, but
at least with astated definition therewill be some
rational basis upon which to argue that agiven
item ought or ought not to be included.

Sarlo’s poverty lineis based on a market
basket approach. It should be possible to cal-
culate the resulting ‘adequate child benefit’
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according to Sarlo’s poverty linesby subtracting
the poverty linesfor families of each increment
sizeone. However, in his2001 study, Sarlo uses
equivalence scales adopted from the US 1995
panel study rather than actually calculating a
budget for each family size. (Equivalencescales
and their implications are discussed further
below.) By using the US panel’s equivalence
scales, Sarlo has imported a hybrid assumption
into his market basket approach, so that only
hisreferencefamily of four reflectsatrue budget
cost strategy. As well, Sarlo does not specify
whether theincrementsinfamily sizearedueto
an additional adult or child, sowecanonly infer
a general estimate, assuming that most incre-
ments are for an additional child.

Taking account of the above provisos,
Table 10 calculates what an adequate child
benefit would be based on Sarlo’s poverty lines,
updated from the year 2000 to 2003 using the
Consumer Price Index. The valuesfor at least
the first two children are substantially higher
than today’s Canada Child Tax Benefit.

TheALL from Winnipeg is also abudget
cost approach to poverty lines. However the

ALL poverty linesarenot calculated for different
sizefamiliesin suchaway asto makeit possible
to extract an estimate of an adequate child
benefit; the gradations by family size are not
increments by number of children. Therefore
we cannot use the current ALL poverty linesto
estimate adequacy levels, though perhapsALL
might in future updates be able to undertake a
review of various family sizes where the incre-
mental differenceisjust one child. If so, these
detailed family budgets would be a helpful
referenceto ground future work on child benefit
adequacy.

The Market Basket Measure

Like Australia, the UK and the US,
Canada’'s governments have recently shown
interest in an improved way of measuring
poverty. The Market Basket Measure was
developed by Human Resources Development
Canadain consultation with afedera -provincial/
territorial working group of research officials,
and with data collection by Statistics Canada.

Adequate child benefit according to SaTr?g’ISl:)Lgsic needs poverty lines, in 2003 dollars
Family size Sarlo’s poverty lines Adequate child benefits
2 $15,006
3 $18,238 $3,233
4 $21,510 $3,271
5 $23,928 $2,418
6 $26,509 $2,582

Source: Calculated from Sarlo, 2001 Table 5: 17 and updated to 2003 C$ using the Consumer Price Index historical
summary from Statistics Canada, CANSIM |1, Table 326-0002 and Catal ogue nos. 62-001-X PB and 62-010-X1B.
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The Market Basket Measureisthe only attempt
in the last several decades by governments in
Canadato find a poverty measure that they can
use to track progress in addressing poverty —
notwithstanding the denials that the Market
Basket Measure represents an ‘ official poverty
line’ [Human Resources Development Canada
2003]. The Market Basket Measure is there-
fore an important milestone in social policy, if
only because Canada sgovernments havefinaly
recognized the need to measure poverty in some
meaningful manner.

Overall, the Market Basket Measureis a
creative and valuable attempt to construct a
credible poverty measure using a budget cost
methodology. However, as might be expected
inthefirst round of developing anew indicator,
there remains much work before the Market
Basket Measure becomes a well-established
indicator that can be used with confidence.
Since the question that is the subject of this
report —‘What is an adequate child benefit? —
essentially comes down to developing an
acceptable poverty line, and because of the
Market Basket Measure’'s importance as the
first and only government-endorsed attempt to
develop a new indicator that could be used to
measure poverty, the Market Basket Measureis
thefocus of much of the remainder of thisreport.
Theanaysisheremay contributeto animproved
Market Basket Measure.

The Market Basket Measure is described
asa'goodsand services measure as opposed to
Statistics Canada' s L ow Income M easure (one-
half of median income), whichisdescribed asa
relative measure [Human Resources Develop-
ment Canada 2003: 2]. However, all relevant
measures of low incomeor poverty are‘relative
to contemporary living standards, as we have
seen. Aswell, itisclear that the Market Basket

Measure is not an absolute measure, assuming
there is such athing, as it contains much more
than a bare minimum to survive:

The market basket on which the Market Bas-
ket Measure is based includes specified quanti-
ties and qualities of goods and services related
to food, clothing and footwear, shelter, and
transportation. It also contains other goods and
services such as personal and household
needs, furniture, telephone service and modest
levels of reading, recreation and entertain-
ment (e.g. newspaper and magazine subscrip-
tions, feesto participatein recreational activities
or sports, video rentals, tickets to local sports
events) [Human Resources Development

Canada 2003: 4].

The Market Basket Measure discussion
continues the long tradition in poverty research
of confusing the distinction between ‘relative
versus absolute’ with ‘ expenditure based versus
budget based.” In fact, the Market Basket
Measure is a budget-based measure, but is also
relative to existing living standards — as must
be any meaningful poverty measure.

Having claimed to be non-relativistic,
the Market Basket Measure' sdesigners perhaps
felt they did not need to base it on any explicit
living standard. Although it is clear from the
context that the Market Basket Measure is
meant to provide abudget adequate for aliving
standard just above the poverty level, theliving
standard that it is measuring is never actually
described but remains implicit. Instead, the
Market Basket Measureis said “to complement
other toolsto assess|ow income such asthelow
income cutoffs and the Low Income Measure.
It is not an official poverty line...” [Human
Resources Devel opment Canada 2003: 2]. How
is it known a priori that the Market Basket
Measureisameasure of low incomerather than,
say, of upper-middle income? The answer is
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that “ Asdefined by the Market Basket Measure
a person in low income is someone whose ...
income falls below the cost of the goods and
services in the Market Basket...” [Human
Resources Development Canada2003: 4]. This
is circular reasoning at its best, and does not
help in understanding what it isthat the Market
Basket Measureisredlly attempting to measure.

Appendix 2 summarizes the living stan-
dard assumptions madefor each category of item
in the Market Basket Measure. A review of
these items shows that they are not consistent
in representing a given living standard. For
example, the shelter budget is said to “ensure a
decent quality of housing even in areas where
there is a limited supply of available low-cost
housing” [Human Resources Development
Canada 2003: 40]. In the case of clothing and
footwear, it wasfound that “ Just over half of all
families of two adults and two children in
Winnipeg spent more on clothing and footwear
than did the reference family purchasing only
the items in the ALL (the accepted list for the
Market Basket Measure) clothing and footwear
basket. This represents a standard somewhat
above that aimed for by the Market Basket
Measure” [Human Resources Development
Canada 2003: 39]. Presumably this means that
many more than half of families should be
expected to spend more than the standard
“amed for by the Market Basket Measure.”
We are not told what standard the Market Bas-
ket Measureis aimed at, but whatever standard
the developers had implicitly in mind, it is by
implication one that many more than half of
Canadians would be above.

Overall, the Market Basket Measure
would beastronger and moreuseful contribution
if it were based on an explicit description of a
living standard. Thiswould allow knowledge-

able debate to occur as to whether the Market
Basket Measure indeed represents areasonable
just-above-poverty-level living standard for
Canada. Anexplicitly stated standard of living
also would give some basis for sensible dis-
cussion about whether some items ought or
ought not to be included. Without such a stan-
dard, inclusion or exclusion appears to be a
matter only of opinion or taste.

Equally important, an explicitly described
standard of living can be used as a basis for
maintaining the Market Basket M easure over the
long term. If the Market Basket Measure is to
beauseful measurefor the next several decades,
it will have to cope with changing community
standards of what is necessary —whichisanother
reason why current confusion about the Market
Basket Measure not being a relative standard
must be clarified. To do so will require a con-
sistent referenceto aliving standard that can be
measured over time. It may bethat a cellphone
and access to the Internet will someday be seen
as necessary as today’s refrigerator and wired
telephone. If future (or current) decisions about
what to include and exclude in the Market
Basket Measure are not to be arbitrary, these
decisions need to be justified on the basis of
meeting an explicit standard of living.

Basing the Market Basket Measure on an
explicit standard of living does not necessarily
mean that the standard of living chosen has to
be called ajust-above-poverty-level standard of
living. It can just be called alow cost standard
or given some other innocuous name, if gov-
ernments are too shy to call the Market Basket
Measurewhat it really is. However, thiswould
represent an excess of caution onthe part of gov-
ernment agencies. The Market Basket Measure
IS meant to provide a just-above-poverty-level
standard of living; if aliving standard is expli-
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citly chosen, it should berecognized asapoverty
standard.

If we accept the Market Basket Measure
as the best and most current example of a
Canadian budget cost methodology, what does
itimply for thelevel of adequate child benefits?
Asdiscussed previously, thelogical method for
determining child benefit adequacy isto calcu-
late the difference in Market Basket Measure-
required income between two families, where
the families are structured the same except that
one family has an additional child. In other
words, the difference in budgets between dif-
ferently sized families is the estimate of the
incremental cost of achild accordingtotheMar-
ket Basket Measure. The Australian literature
refers to this as the ‘difference method.” This
method:

estimates the costs of children by taking the
difference in the budget standards for house-
holds with and without children, or with differ-
ent numbers of children. Thus, for example, the
cost of the first child is estimated by taking the
difference between the budgets of a couple with
one child and a couple with no children (or as
the difference between a sole parent with one
child and asingle person). The great advantage
of the difference method is simplicity; once the
budgets have been derived it is straightforward
to take differences to estimate the costs of child-
ren [Percival and Harding 2000: 82].

Regrettably, the difference method cannot
be applied to the Market Basket Measure, for
the simple reason that the Market Basket Mea-
sure budget has been calculated only for one
‘reference family’ consisting of “one male and
one female adult aged 25-49 with two children,
a girl aged 9 and a boy aged 13” [Human
Resources Development Canada 2003: 35].
Thus we have no Market Basket Measure bud-
get for asimilar family with, say, only adaughter.

To calculate the budget for other size families,
the existing Market Basket Measure instead
uses‘ equivalence scales.’

