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Understanding 
poverty

• "Individuals, families and groups in the population can be said 
to be in poverty when they lack the resources to obtain the 
type of diet, participate in the activities and have the living 
conditions and the amenities which are customary, or at least 
widely encouraged or approved in the societies to which they 
belong. Their resources are so seriously below those 
commanded by the average family that they are in effect 
excluded from the ordinary living patterns, customs, and 
activities.  

• Determine a threshold, and examine the resources (income 
and other in-kind support)

Relative poverty

• The income level that allow individuals or families to live an 
minimally acceptable standard of living, or the standard of 
living at a fixed year, to avoid fluctuation of poverty thresholds 
due to constant changes in household income.

“Absolute” poverty in developed economies



Approaches to 
measure 
poverty

Income Level (household)

Expenditure level (household)

Budget standard approach (household)

Deprivation approach (individual)

Consensual approach (household)



Income level approach (household)

Poverty Threshold (Usually 50% of 
median household income)

Market Income approach (Employment + 
investment return)

Disposable Income approach (market income + 
transfer - debt)

Household Size Consideration

Based on different household sizes (HK: six 
thresholds)

Based on per Capita Income 

Income divided by Equivalized Household Size 
(adjusted for number of adults and children)



Equivalised household size



Poverty rate

• Household in Poverty :

• Disposable Income  < = Threshold

• Which threshold is more reasonable  
(based on market income or disposable 
income)

• Per Capital income (based on equalized 
household size) compares each 
household with all other households

• HK’s six-thresholds approach compares 
households living standard with those 
of the same household size.





How to consider Housing Costs
• Hong Kong: Nominal housing subsidy as transfer

• OECD countries: Consider disposable income after housing costs

Market income`
Employment 
income, bonuses, 
other regular 
benefits (e.g., 
housing)
Return from 
investment, 
dividend, annuity
Not included:
Internal family 
transfer
MPF withdrawal

Gov’t Recurrent 
Transfer

CSSA, OALA
OAA, DA, Carer 
Allowance, WFA, 
Medical voucher, 
rent subsidy

Student: School 
Text Book, 
Internet, Student 
Travel Subsidy

Not included:
One-off 
transfers, $2 
scheme, LTC 
subsidy, public 
housing, 
education, 
student grants

Taxation / 
Mandatory 
contribution
Salary/income
/Property Tax
MPF/ORSO

Not included:
Voluntary MPF

Debt

Debt/loan 
interest 
payment
Not included:
Mortgage 
interest (owner 
occupied 
property)

+ - - Housing

Owner-occupied 
property: 
Mortgage interest 
payment, management 
fees, rates 
Land rent
Rent (tenant)
Management fees (if not 
included)
Not included:
Rates (exempted)
Other rents (non-
housing, second home)

-



Expenditure 
level approach

Poverty threshold set at a multiple of a certain 
expenditure level of essential items (food, clothing, 
shelter, utilities, internet, telephone, etc.)

The level can also be set at 50% of median household 
expenditure on these essential items. 

The multiple takes account of other essential 
services/items not included in the list (e.g., household 
supplies, personal care, nonwork-related transportation)

This is applied in USA as the SPM (Supplementary 
Poverty Measure)

The Official Poverty Measure (OPM) was set at three 
times the cost of a minimum food diet in 1963 with 
different household compositions.



How to consider asset (and 
debt)

• In relative approach: Consider all assets and debts 
as disposable wealth and income?

• In “absolute approach”: Asset and (minus debt) are 
consider as resources to compare with the poverty 
threshold

• Asset (especially for those so called poor in 
income but rich in asset)

• Conversion into annuity (at what age?) 

• Property price above certain level?



Budget standard 
approach

• Income or expenditure thresholds derived from a 
basket of goods that represents a minimum 
standard of living (standards are based on either 
normative or behavioural (expenditure based) 
estimates of needs.







“Material 
deprivation” 

approach • Based on a list of “basic items” that is considered as very 
essential individuals to live in a society. A person is 
considered as poor if he/she lacks a certain number (say 3) 
of such items.



Ireland

Enforced 
deprivation is where 
a household 
experiences two or

more of the 
following 
deprivation items:

Enforced deprivation is where a household experiences two or more of the following deprivation items:

1. Without heating at some stage in the last year

2. Unable to afford a morning, afternoon or evening out in last fortnight

3. Unable to afford two pairs of strong shoes

4. Unable to afford a roast once a week

5. Unable to afford a meal with meat chicken or fish every second day

6. Unable to afford new (not second-hand) clothes

7. Unable to afford a warm waterproof coat

8. Unable to afford to keep the home adequately warm

9. Unable to afford to replace any worn out furniture

10. Unable to afford to have family or friends for a drink or a meal once a month

11. Unable to afford to buy presents for family or friends at least once a year

Example: Ireland



Consensual Approach
• Focus on income but draws on people’s understanding of how much 

income they need to ‘make ends meet’ (MEM) to set a poverty line 
that reflects these views.

• So, all households interviewed will have a view about how much 
money they need to keep a family like themselves out of poverty (or 
other variants). 

Actual income

MEM 
income





Issues to 
consider

• Adopts disposable Income approach? (BHC and 
AHC)

• Self-owned property (with or without mortgage), 
tenants, should have different poverty 
thresholds.

• Different household composition (e.g. household 
having persons with disabilities, PwD, young 
children should have a higher poverty threshold)

• Consider “absolute” poverty approach to deal 
with asset (property vs liquid asset), how do we 
convert them into income

• Other issues: duration in poverty, alleviation 
targets