The Market Basket Measure uses the
equivalence scales adopted by Statistics Canada
for the Low IncomeMeasure. TheLow Income
Measure is another measure of low income
based on half of median family income. The
Low Income Measure is often used in inter-
national comparative studies because it isrela
tivized to each country’s currency and median
income. Statistics Canada’sLow Income Mea
sure equivalence scales are: 1.0 for the oldest
person in the family, 0.4 for the next oldest, 0.4
for any additional family membersover 16 years
of age, and 0.3 for any additional family
members under 16 years of age. Thusthe Mar-
ket Basket Measure reference family has a
weightingof 1.0+ 0.4+ 0.3+ 0.3 =2 according
to the Statistics Canada Low Income Measure
equival ence scal es[Human Resources Devel op-
ment Canada 2003: 34].

The next section discusses this and other
equivalence scales in detail. There are, as we
shall see, some serious doubts about using the
Low Income Measure equivalence scales. How-
ever, for the time being using these equivalence
scales, the Market Basket Measure results in
the adequacy levelsfor child benefits set out in
Table 11.

The estimates of adequacy range from a
low of $3,177 for a child under 16 in small
Quebec cities, to a high of $5,750 for a child
over 16in BC townsunder 30,000 in population.
This is quite close to the levels derived using
thelow income cutoffs— $3,463 for first children
in rural areas to $6,194 for a second child in a
large urban area.
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Table 11

Estimate of adequate child benefits based on the
Market Basket Measure and L ow | ncome M easure equivalence scales

Community/community size Child over 16

Child under 16

Sole parent supplement

St. John’sCMA

PEI Rural
PEI <30,000
Charlottetown CA

Nova Scotia Rural
Nova Scotia <30,000
Nova Scotia 30-99,999
Halifax CMA

Sydney CA

New Brunswick Rural
New Brunswick <30,000
Fredericton CA

Saint John CMA
Moncton CA

Québec Rural

Québec <30,000

Québec 30,000-99,999
Québec 100,000-499,999
Québec City CMA
Montréal CMA

Ontario Rural

Ontario <30,000

Ontario 30,000-99,999
Ontario 100,000-499,999
OttawaCMA

Hamilton CMA

Toronto CMA

Manitoba Rural
Manitoba <30,000
Brandon CA
Winnipeg CMA

Saskatchewan Rural
Saskatchewan <30,000

Saskatoon CMA
ReginaCMA

Newfoundland & Labrador Rural
Newfoundland and Labrador <30,000

Saskatchewan 30,000-99,999

5111
5,256
4,819

4,714
4,931
5,087

5,036
5,086
4,666
4,921
4,521

4,860
4,926
4,788
4,447
4,588

4,632
4,652
4,236
4,359
4,431
4,488

5,023
5,018
4,612
4,908
5,301
4,749
5,469

4,586
4,827
4,349
4,550

4,647
4,844
4,332
4,563
4,488

P BB B P BB BB R A A R L PP B BB P P BB B P @B BB P @B PP @B PP

3,833
3,942
3,614

3,536
3,698
3,815

3,777
3,814
3,500
3,691
3,391

3,645
3,695
3,591
3,335
3,441

3,474
3,489
3,177
3,270
3,323
3,366

3,768
3,764
3,459
3,681
3,975
3,562
4,101

3,440
3,620
3,262
3,413

3,486
3,633
3,249
3,422
3,366

P B BB P B B BB R A A R PP B BB P P BB B P P B BB P B PP B PP

1,278
1,314
1,205

1,179
1,233
1,272

1,259
1,271
1,167
1,230
1,130

1,215
1,232
1,197
1,112
1,147

1,158
1,163
1,059
1,090
1,108
1,122

1,256
1,255
1,153
1,227
1,325
1,187
1,367

1,147
1,207
1,087
1,138

1,162
1,211
1,083
1,141
1,122

B BB B P TR P H PP P H HhH B BB P P HPH B P B BB B P AR AR AR
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AlbertaRural $ 4,902
Alberta <30,000 $ 5144
Alberta 30,000-99,999 $ 4,735
Edmonton CMA $ 4,714
Calgary CMA $ 4,836
BC Rurd $ 5,675
BC <30,000 $ 5750
BC 30,000-99,999 $ 5,378
BC 100,000-499,999 $ 5327
Vancouver CMA $ 5,558

$ 3,676 $ 1225
$ 3,858 $ 1,286
$ 3,552 $ 1184
$ 3,536 $ 1179
$ 3,627 $ 1,209
$ 4,256 $ 1419
$ 4313 $ 1438
$ 4,034 $ 1345
$ 3,995 $ 1332
$ 4,169 $ 1,390

Note: Sole parent supplement isfor sole parents whose oldest child is under 16, reflecting the Low Income Measure
equivalence scale weighting of 0.4 rather than 0.3 for these children.

Source: Human Resources Devel opment Canada (2003), cal culations by author.

In general, the budget cost strategy is an
appropriate and accessible methodology for
estimating adequate child benefits. The Mar-
ket Basket Measure is the most recent Cana-
dian instance of a budget cost strategy. An
aternative methodology based on a ‘depriva-
tionindex’ —asurvey of living standards— aso
would be appropriate for delineating income
levels associated with a poverty standard, and
therefore allowing us to calculate the level of
an adequate child benefit. However, a survey
of living standards has not been done, and so
far aswe know, has not been considered among
Canada's strategies to define poverty lines. On
the other hand, the Market Basket Measure
existsand plansmay bein placeto continue and
improvethemeasure over time. Thenext section
therefore focuses mainly on the Market Basket
Measure and how it can berefined and improved
to derive more credible estimates of adequacy
in the future.

Critical Issuesin the Use of the Market Bas-
ket Measure to Estimate an Adequate Child
Benefit

Equivalence scales

Equivalence scales are a set of ratios for
families of different sizes whereby it is hypo-
thesized that one can hold living standards con-
stant among different size and structures of fami-
liesby applying thoseratios. Equivalencescales
are:

“measures of the relative incomes needed by
different types of familiesto attain asimilar stan-
dard of living. Equivalence scales are usually
expressed as a set of numbers; some arbitrarily
chosen family or household type is taken as the
base and itsvalueis set equal to 1.0. Other fam-
ily types are then expressed as a proportion of
thisbase. For example, if the benchmark istaken
to be amarried couple without children, then to
determine that the factor for a single individual
is 0.60 implies that a single individual needs
only 60 percent of the of theincome of amarried
couple to be as well off asthey are” [Whiteford
1985: 1].
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The Market Basket Measure uses Statis-
tics Canada L ow Income Measure equivaence
scales to derive budget estimates for families
other than thereferencefamily of two adultsand
two children. As noted previously, the Low
Income Measure equivalence scalesare: 1.0 for
the oldest person in the family, 0.4 for the next
oldest, 0.4 for any additional family members
over 16 years of age and 0.3 for any additional
family members under 16 years of age.

How was the Low Income Measure equi-
valence scale developed? If we apply the Low
Income Measure equivalence scaleto the Market
Basket Measure budget for a representative
family of two adults and two children, can we
be confident that this will result in an accu-
rate estimation of the income required for
families of differing sizes and structures to
achieve approximately the same standard of
living as the representative family? Is use of
this equivalence scale methodologically consis-
tent with abudget cost strategy?

According to Statistics Canada:

“For the Low Income Measures, in keeping with
the principle of simplicity and conspicuoudly arb-
itrary choices, each additional adult is assumed
to increase the family’s ‘needs by 40% of the
‘needs’ of thefirst adult, and each child’s* needs
are assumed to be 30% of that of the first adult.
Other values could just as easily have been
chosen ... The values of 40% and 30% seemed
to be in the general range of most other esti-

mates’ [ Statistics Canada 1999: 10].

A “conspicuously arbitrary” assumption,
in the genera range of other estimates, when
“other values could just as easily have been
chosen,” is not a solid foundation upon which
to extend the Market Basket Measure beyond
the representative family.

Developing an equivalence scale entails
exactly the same methodological issues, and
employs the same expenditure-based or budget
cost strategies, asdoestheissue of poverty lines.
As the US panel argued: “If one is going to
calculate the cost of the children from the data,
onemust compare familiesof different typesbut
at the same level of living. That is, in order to
calculate measures of the cost of the children,
or, indeed, of the extent of household econo-
mies of scale(i.e., equivalence scales), one must
have some procedure for knowing when two
families of different types are equally well off;
only in that way will a comparison of their
expenditure patterns reveal what is the cost of
the children or the extent of economies of scale”
[Citro and Michael 1995: 169].

The Market Basket Measure' srelianceon
an arbitrary equivalence scale does not at all
provide‘ budget cost’ based estimates of income
needs consistent with the methodology or
objectives of the Market Basket Measure, and
underminesitsusefulnessto estimate child bene-
fit adequacy. Nor does the claim that the Low
Income Measure equivalence scales are con-
sistent with international practice — which has
purportedly converged towardsthe equivalence
scales used by the OECD, namely the square
root of family size — provide much comfort
[Human Resources Devel opment Canada 2003:
35].

First, the Low Income Measure equiva
lence scales are not the same as the square root
of family size, as can be seenin Table 12. The
L ow Income Measure equival ence scalesresult
in different poverty lines than does the square
root of family size and, consequently, different
adequacy estimatesfor child benefits, especialy
for larger families, as can be seen on Table 13.
The differences are more than merely trivial.
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Second, there is not a consensus at an
international level; for example, the US panel
study rejected the OECD equivalence scales.
The UK isusing the so-called modified OECD
equivalencescalefor itschild poverty measures,
not the unmodified OECD equivalence scales
referred to in justifying the equivalence scale
actualy used for the Market Basket Measure.
However, it turns out that the modified OECD
scaleisnot even an OECD scale! The*modified
OECD equivalence scale’ is a name used by
Eurostat for its use of this equivalence scale
[Eurostat 1999]. The OECD generally continues
to use the square root of family size. So much
for international consensus.

More importantly, the very concept of an
invariable equivalence scale across national
economies is dubious. As Whiteford [1985]
points out, there is no reason at all to suppose
that equivalence scales would remain constant
across countrieswith dramatically differing cost
structures, notwithstanding the fact that equi-
valence scales are routinely used for interna
tional comparative purposes. Relative pricesfor
food, shelter and transportation vary hugely
across national economies, and even within
national economies. Why would we expect the
economies of scalefor householdsin New York
or London, where shelter costs are immense, to
bethe sameasfor rural Greeceor Southern Italy,
where shelter costs are much less, and al food
prices are very different? Indeed, why should
the economies of scale be the same for Toronto
households as for Brandon households?

Equivalence scalesare great time-saving
devices for people doing comparative analysis
of income distribution, but they do not make
intuitive sense asameans of comparing poverty
across different countries or even within coun-
tries. Like the consensus that heavier objects
fall faster than lighter objects, widespread

agreement on the use of equivalences scales —
if not which scalesto use — has been facilitated
by the lack of any serious attempt at empirical
validation.

Table 12 shows selected equivalence
scales based on various methodologies. The
Low Income Measure is the equivalence scale
onrowA of Table12. TheLow IncomeMeasure
equivalence scaleis, aswe have seen, arbitrary.
The equivalence scale on row B of Table 12 is
the sguare root of household size, which was
the ‘unmodified OECD equivalence scale.
There is no independent validation for the
‘square root of household size’ equivalence
scale. As Whiteford says, the ‘square root of
household size' equivalence scale“hasno inher-
ent attractions, except to those who believe in
the philosophical theories of Pythagoras”
[Whiteford 1985: 102]. In any case, as noted
previously, there is no reason to think that
equivalence scalesin Europe should bethe same
asin Canada, sincerelative pricesfor itemssuch
asfood and rent are so different in Europe than
in Canada (let aone variation within Canada).
Following the unmodified OECD equivalence
scale is the supposed modified OECD equi-
valence scale, on row C, which the UK isusing
for its child poverty measures.

The after-tax low income cutoff equi-
valence scale, row D, isderived from the after-
tax low income cutoffs using the same meth-
odology asin the discussion of 1SO-PROP ade-
quacy levels. While this equivalence scale at
least has the advantage of not being entirely
arbitrary, it suffersfrom the qualifications noted
in the discussion of low income cutoffs in the
previous section.

The Phipps equivalence scale, row E, is
also non-arbitrary. Phipps derives her equi-
valence scale using a linear expenditure model
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on Canadian household spending data. But the
Phipps scale may not be especially useful for
poverty research; among other problems, her
scaleis derived from all households spending
(rich, poor and in between) and assumes that
there is a constant equivalence for families of
all incomes. Thisishighly counterintuitive. It
assumesthat if two adultswith $20,000 income
require an additional $5,000 to be equally well
off with the addition of a child, then two adults
with $100,000 income require $25,000 to be
equally well off with one additional child. At
best, the Phipps scaleislikely to underestimate
equivalences for low-income families, because
it is based on spending of Canadians at all
incomes. At worst, the scaleexhibitsall the pre-
viously discussed problems of thelinear expen-
diture model. (Other equivalence scales also
entail the questionable implication that the
variousratiosarethe samefor all incomegroups.
But the Phippsand similarly derived equivalence
scales have the added deficit of building this

assumption into their methodology in order to
derive the equivalence scale in thefirst place.)

The equivalence scale on row E of Table
12 is the scale adopted by the US panel study,
whichisalsothe scale used by Sarlo. Thestudy
rejected the square root equivalence scale
because, as noted above, “one must have some
procedure for knowing when two families of
different typesareequally well off” and the pro-
ject could not validate such aclaim with respect
totheunmodified OECD scales. Unfortunately,
as in much else of the US panel study, after
producing atrenchant critique of others' work,
the panel then proposes its own equivalence
scales that are subject to exactly the same
critique.

The US panel describesits recommended
equivalence scale asfollows:

We propose that poverty thresholds for differ-
ent family types be developed by applying an

Table 12
Comparison of various equivalence scales

Adultl | Adult2 [ Child1l | Child2 Sole parent

supplement
A. Statistics Canada L ow Income Measure 1 04 0.3 0.3 0.1
B. OECD square root of household size 1 0.41 0.32 0.27 0.1
C. ‘Modified OECD’ scale (child under 14) 1 0.5 0.3 0.3 0.2
D. Low income cutoff equivalences 1 0.22 0.32 0.38 -0.09
E. Phipps, Canada 1 04 0.22 0.17 0.18
F. US panel (two adults) 1 0.62 0.38 0.36 0.24
G. Townsend, UK 1 0.41 0.24 0.22 0.17
H. Saunders, Australia 1 0.4 0.39 0.42 0.01

Note: The sole support supplement is the difference between the amount for the first child and the second adult, on the

assumption that this would be a supplement for sole parents.

Sources: Human Resources Devel opment Canada 2003; Saunders 1999; Phipps 1998; Whiteford 1985; Citro and Michael

1995; various calculations by author.
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explicit scale to the reference family poverty
threshold. The scale should distinguish the
needs of children under 18 and adults but not
make other distinctions by age; the scale should
also recognize economies of scale for larger
families. A scale of this type is the following:
scalevalue=(a+ pk)', where‘a isthe number of
adultsinthefamily, ‘k’ isthe number of children,
each of whom istreated asaproportion ‘p’ of an
adult, and ‘f’ is the scale economy factor. The
formula calculates the number of adult equiva
lents (at+pk) and raises the result to a power f
that reflects economies of scalefor larger families.
We recommend values for both ‘p’ and ‘f’ near
0.70; to be specific, we recommend setting ‘p’ at
0.70 (i.e., each child is treated as 70% of an
adult) and ‘f’ in the range of 0.65 to 0.75. To
calculate the actua thresholds, the ratio of the
scale value from the formula for each family
type to the value for the reference family type
isapplied tothereferencefamily threshold” [Citro
and Michael 1995; 161-162].

Thevaluesused for the cal culations of the
US equivalence scale in row F are 0.7 both for
‘p andfor‘f.

Whiteford [1985] derived the equiva-
lence scale on row G from Townsend's sur-
vey of living standards and incomes. While
Townsend's strategy is an example of the first
step in an alternative and, we have argued,
appropriate, methodol ogy for establishing pov-
erty lines, hisequivalence scaleisbased on data
from the UK and likely would not be applicable
in Canada. Saunders’ equivalence scale on row
H isbuilt using abudget cost strategy, whichis
also an appropriate methodol ogy, but it isbased
on Australian prices. Townsend's equivalence
weightings are far less for each child than the
weighting using the Low Income M easure equi-
valence scale. Saunders weightings for each
child vary from the Low Income Measure equi-
valence scale by about the same amount as
Townsend's — thiswould be reassuring, were it
not that they are in the opposite direction.

Thereissubstantial divergence among the
equivalencescalesin Table 12. Whilethere may

Table 13
‘Adequate child benefits in Toronto based on the Market Basket M easure adjusted with
various equivalence scales ($27,343 for a family of two adults and two children)

Adultl | Adult2 Child 1 Child2 | Sole parent

supplement
A. Statistics Canada Low Income Measure | $13,672 | $5,469 $4,101 | $4,101 $1,368
B. OECD square root of household size $13,672 | $5,663 $4,345 | $3,663 $1,318
C. Modified OECD scale (child under 14) $13,020 | $6,510 $ 3,906 $ 3,906 $2,604
D. Low Income Cutoff equivalences $14,224 | $3,189 $4540 [ $5,389 -$1,351
E. Phipps, Canada $15,270 | $6,108 $3314 | $2,651 $2,794
F. US panel (two adults) $11,586 | $7,183 $4,403 [ $4,171 $2,780
G. Townsend, UK $14,622 | $5,995 $ 3,509 $3,217 $2,486
H. Saunders, Australia $12,361 | $4,944 $4,846 | $5,192 $ 98

Calculations by author.
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be agreement amongst many researchers on the
use of equivalence scales, thisislittle morethan
an arbitrary convention adopted for reasons of
convenience. But the precise equivalence scale
employed mattersagreat deal for any estimation
using equivalence scales to extend the results
for the Market Basket Measure representative
family to other families, or to extend any other
methodol ogy using arepresentativefamily (such
as Sarlo’swork) and so to derive an estimate of
an adequate child benefit.

Table 13 presents the amount of an ade-
guate child benefit in Toronto based on the
Market Basket Measure, using the equivalence
scales on Table 12, as an illustration of the
variation that resultsfrom differing equivalence
scales. All of these estimates use the same
poverty line for the representative two-adult,
two-child family — $27,343 — nevertheless the
estimate of an adequate child benefit for thefirst
child of atwo-parent family rangesfrom $3,314
to $4,846. The estimates for a second child
range from $2,651 to $5,389.

The point of Tables 12 and 13 is not to
advocate a particular methodology for the
development of equivalence scales. All the
methodological issues discussed in quantifying
adequacy are reproduced in developing an
equivalence scale, and these have already been
discussed. Rather, the point is to demonstrate
that equivalence scales do matter, that the
equivalence scale used in the Market Basket
Measure is not well supported nor is any other
equivalence scale, that there are deep and serious
guestions about the use of any equivalencescale
for poverty research, and that the lack of an
acceptable equival ence scale means we cannot
derive a credible estimate of an adequate child
benefit by using the equivalence scale shortcut
with any methodol ogy.

If the Market Basket Measure or any other
methodology isto be a useful tool, not only for
quantifying adequacy of income security pro-
grams but also for calculating the incidence of
poverty, it must have a better basis for esta-
blishing poverty lines for various family sizes
and structures. The methodology to do so for
the Market Basket Measure is simple (at least
simpleto describe—it may be complex toimple-
ment): Develop a separate budget for various
sizesand structures of families. If developed at
least once, such a budget will permit validated
equivalence scales to be derived, based on the
same methodology as the Market Basket
Measure, and this process will not need to be
repeated again for several years. The budget
cost strategy requires that a ‘gold standard’ be
established for equivalence scales using sepa-
rate budgets, to be consistent with the meth-
odological underpinnings of the Market Basket
Measure.

One of the advantages noted regarding
the deprivation index methodology is that it
does not require an equivalence scale. Once
the data is in hand, it is a relatively straight-
forward statistical exercise to derive poverty
lines for sub-samples of each family structure
using the deprivation index methodology (and
the poverty lines could then be used to derive
empirically based equivalence scales for other
purposes). This does, of course, have implica
tions for the required sample size.

Averaging

Aswe have seen, the problem of setting a
poverty line may be summed up as, first,
defining ajust-above-poverty-level standard of
living, and then finding a way to link that
standard of living to income levels for families
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of various circumstances. Whatever method-
ology is used to link income with a poverty
standard — whether it is based on expenditure
surveys, a deprivation index or budget costs —
the resulting poverty line will at best be amea-
sure of probability. Individual circumstances
vary enormously, and any poverty lineisat most
a prediction that families of a particular type
and structure arelikely to be poor if their income
isbelow the poverty line. The poverty linesays
that, on average, families with thisincome will
experience a standard of living just above the
poverty level.

Many familiesbelow any poverty linewill
not experience astandard of living at the poverty
level because of various specific circumstances
— say, for example, due to good luck in finding
adequate and inexpensive shelter. There aso
will be many families abovethe poverty income
line that, due to their specific circumstances,
have a standard of living below that of the
defined poverty-level standard of living. As
noted in the discussion of a deprivation-based
methodology, in the extreme if there are almost
as many families above as below the income
linethat have abel ow-poverty standard of living,
then that poverty lineis simply not agood pre-
dictor of apoverty level standard of living.

Since families have different structures,
livein different regions and have other dissim-
ilar characteristics, the more we average across
all families despite their differences, the less
likely we areto haveapoverty linethat isagood
predictor. For example, if we lump all house-
holds together, whether they are single indi-
viduals, families with many children, young or
old, and attempt to derive asingle poverty line,
it is unlikely that the line will be a very good
predictor of a poverty level standard of living.
Families with many members might be sub-
stantially abovetheline but actually poor, while

singlesmight be below theline but actually quite
well off. To get more accurately predictive
poverty lines, we would need to develop a
separate line for each size of family.

Ingenera, themoredetailed apoverty line
asregards family circumstances, the higher the
probability that afamily in those circumstances
will experience a standard of living equivalent
to that which the poverty line is attempting to
delineate. However, any usable poverty lines
will always require some level of ‘averaging’
across family circumstances or we would have
twenty million poverty linesfor 20 million fami-
lies. So, there hasto be acompromise between
thelevel of detail and the usefulness of poverty
lines as a descriptive tool.

The same issue must be addressed in
assessing the adequacy of child benefits. If the
optimal amount of the maximum child benefit
payment is equal to the incremental cost of a
child for a family at the poverty line, how
detailed should the child benefit structure be?
We know that afamily’sage-sex mix of children
can affect costs. Most researchers, whatever
their methodology, agree that older children
generally cost more than younger, excepting
newborns. As well, two boys aged 13 and 16
may cost substantially less than a boy and a
girl of the same ages, because community
standards demand that older children of differ-
ent sexes have separate sleeping accommo-
dations. Further, although the Low Income
M easure equivalence scale provides no recog-
nition of economies of scale in number of
children, most researchers also agree that the
incremental cost of each child decreases (at
least to some point) as the number of children
increase. We also know that the place of resi-
dence and the nature of tenure—whether owner
or renter —will likely matter agreat deal to costs.
(Shelter isdiscussed further later.)

Caledon Institute of Social Policy 47



But aside from these issues, families’ cir-
cumstances will vary a great deal on an even
more individualized basis. Is the decline in
family income relatively recent, so that it till
has some savings, good clothes, agood car and
no debt? Doesthefamily have supportivefamily
and friends with tangible resources who are
willing to help? Arethe adults skilled and cre-
ative housekeepers?

We can obtain arudimentary, but reason-
able, quantitative estimate of the extent towhich
some of our existing measures of poverty and
low income respond to detailed family circum-
stances by analyzing the number of ‘ categories
of children that the measuresinclude. A ‘cate-
gory of children’ is, for example, children under
16 living in cities of over 500,000. Everything
elsebeing equal, if ameasure has, say, only two
categories of age groupings for children — for
example, under and over 16 years of age — but
another measure hasthree categoriesfor children
for example, under 7 years of age, between 8
and 16 and over 16 — then the measure with
three categories has more detailed provision for
specific family circumstances.

The Market Basket Measure has 48 areas
of residence. Whilethe Market Basket Measure
itself only includes one type of family, the
developers of the Market Basket M easure have
suggested using the Low Income Measure
equivalence scale to generate further measures
for other typesof families. But theLow Income
Measure equivalence scale only has two cate-
goriesfor children’sage, 0.3 for each child under
16 and 0.4 for each child over 16 aswell asfor
the first child in a sole parent family, and no
other detailed breakdown. Therefore using the
Low Income Measure equivalence scale on the
Market Basket Measureresultsin 96 categories
for children.

The low income cutoffs are provided in
five categoriesof residence and seven of family
size, but have no specific category for children.
Adapting thelow income cutoffsto derive child
cost increments, as we have in Table 6, results
in 16 categories for children, since the low
income cutoff-derived cost increment is the
same for the fourth and more children, except
in cities of more than 500,000.

The Canada Child Tax Benefit maximum
amount is effectively only in three categories,
with a July 2004-June 2005 rate schedule of a
maximum $2,719 for the first child, $2,503 for
the second and $2,507 for each additional child,
and an additional payment of $239 for each child
under 7 for whom the child care expense
deductionisnot claimed. Inaddition, provinces
and territories have the right to vary Ottawa's
Canada Child Tax Benefit payments by age or
by birth order of the children. At present, only
Albertatakes advantage of thisprovision, vary-
ing itsbenefit according to ageinfour categories,
sothat the benefitissmaller for younger children
and larger for older children — resulting in 12
categories.

Other countries' child benefit systems
also have relatively few categories. Inthe UK,
the child tax credit has only two categories of
benefit, with alarger benefit for the first child
and a smaller benefit for other children. The
universal Child Benefit aso payshigher benefits
to the first child and then a lesser amount for
the next and each additional child. With these
two benefits combined, there are only two cate-
gories—much like the Canadian structure, with
higher benefits for thefirst child. InAustralia,
the main child benefit, Family Tax Benefit A,
pays three rates for children — $3,401 for
children under 13, $4,314 for children aged
13 to 15, and $1,095 for children 16 and 17
(figuresin 2003 Australian dollars). Inthe US,
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the Earned Income Tax Credit pays different
amounts for ‘not married’ and ‘married’ clai-
mants (more for the latter) and a larger benefit
for thefirst child than the second child, with no
benefits for the third or additional children.
Counting zero benefits for three and more chil-
dren, thisamountsto six categories of payment.
The US also has a child tax credit and implicit
child benefitsembedded initstax system, which
are not discussed here. (For adetailed compar-
ativeanaysisof thesefour countries' child bene-
fit systems, see Battle and Mendelson 2001).

Should an adequate child benefit be as
detailed aspossible? That is, should an adequate
child benefit program have many categoriesfor
children so as to respond to detailed family
circumstances? What are the limits to how
useful detailed categories may be before the
number of categoriesismore of anuisancethan
itisworth? If the practice of most countriesis
any guide, asimplebenefit structure with fewer
categories is preferable. Why might this be?
The constraints on the degree of detail in the
structure of child benefits are both practical and
philosophical.

In practical terms, it would be problematic
to administer a national child benefit program
that took account of detailed aspects of family
circumstances. Any factors other than those
that are readily established and are not easily
falsified, such asage of children, would makea
large program difficult to administer, especially
through the income tax system. Detailed non-
demographic categories likely would require
more complex reporting and verification pro-
cedures, along with increased administrative
costs.

Perhapsequally important isthe continued
evolution of the philosophy of socia benefits
over the last several decades. Indeed, the

development of the Canada Child Tax Benefit
Is part of the evolution in the governing phil-
osophy of social policy.

When the Canada Assistance Plan was
written in 1966, provinces were required to
institute a detailed needs test for each family
applying for social assistance. This require-
ment not only entailed a test of assets but an
accounting of many aspects of family life, with
separate categories for food, clothing, shelter,
age of children and so on. This approach has
come to be seen as excessively paterndlistic,
reducing recipientsto astate of dependency and
inhibiting recipientsfrom making their own bud-
geting and spending decisions. The eventual
replacement of child-related social assistance
benefitswith the Canada Child Tax Benefit and
allied provincial/territorial income-tested child
benefitswill provide apolitical and policy plat-
form for the next stage in the evolution of
assistance — replacing welfare’ sfamily budget-
based needs test with a system of adult benefits
that more closely resemblesawage. A detailed
and intrusive child benefit, which went beyond
basic predictable and consistent demographic
characteristics such as age and number of
children, would be contrary to the spirit and
direction of the evolution of our social security
system.

Another philosophical issue for income
security policy istherole and nature of national
benefits. At present, Canadian taxpayers pay
the same federal taxes whether they are in
Waterloo or Winnipeg. Should the Canada Child
Tax Benefit become an exception by alowing
benefits to vary with costs in every geographic
location across Canada? There are currently
specia income tax provisions for residents of
Northern Canada, but this feature affects
relatively few peoplein carefully delineated cir-
cumstances, and isvery different than apotential
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national tax-delivered program that maintains
variations right across Canada. Thisis mainly
anissue of how to recognize shelter costs, since
shelter isthe most variable geographic cost. We
address further a geographically-variable child
benefit in the next section as part of the dis-
cussion of shelter costs.

However, where there are no philoso-
phical or practical constraints, and setting aside
for the time being the question of geographi-
cally variable rates, there is no reason for the
structure of the Canada Child Tax Benefit not
to reflect better theincremental costsof children
for families living just above a poverty-level
standard of living. There is strong consensus
among researchers that costs go up as children
get older (with the exception of newborns) and
that costs per child decrease as the number of
children increase. Unfortunately, until a credi-
ble Market Basket Measure is completed for
families of various structures, we do not have
detailed information to quantify these cost differ-
encesin Canada. But when suchinformationis
available, the Canada Child Tax Benefit could
be made more adequate for varying family
circumstances if it were adjusted to provide
escal ating benefitsfor age (asisaready donein
Alberta— proving it is possible without admin-
istrative difficulties) and declining benefits for
number of children. (Thelatter adjustment could
be simplified by being made only up to thethird
child, since only about 10 percent of Canadian
families have more than three children.) In
administrative and philosophical terms, these
adjustments should present no significant or
costly challenges, so there is no reason not to
develop an improved benefit schedule better
reflecting actual expenses. An illustration of
such a benefit schedule is provided in the next
section, in Table 15. The Canada Child Tax
Benefit could and should have a more rational
benefit structure.

Including shelter costs in the Canada Child
Tax Benefit

We have argued that child benefits should
be sufficient to pay the incremental costs of an
additional child for families at just above a
poverty-level standard of living. But do we
indeed mean all the incremental costs? As
discussed in the previous section, one quali-
ficationisthat the standard of adequacy may be
better expressed as: Child benefits should be
sufficient to pay for the incremental costs of an
additional child for an average family at just
above a poverty-level standard of living, given
the number and age of children in the family
and whether it is a one-parent or two-parent
family. Should child benefits also be sufficient
to pay the incremental shelter costs associated
with having an additional child? Should these
also be average shelter costs, adjusted only for
the number and age of children in the family
and whether it isaone- or two-parent family,
or should child benefits recognize variation
among different locations across Canada?

Although the premise of our approach to
adequacy is that an adequate child benefit will
be sufficient to pay the incremental costs of a
child for afamily living at just above apoverty-
level standard of living, there are some excep-
tions. Aswe haveaready seen, averaging some
costs among different family circumstances
means that even an ‘ideal’ Canada Child Tax
Benefit will not be quite adequate for the indi-
vidualized needs of some families, whileit will
be more than adequate for others. In addition,
some expensesthat are highly variable or should
be supported through other programsalso should
not beincluded —such aschild careand extended
health services. Should shelter costs — unlike,
say, food and clothing — aso be excluded from
the calculation of an adequate child benefit? Or,
perhaps more to the point, how should shelter
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costs be included, given that they are highly
variable both geographically and according to
the structure of the family?

To date some provinces, which have
otherwisefully replaced their social assistance-
embedded child benefits with a combination of
the Canada Child Tax Benefit and provincial
supplements, have kept the incremental budget
per child for shelter within the welfare system
rather than moving it into the more broadly
based child benefits system. These provinces
are opting to treat shelter costs as an exception
and allow them to remain part of the more
restrictive needs-tested social assistance system.
For example, British Columbiahas replaced all
child-related social assistance with a com-
bination of the Canada Child Tax Benefit and
the geared-to-income BC Family Bonus, with
one exception — shelter. Table 14 shows the
structure of BC social assistance asof July 2003
for employable singles, couples and two-parent
families — where al adults are under 65 years
of age. As can be seen, BC has almost no

incremental benefits for children remaining in
its socia assistance program except within the
shelter component.

Therearetwo likely explanationsfor some
provinces reluctanceto roll shelter increments
for family size fully into their provincial child
benefit so asto eliminate completely any incre-
mentally from social assistance. Thefirstisthat
shelter is amajor cost item: Shifting an item
from the social assistance side of theledger toa
broader based income-related program (e.g., the
BC Family Bonus) implies expanding the
number of beneficiaries to include all of those
earning low incomes (i.e., the working poor)
who arenot on social assistance. Thus, including
shelter increments for family size in the broad
based program will increase costs.

The second likely reasonissubtler: Most
provinces (Quebec and Alberta are the excep-
tions) pay shelter allowance asan actual expen-
diture up to a maximum, unlike for example,
the flat rate that is paid for other necessities

Table 14
British Columbia social assistanceratesfor employable singles, couples
and two-parent familieswhere all adults are under 65 years of age

Family size Base benefit Maximum shelter benefit
1 282.92 $325
2 452.06 520
3 452.06 555
4 452.06 590
5 452.06 625
6 452.06 660
7 452.06 695

Source: British Columbia Ministry of Human Resources. http://www.mhr.gov.bc.ca/publicat/bcea/bcben_rates.htm

Caledon Institute of Social Policy 51



such asfood and clothing. The cost to aprovince
paying actual shelter up to a maximum is less
than the cost of paying a flat rate equal to the
maximum without reference to recipient spend-
ing. The amount a province saves by paying
actual rents, rather than the maximum as a flat
rate, depends upon the number of recipients
whose actual rent is less than the maximum.

Provincial savingshavelikely shrunk con-
siderably over the last severa years as social
assistance has been frozen in amost all pro-
vinces, while rents have kept increasing; one
consequence of thishasbeen that shelter allow-
ances are now even moreinadequate thaninthe
early 1990s. Likely many more welfare recip-
ients are now paying actual rent above the
maximum shelter allowance, sothereareno pro-
vincia savings due to paying actual rent rather
than aflat rate equal to the maximum for these
people, because the government is aready pay-
ing the maximum. However, given the large
amount of money involved, doubtless substan-
tial savings remain. So, if the province moves
shelter expenses over to abroad-based income-
related program, it also loses this source of
savings.

Despite these explanations, failure to roll
shelter increments for family size as fully as
possible into the broad based income-related
program, and out of social assistance, carries
with it significant downsides. This failure
impliesthat a portion of the ‘welfarewall’ will
remain standing. Families on social assistance
will be entitled to afinancial benefit that is not
available to working families who are not on
social assistance.

A second downside is the bureaucratic
cost. The payment of actual rents createsahuge
bureaucracy with stacks of monthly paperwork
for governments, landlords and recipients, while

demeaning and stigmatizing recipients. More-
over, it prevents recipients from using oppor-
tunities to obtain rent below the maximum as a
way of economizing and getting the most out of
their budgets. Furthermore, in asystem paying
actual rents up to amaximum, neither recipients
nor landlords have any incentive to lower rents
bel ow the maximum. So the savingsaprovince
may obtain by keeping shelter increments for
family size within the social assistance system
comeat acost — in barriersto work, bureaucracy,
inefficiency and stigmatization.

Despite these costs, realistically, bud-
getary requirements and fiscal capacity will
always be afactor in the evolution of Canada's
child benefit system towards adequacy. But the
purpose of this paper is to describe what an
adequate child benefit would be as a goal for
theincome security system. In principal, incre-
mental shelter allowancesfor family size should
be fully included in the broad-based income-
related child benefit. Certainly, to continuewith
BC asit wasin 2003 as an example, there was
nothing in principleto prevent the provincefrom
adding $35 to the BC Family Bonus, so as to
eliminate aimost all incremental benefits for
family size from its social assistance rates,
leaving only the ‘adult benefit.” However, as
discussed in the next section, there might be
good reason not to expect the national program,
the Canada Child Tax Benefit, to itself com-
pletely take account of the regional variability
of shelter costs.

Variation in shelter costs

As can be seen in Figure D, shelter costs
make up about 31 percent of thetotal ‘average’
Market Basket Measure budget for a family of
four — thelargest single component inthe Market
Basket Measure budget. However thisisarough
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average of al the geographic areas included in
the Market Basket Measure; infact, shelter asa
proportion of the total Market Basket Measure
budget varied from alow of 22 percent in rural
Manitobato a high of 42 percent in Toronto.

Figure E shows that shelter costs explain
most of the variation in the Market Basket
Measure between locations in Canada, aside
from transportation. According to a simple
regression, shelter accountsfor 75 percent of the
variation in the Market Basket Measure,
excluding transportation (R?=0.7584). Almost
all the remaining variation is attributable to the
way transportation costs have been estimated.
In the Market Basket Measure, transportation
has been calculated as essentially binary, with
low costsfor urban areaswhere publictransitis
available and high costsfor rural areaswhereit
is assumed that afamily needs a car.

The Market Basket Measure method for
calculating the shelter costs for its budget is
to some extent arbitrary, consisting simply of
“the average of the median rents for two-
bedroom and three-bedroom rental units for
each community and community size in each
province where the number of observations
permitted a statistically reliable calculation.
Households whose rents were subsidized were
included in the sample, but those paying no rent
were excluded as were rental units requiring
major repairs’ [Human Resources Devel opment
Canada 2003: 39].

Including all rents, not just those paid
by lower-income tenants, likely distorts the
amounts budgeted in the Market Basket Mea-
sure. On the other hand, including subsidized
rents — of which there are about 600,000 in
Canada — will tend to decrease over al renta

Figure D
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Figure E

Market Basket Measure: total basket
less transportation versus shelter for all locations
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baskets without transportation

costs. However, it is not likely that these two
effectsjust happen to offset each other perfectly.
As well, the Market Basket Measure data are
from the Census, which is an excellent source,
but to bring the estimate of shelter costs up to
date, the Market Basket Measure shelter cost
estimate has been updated using the provincial
Consumer Price Index for rental accommo-
dation. But therate of changein shelter costsis
anything but uniform across a whole province.
Infact, the cost of rental housing hasbeenrising
much morerapidly inlargecities, sothe updating
to current pricesunderstatesthevariationinrents
today. * Private correspondence with Canada
Mortgage and Housing: “CMHC hascalcul ated
changes in average median rents for two- and
three-bedroom units for the 19 Market Basket
M easure urban centresbased on CMHC' s Rental
Market Survey (RMS) dataand compared them
to the Market Basket M easure-cal cul ated shelter
costs. Most variances were relatively small

(i.e. <6%) ...[but] higher variances existed for
Ottawa (RM S>Market Basket M easure by 10%)
and Toronto (RMS>Market Basket M easure by
11%) dueto thesetwo local es experiencing rent
increasesfar in excess of the provincial average
calculated using the Market Basket Measure
approach. Analysisof RM S data between 1996-
2000 confirmed that Toronto and Ottawa had
the highest rent changes (i.e. 19.5% and 18.7%
respectively) for 2-bedroom units during this
period.”

Once again, the Market Basket Measure
as it has been developed to date has taken a
shortcut that undermines its methodological
soundness. The researchers need to operation-
alize astated just-above-poverty-level standard
of living in respect of quality of shelter and then
cost that quality of shelter in locationsthrough-
out Canada. Thereisno reason, other than blind
luck, to suppose that the average of the median
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cost of renting two- and three-bedroom apart-
ments represents anything at all other than a
statistical average.

Despite these shortcomings, for the pur-
poses of this paper the problemsin the Market
Basket Measure estimate of shelter cost are not
critical. Whatever datasourceisused theanswer
IS going to be the same: There is substantial
variation in shelter costs across Canada and
shelter requires much of theincomefor families
at apoverty-level standard of living. Shelter is
avery big part of the family budget; the incre-
mental cost of shelter is significant if an addi-
tional bedroom isneeded (wediscussin the next
section when such incrementsarerequired), and
therewill be substantial variationin shelter cost
across Canada. These factors will remain, no
matter how we measure shelter costs or family
income needs.

To return to the question in this section
with respect to an adequate child benefit: In
order to be adequate, should the Canada Child
Tax Benefit be variable across various com-
munitiesin Canada, aswell asvary for age and
number of children, to reflect variationin shelter
costs?

The tentative answer to this question
would appear to be that the Canada Child Tax
Benefit should not be variable to account for
regional variation in shelter costs. Rather, the
Canada Child Tax Benefit should be set at some
weighted average of shelter costsin a properly
derived Market Basket Measure of a poverty-
level standard of living. There are practical
reasons for not including regionally variable
shelter costs in the Canada Child Tax Benefit.
There would have to be some objective means
of establishing relative shelter costs in each of
many dozens of locations across Canada, and
this would be difficult, costly and subject to

much dispute. Moreover, shelter costs would
have to vary when the family moved, so would
shelter costs be adjusted immediately or only
retrospectively when income tax is reported?
Other practical issuesalso arise, such aspolicing
and enforcement, and shelter cost variation
within cities (which may be as great as between
cities).

From a philosophical perspective, it can
also be questioned whether another regional
variation should beintroduced to Canada’ stax/
transfer system. The idea that Ottawa treats
all Canadians equally, wherever they live in
Canada, hasagreat deal of appeal, especialy in
the context of our increasingly decentralized
federalism. Substantialy higher payments in
Toronto than Moose Jaw might be difficult to
maintain politically, undermining support for the
national program. Aswell, while variation by
age and number of children ends up being more
or lessequal over al regionsin Canada, the same
would not be true of variation by shelter cost,
which would result in a much greater flow of
funds to Toronto and Vancouver than to other
centres across Canada.

Although there are strong arguments
against regional variation in the Canada Child
Tax Benefit to take account of regional variation
in shelter costs, failure to do so does have con-
sequences. In particular, this means that the
national child benefit system cannot by itself
fully meet theincremental costsof raisingachild
at ajust-above-poverty-level standard of living;
it cannot by itself befully adequate everywhere
in Canada. Fortunately, our federal system of
government provides a built-in solution to this
problem: Provinces should consider a modest
income-related incremental shelter allowance
targeted to high shelter cost areasto account for
the additional incremental child-related cost
of rent in some locations. Assuming that the
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principle of a single-rated Canadian program
is paramount, there may also be some other
areas (e.g., transport) where differences in cost
between various provincial locations might be
considered as candidates for a provincial sup-
plementary program.

Recognizing detailed family structure

As previously noted, one of the pecu-
liaritiesof shelter isthe‘lumpiness' of theaccep-
table minimum standards. Two young children
in a single bedroom are fine, as are two older
children of the same sex. But two children over
5 years of age of different sexes should have
individual bedrooms, according to National
Occupancy Standards.® Certainly the Low
Income M easure equival ence scale does nothing
to recognize this lumpiness, nor do other equi-
valence scales. The Market Basket Measure
averages two- and three-bedroom apartment
rental costs because some two-parent, two-child
families have two bedrooms and others have

three. Thisisacompromise of sorts, but helps
very little to give a picture of the real costs of
children to families with low incomes. Assu-
ming that there were a reliable estimate of the
incremental cost of shelter to various different
family structures, at ajust-above-poverty-level
standard of living, should the Canada Child Tax
Benefit recognize the lumpiness of acceptable
minimum standards in its benefit structure, or
should it (as with several other issues) simply
use arough and ready average, relying on other
parts of the income security system to fill in?

There is no theoretical reason for the
Canada Child Tax Benefit not to reflect this
reality of Canadian minimum living standards.
Theonly limitation would therefore be practical
—if it were not reasonable to expect a nation-
wide program to respond to such detailed infor-
mation about family structure, or if the result
would be an extraordinarily complex and
difficult to administer rate structure. However,
it is possible to construct a reasonably ssimple
and straightforward benefit structure that does

Table 15
[llustrative example of a Canada Child Tax Benefit rate structure reflecting requirement
for extra bedroomsfor older children of different sexes, aswell asincreasing payments
for older children and decreasing paymentsfor each additional child

Base rate for each child $3,500
Each child aged 0 to 1 add $1,000
Each child aged 7 to 12 add $ 500
Each child aged 12 to 16 add $1,000
Each child aged 16 or 17 add $1,500
For each additional child beyond 1 subtract $ 500
For each pair of male and female children aged 5 to 18 add $1,000

Note: The age categories are Alberta’s, but should be categories based on a careful analysis of costs facing families of
differing structures. Amounts are purely illustrative to show how the structure could work.
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respond to all the factors which should be taken
into account in attempting to establish an ade-
guate child benefit — namely, age of children,
number of children in the family and the sex
distribution of older children.

Table 15 presents such a rate structure.
The rates are provided only as an illustrative
example: The point of the tableisto show that
itispossibleto design abetter rate structure that
more accurately reflects family costs. As can
be seen, it isvery simple to calculate the value
of amaximum child benefit from thistable. All
the information required is aready being col-
lected on the Canada Child Tax Benefit appli-
cation form. The administrative cost of switch-
ing to this alternative structure of payments
would be extremely low — likely only the one-
time cost of developing new software.

Therate structure of the Canada Child Tax
Benefit was carried over from the programsthat
it replaced. The rate structure has no basisin
theory and no validation in relation to achieving
the objectives of the Canada Child Tax Benefit.
With or without rate increases beyond those
currently scheduled, a more rational rate struc-
ture would bring the Canada Child Tax Benefit
alittle closer to adequacy, and provide a more
solid foundation for reform of theincome secu-
rity system overall.

Housing policy

The preceding discussion has reflected
the perspective of income security planning and
anaysis. In Canada, social policy alsoincludes
housing policy. Housing policy and income
security policy obviously overlap, but because
they until recently have been undertaken through
different arms of government (some provincial
governments are now combining the two areas

in single departments), with somewhat different
objectives, the policies of the two sectors are
not necessarily coordinated in all instances.

Intheworld of housing policy, for exam-
ple, there is awidely accepted and used index
of shelter affordability — 30 percent of before-
tax income. In housing policy, ‘ rent-geared-to-
income' has been akey social program for the
previous several decades, although much less
so in the last decade or so. In rent-geared-to-
income programs, renters pay afixed proportion
(usually approximately the affordability guide-
line of 30 percent) of their income as rent, with
the rest subsidized. There are also some broad
based provincial programs paying a shelter
allowance to recipients based on their shelter
costs and their income.

How do these concepts and strategies
drawn from ‘housing policy’ fit with income
security policy, and especially with the Canada
Child Tax Benefit as it has been discussed in
the preceding sections of this report?

Could the 30 percent guideline be brought
from housing policy into income security
policy? Itisdifficult to see how the 30 percent
affordability guide could be useful to income
security planning, other than asarough approx-
imation of the distribution of lower-priced
shelter in Canada. The 30 percent guide is
analogous in some ways to an application of
Engel’s Law, except that instead of using
regression to calculate the income at which a
family of a particular structureismost likely to
spend more than 30 percent of their income on
housing, the housing affordability guide suggests
that any family of any income that is spending
more than 30 percent of their income on shelter
is living in housing that is unaffordable for
them.® Yet, aswe have seenin the Market Bas-
ket Measure, it ispossibleto build afully plau-
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siblebudget in which familiesare spending more
than 30 percent of their income on housing but
are above the poverty line.

While the Market Basket Measure is
flawed and is not the only way to develop an
estimate of family income requirements, it pro-
vides us with a reasonable enough representa-
tive family budget for various geographic
locationsin Canadato permit analysisof policy
issues. Inthe Market Basket Measure, shelter
costs are 30 percent of the standard household
budget on an unweighted average of al the
locations listed. Shelter is over 30 percent of
the Market Basket Measure budget in almost
every largecity and al of Ontarioand BC. The
Market Basket Measureisan after-tax measure,
whilethe housing affordability guideisabefore-
tax measure, but the point isthe same: Spending
more than 30 percent of income on shelter does
not imply that shelter is unaffordable; rather, it
meansthat families need moreincomethan they
otherwisewould in order to be abovethe poverty
line, because they have to spend more of their
income on shelter.’

The Market Basket Measure underesti-
mates shelter costs, since its benchmark family
actually requiresthree bedroomsand the Market
Basket Measure providesfor only an average of
two and three bedrooms. On the other hand,
the Market Basket M easure overestimates shel-
ter costs because it is based on median shelter
costs, rather than those experienced by low-
income families. As well, as also noted, the
Market Basket Measure’s price indexing is
inadequate for somelargecities. However, this
mis-estimationimpliesonly that theincome esti-
mate arising from the Market Basket Measure
may be too low or too high, not that shelter is
unaffordableor readily affordable. For example,

the Market Basket Measure suggests that a
family of four living in Toronto with an after-
tax income of $27,343 can afford to pay the
average of median rents of two- and three-
bedroom apartments in Toronto and still have
sufficient income left over for an acceptable
standard of other goods and services, despitethe
fact that thisfamily would be paying 42 percent
of its after-tax income for shelter.

If the cost of an adequate apartment is
substantially more than is estimated in the
current Market Basket M easure, thismeansthat
it has underestimated the required budget for
minimum needsin Toronto. Aslongasafamily
can meet adequate standardsfor al other goods
and services and still acquire adequate housing,
it can (by definition) afford its shelter, whether
it costs 30, 40 or even 50 percent of income.
Thereisnothing magic about 30 percent. What-
ever the relative cost of shelter, it ispossible to
build a plausible budget that will provide for
adequate standards of consumption for al goods
and services.

The 30 percent guide provides an approx-
imation asto when shelter isrelatively expensive
inagivenlocation, but it doesnot tell uswhether
any particular family at any given income can
afford adequate shelter. Thereforetheguide may
be useful from a housing perspective, but it is
hard to see how it could be applied to income
security policy. The 30 percent guide is not
relevant to the adequacy of the child benefit: The
child benefit needs to be adequate to provide
for the incremental cost of a child up to ajust-
above-poverty-level standard of living, inclu-
ding the incremental cost of shelter, whatever
the shelter cost and the consequent budget for a
poverty standard of living.
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There are approximately 600,000 social
housing units in Canada, many of which have
rent-geared-to-income. Although there are
variations among provinces, by and large the
rent-geared-to-income programsallow families
in subsidized housing to pay rents below market
value and their rents are kept to no more than
about 30 percent of their income. If theincome
of a family in rent-geared-to-income housing
declines, then the family’s rent goes down as
well.

How should rent-geared-to-incomeinter-
act with an adequate child benefit? The concept
of an adequate child benefitisthat it reflectsthe
incremental costs of a child, including the
incremental shelter costs. If achild benefit were
adequate, it would pay, for those with thelowest
income, anincremental amount that included an
average cost of adding the necessary shelter for
each additional child.

If a family gets both an adequate child
benefit and rent-geared-to-income, it would
effectively be obtaining overlapping shelter
benefit for each child — once through the amount
included for incremental shelter costs in an
adequate child benefit, and asecond timein the
in-kind benefit through the subsidy inthe geared-
to-income rent. Of course, the double benefit
will affect only a relatively small number of
families, and in practice it might be more sen-
sible just to ignore the overlap of the two pro-
grams. Yet, families in rent-geared-to-income
housing already have a substantial advantage
over other low-income families, so the fairness
— asopposed to the convenience — of just ignor-
ing this double benefit might be questioned.

The solution to this dilemma would be
to charge families in rent-geared-to-income
housing the full amount that is implicitly
included in the child benefit for shelter, regard-

lessof their income. Thiswould mean that only
that portion of rent that is attributable to the
‘adult’ space requirements would be provided
on arent-geared-to-incomebasis, effectively the
same amount of subsidy regardless of the
number of childreninthefamily. Redlistically,
the rent for the adult portion of subsidized
housing is not specially denoted in it anyway,
nor isthe amount in the child benefit attributable
to shelter necessarily stated anywhere. Thusit
may be administratively difficult to put this
solution into practice.

Rent supplement programs present avery
similar challenge as rent-geared-to-income in
designing the‘fit’ with an adequate child benefit.
Several provinces offer rent supplement pro-
gramsof variouskinds, but the overall designis
that a cash benefit is paid to beneficiaries, with
the benefit cal culated according to both income
and the amount of rent paid (or some approx-
imation of rent for those in their own homes).
As with rent-geared-to-income, the theoretical
way to ensure that families do not get a double
benefit — once through the implicit allocation
for shelter for children in the child benefit, and
again through the rent supplement — isto pay a
rent supplement only on rental costs up to a
maximum approximating the rental costs of an
adult couple. Inthisway, the rental costs asso-
ciated with larger accommodationsfor families
with childrenwill not be recognized, but families
with children will still get the ‘adult’ benefit.
The exception would be that component of a
provincial program meant to recognize high
incremental shelter costs in some locations,
where such incremental shelter costs per child
are higher than the national *average’ included
in the Canada Child Tax Benefit.

Thereare aso other programs, asidefrom
housing programs, which may offer some form
of child-related benefits. Most prominently, the
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Employment I nsurance program currently offers
benefits related to the presence of children
through the Family Supplement, targeted to low-
incomefamilies. If and when the Canada Child
Tax Benefit reached its adequacy level, this
would amount to double benefits for Employ-
ment Insurance recipients with children. The
solution is obviously to eliminate such child-
related benefitsfrom Employment Insurance. In
any case, including child benefits in Employ-
ment Insuranceiscontrary to the program’srole
asasocia insurance program meant to replace
workers' lost wages. Similar adjustments and
rationalization could be achieved with other pro-
grams offering child-related benefits.

This review of the fit between housing
policy andincome security policy tellsusmainly
onething: Morework isneeded. Starting from
different premises, thetwo areas of social policy
have not always ended up in the same place.
When considering in detail the implementation
of new income security systems — such as the
National Child Benefit —the existing inventory
of housing policies needs to be taken into
account as part of the environment in which
income programs must function. In the longer
run, when considering the broader architecture
of income security programs, therole of housing
needs simultaneously to be reviewed with
potential consequent adjustmentsin both income
security and housing policy. In short, the
“architecture’ of social policy has to include
housing.

Conclusion

An adequate child benefit will be suffi-
cient to pay the average incremental cost of an
additional child for afamily living just above a
poverty-level standard of living. Every one of
the dozens of estimates provided in this paper

(with the exception of one or two) suggeststhat
the Canada Child Tax Benefit needs to be sub-
stantially higher thanitistoday. Thebest guess
with existing information is that the average
incremental cost of an additional child for a
family living just above apoverty-level standard
of living is somewhere in the vicinity of
$4,000+, varying according to the structure of
the family. However, it will not be possible to
estimate accurately the amount of an adequate
child benefit until Canada develops credible
poverty lines for various family structures,
whether or not theseare called ‘ official’ poverty
lines.

Thefirst step in developing credible pov-
erty lines is to undertake the theoretical and
normativetask of defining ‘inwords astandard
of living just above the poverty level. In short,
what do we mean by ‘poverty? Thisisnot an
intrinsically impossible task, but it is a step
usually missing in poverty research in Canada.
Missing this step has resulted in the curious
phenomenon of jumping into elaborate mea-
surement schemes without saying what isbeing
measured.

Once a standard of living just above the
poverty level has been defined, whether or not
thereis unanimity asto this definition, the next
step is to operationalize this definition into
specifics about the consumption required to
attain this standard of living in Canada. The
third step isthen to estimate anincomelevel for
various structures of families at which this
standard of living can be attained — that is, to
derive estimates for what iscommonly referred
to as poverty lines. Poverty lines are not a
definition of poverty, but estimates of theincome
needed to attain a just-above-poverty-level
standard of living. We have suggested two
aternative methodol ogiesfor estimating poverty
lines. The first two steps — the definition of
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poverty and its operationalization into specifics
about goods and services — remain the same
under either methodol ogy.

One methodology is the ‘deprivation
index.” Thismethodology buildson the approach
first pioneered by Townsend. The methodology
isnow being employed extensively inthe United
Kingdom, although even in the UK researchers
have not taken the next logical step of using
statistical techniques to relate income and pov-
erty asmeasured by adeprivationindex. Sofar
as we know, this methodology has not been
attempted yet in Canada.

The other methodology is to develop
‘from the ground up’ the budget needed for
various structures of families in various loca
tionsto purchase the goods and servicesincluded
in the operationalizationed definition of ajust-
above-poverty standard of living. Thisismore
or less the Market Basket Measure approach
that has been initiated by Human Resources
Development Canada and Statistics Canada,
with the assistance of provinces and territories,
except thefirst step of defining what was being
measured is missing in the case of the Market
Basket Measure. The Market Basket Measure
also doesnot provide estimatesfor various struc-
turesof families, relying instead on equivalence
scales that have no credibility for the purposes
of measuring poverty. Put simply, the Market
Basket Measure is a great beginning, but it has
all the appearances of afirst effort. Itisnot yet
clear whether any followup is planned, or
whether the current Market Basket Measurefor
2001 isto end up being a one-time effort.

M easuring the extent of poverty isone of
the dozen or so most important statistics that
we need as a society, right on alevel with such
key indicators as the Gross Domestic Product
and average income. Every year, governments

in Canada spend billions of dollars attempting
to redress poverty among Canadian families. It
is remarkable, therefore, how little has been
invested in developing measures of poverty in
Canada. Other than the Low Income Measure,
whichissimply apercentage of medianincome,
Canadians working on socia policy have had
to rely on updated low income cutoffs which
were arbitrary measures 40 years ago when
they were developed and remain arbitrary
measures today. Neither the low income cut-
offs nor the Low Income Measure are meant to
be poverty lines. The only new initiative has
been the Market Basket Measure. The Market
Basket Measure is a welcome initiative, but is
planning under way to build on this beginning,
so asto make this methodol ogy into an ongoing
and serious alternative?

It is time for the government of Canada
and its statistical agency to get serious about
developing a better measure of poverty. This
will take time, money and, most of al, diligent
intellectual effort, but it isnecessary to measure
our progress as a country. It is aso necessary
to set goals for our anti-poverty programs,
including, most prominently, the Canada Child
Tax Benefit. I1deally, Statistics Canada, with the
assistance of relevant departments, should ex-
plore both methodol ogies outlined here. How-
ever, a thevery least, intensive discussionsand
research on enhancing the Market Basket
Measure needs to be undertaken, towards a
‘Stage 2’ version that will be improved, more
detailed, better rooted in clearly articulated
theory and morereliable. Until abetter measure
of poverty is developed, everyone is going to
continue using thelow income cutoffs as poverty
lines, despite the protests of Statistics Canada.
All that this showsisthat we, as asociety, need
acredible and authoritative poverty measure.
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Although it is not possible at this time to
estimate the amount of an adequate child benefit,
it ispossibleto make some general observations
about what it is and what its structure should
be. First, and most importantly, an adequate
child benefit must be adequate for its role and
purpose in the income security system. An
adequate child benefit will not by itself end child
poverty, buy child carefor al who needit, ensure
that parents appropriately prioritize their chil-
dren’s needs, or, in general, be the magic elixir
curing al ills. But what an adequate child
benefit can do is nothing short of astonishing:
It can ensure that no family in Canada is poor
just asaresult of the cost of raisingachild. Were
this goal to be achieved, it would be a great
accomplishment for Canada, resulting in sub-
stantial improvements in the standard of living
of poor children and their families.

An adequate Canada Child Tax Benefit
should have a benefit structure that makes use
of demographic and other readily available
information to reflect as closely as possible the
expensesfaced by Canadian familiesliving just
above apoverty-level standard of living. Bene-
fits should decline as the number of children
increases, and increase as the age of children

increases (with the exception of newborns). The
benefit structure al so should recognize the need
for additional bedrooms with certain age and
gender mixes of children. This can all be
accomplished with existing information and
without greatly complicating the benefit struc-
ture.

Asanational program, the Canada Child
Tax Benefit should not reflect the full regional
variation in costsfacing families across Canada.
Theseregional variations are better met through
provincial supplementation programs, making
use of the flexibility that is one of the strengths
of Canada’s system of federalism. Most impor-
tantly, thisincludesregional variationin shelter
costs.

Finally, other programsin Canada'ssocia
security system will need to be reshaped to fit
with an adequate child benefit. Thisis both a
challenge and an opportunity. The chalengeis
to avoid double benefits and rationalize pro-
gram overlaps, so as to ensure fairness to all
recipients. Theopportunity iSto use an adequate
child benefit asaplatform for amajor reformto
the ‘other side’ of theincome security system —
benefits for adults.
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Endnotes

1. All provincia and territorial jurisdictions except
Prince Edward Island now provide income-tested child
benefits, most delivered by the federal government on
their behalf through the Canada Child Tax Benefit/
income tax administrative machinery. Note that the
National Child Benefit reform did not integrate another
program providing child-related benefits, Employment
Insurance’s Family Supplement. Targeted to low-
income families, the Family Supplement raises one
parent’s El benefits from the regular 55 percent of aver-
ageinsurable earnings to as high as 80 percent.

2. There is a substantial literature on intra-familial
decision-making, including who makes the decisions
and in whose interests those decisions are made. We
are not in this paper exploring this issue; if family
decisions are not being made in the interests of all
family members, the problem is much deeper than can
be resolved by child benefits. In addition, we are also
not investigating here whether income (whether shared
equitably in the family or not) really makes a difference
to childhood well-being and outcomes, which has aso
been the subject of interesting research. (For a good
up-to-date review of research on the relation between
parental income and children’s outcomes, see Mayer
2002.)

3. Net family income means income from all sources
(employment, investments, rent, income security
programs, etc.) minus such expenditures as child care
expenses, union dues and professional fees, and
contributions to Registered Pension Plans and Regis-
tered Retirement Savings Plans. Especially for upper-
income families, net income typically is (not insignifi-
cantly) lower than total income.

4. Private correspondence with Canada Mortgage and
Housing: “CMHC has calculated changes in average
median rents for two-three bedroom units for the 19
Market Basket M easure urban centres based on CMHC's
Rental Market Survey (RMS) data and compared them
to the Market Basket Measure-calculated shelter costs.
Most variances were relatively small (i.e. <6%)...[but]
Higher variances existed for Ottawa (RMS>Market
Basket Measure by 10%) and Toronto (RMS>Market
Basket Measure by 11%) due to these two locales
experiencing rent increasesfar in excess of the provincial
average calculated using the Market Basket Measure
approach. Analysis of RMS data between 1996-2000

confirmed that Toronto and Ottawa had the highest rent

changes (i.e. 19.5% and 18.7% respectively) for
2-bedroom units during this period.”

5. Aswedll, the National Occupancy Standards recom-
mend a maximum of two persons for each bedroom. As
this affects relatively few families, thisis not dealt with
here, but it could be encompassed within a benefit
structure.

6. Even taken just as a housing guideline, there is no
substantive academic or policy justification for the
figure of 30 percent [Hulchanski 1994].

7. The 30 percent rule could be used on a community
basis rather than an individual basis. The incomes of a
particular community, say, for example, the Greater
Toronto Area, could be regressed against the proportion
of income spent on shelter to see at what incomefamilies
of various structures were most likely to be spending
more than 30 percent of their income on shelter. That
income level could then be compared to median income
in that community to derive a community housing

affordability index.
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Value of the Canada Child Tax Benefit projected to 2007

Appendix 1

TableAl
Maximum Canada Child Tax Benefit rates, current dollars
NCB NCB NCB Young Added benefit
Basic Supplement Supplement Supplement child for 3+
benefit 1 child 2nd child 3rd child supplement children
1998 $1,020 $605 $405 $330 $213 $75
1999 $1,020 $785 $585 $510 $213 $75
2000 $1,104 $977 $771 $694 $219 $77
2001 $1,117 $1,255 $1,055 $980 $221 $78
2002 $1,151 $1,293 $1,087 $1,009 $228 $80
2003 $1,169 $1,463 $1,254 $1,176 $232 $82
2004 $1,208 $1,511 $1,295 $1,215 $239 $84
2005 est. $1,221 $1,713 $1,495 $1,413 $242 $85
2006 est. $1,246 $1,933 $1,710 $1,626 $247 $87
2007 est. $1,271 $1,972 $1,745 $1,660 $252 $89
Source: Department of Finance Canada. 2003 Budget.
TableA2
Maximum Canada Child Tax Benefit rates, constant 2004 dollars
Basic NCB NCB NCB Young Added benefit
benefit Supplement Supplement Supplement child for 3+
1 child 2nd child 3rd child supplement children

1998 $1,162 $689 $461 $376 $243 $85
1999 $1,143 $880 $655 $571 $239 $84
2000 $1,204 $1,066 $841 $757 $239 $84
2001 $1,188 $1,334 $1,122 $1,042 $235 $83
2002 $1,198 $1,345 $1,131 $1,050 $237 $83
2003 $1,193 $1,492 $1,279 $1,2006 $236 $84
2004 $1,208 $1,511 $1,295 $1,215 $239 $84
2005 est. $1,197 $1,679 $1,466 $1,385 $237 $83
2006 est. $1,198 $1,858 $1,644 $1,563 $237 $84
2007 est. $1,198 $1,858 $1,644 $1,564 $237 $84

Source: Department of Finance Canada. 2003 Budget, cal culations by author.
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Table A3

Maximum Canada Child Tax Benefit, current and

constant (2004) dollars, all children over 7

Current dollars Constant (2004) dollars
1 2 3 1 2 3

child children children child children children
1998 $1,625 $3,050 $4,475 $1,852 $3,475 $5,099
1999 $1,805 $3,410 $5,015 $2,0223 $3,821 $5,619
2000 $2,081 $3,956 $5,831 $2,270 $4,316 $6,361
2001 $2,372 $4,544 $6,719 $2,522 $4,832 $7,144
2002 $2,444 $4,682 $6,922 $2,543 $4,871 $7,201
2003 $2,632 $5,056 $7,483 $2,685 $5,157 $7,633
2004 $2,719 $5,222 $7,729 $2,719 $5,222 $7,729
2005 est. $2,934 $5,650 $8,369 $2,876 $5,539 $8,205
2006 est. $3,179 $6,135 $9,094 $3,056 $5,897 $8,741
2007 est. $3,243 $6,259 $9,279 $3,056 $5,898 $8,744

Source: Department of Finance Canada. 2003 Budget, calculations by author.
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Appendix 2

Living standard assumptions of itemsincluded in the Market Basket M easure

Item

Standard

Food

Clothing
and
footwear

Shelter

Transpor-
tation

The content of the food component of the Market Basket Measure basket is as described in the Health
Canada publication, National Nutritious Food Basket 1998, written by Judith Lawn. The basket represents
community standards of food expenditure in Canada as derived from Statistics Canada's Survey of Family
Food Expenditure in Canada 1996 and has been adjusted to be consistent with Health Canada’s Nutrition
Recommendations and current guidelines for fat and saturated fat intake for adults. It is neither “an ideal
diet” nor the cheapest diet that meets nutritional requirements. Instead it represents anutritious diet that is
consistent with thefood purchases of ordinary Canadian households. It contains healthy foodsthat “ people
like to eat.” It is designed to be “socialy acceptable and contain sufficient variety to be nutritionally
adequate and palatable over thelong term.” It includes more costly “basic processed foods such as yogurt
or bread ... since afamily would not normally prepare those foods from raw ingredients.” p.38

In 1997, Winnipeg Harvest and the Winnipeg Social Planning Council devel oped abudget guidefor families

inthe Winnipeg Census Metropolitan Areathat they named the A cceptable Level of Living (ALL) measure.

In 1999 the Federal-Provincial-Territorial Working Group on Socia Development Research and Information

chose the clothing and footwear component of the ALL for the Market Basket M easure because it:

 wasthe most recent clothing and footwear “basket” developed in Canada;

« reflected an effort to provide clothing and footwear for common work, school and socia occasions,
astandard similar to that aimed for by the Market Basket Measure; and

* had significant input from low-income persons. p.38

Just over half of all familiesof two adults and two children in Winnipeg spent more on clothing and footwear

than did the reference family purchasing only the itemsin the A.L.L. clothing and footwear basket. This

represents a standard somewhat above that aimed for by the Market Basket Measure. p.39

The shelter component of the Market Basket Measure reflects the average of the median rents for two-
bedroom and three-bedroom rental units for each community and community size in each province where
the number of observations permitted a statistically reliable calculation. Households whose rents were
subsidized wereincluded in the sample, but those paying no rent were excluded aswererenta unitsrequiring
major repairs. The choice of the average of the median rents for two and three-bedroom units was made
because approximately half of two-adult, two-child renting familieslive in each of these two types of units.
The median rent was chosen to ensure a decent quality of housing even in areas where there is a limited
supply of available low-cost housing. pp. 39-40

The transportation component of the Market Basket Measure largely follows the recommendations of the
National Council of Welfare in its publication A New Poverty Line: Yes, No or Maybe? These recom-
mendations are based on the insight that in contrast to the cost of shelter, the cost of basic transportationis
generally less expensive in large urban areas than in smaller communities or rural Canada. Asaresult, in
urban centres served by a public transit system the transportation component of the basket consists of the
annual cost of two adult monthly transit passes plus one round trip taxi ride a month costing $16 to
accommaodate a shopping expedition where large items which cannot be carried by hand, are purchased.
The $16 amount will be adjusted annually to reflect changesin the Consumer Price Index for taxi ridesfor
the province asawhole. Statistics Canada determined that all but 3 of 49 urban centreswith a population of
30,000 or more had public transit systems. Accordingly, inall centres of this size the transportation compo-
nent described in the preceding paragraph was used. In al other areas, including Charlottetown which
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Other
goods and
services

has a population of more than 30,000 but no public transit system, the transportation component of the
basket consisted of the cost of paying for and operating afive-year old four-door, four-cylinder Chevrolet
Cavdlier. p.41

Thereare severa other goods and servicesthat are encompassed by the Market Basket M easure standard
of consumption. The category “Other Goods and Services’ includes expenditures on personal care,
household needs, furniture (excluding the itemsincluded under shelter), basic telephone service, postage
stamps, religious and charitable donations, school supplies and modest levels of reading material,
recreation and entertainment. Thereading, recreation and entertainment component includes anewspaper
subscription, video rentals, Y M/YWCA memberships, magazines, books and tickets for movies and
sports events. ...it was decided to approximate the cost of these goods and services using a multiplier
representing expenditures on them as aproportion of average spending onfood and clothing and footwear
by the second decile of the reference family. The multiplier will be calculated each year using the
detailed micro-datafrom the main file of the Survey of Household Spending. Thisisthe one component
of the Market Basket Measure basket whose cost is calculated using a “relative” methodology rather
than being based on actual prices of specific goods and services. pp. 42-43
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