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Low income intensity:
urban and rural families

Andrew Heisz
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Low income intensity: a more complete
measure of low income
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Data are from the 1993 and 1997 versions of the T1 family
file (T1FF), created and maintained by the Small Area and
Administrative Data Division (see T1FF and the official
Statistics Canada low income estimates).  The T1FF com-
prises all T1 tax records filed by Canadians, grouped into
families.  Records for children and non-filing spouses of
taxfilers are imputed from information on the taxfiler’s T1.
Thus, all income sources and the tax bill can be tallied for
each family, along with its basic demographic profile and
area of residence.  The full file is large—over 29 million
records in 1997—but this study uses a 10% file of ran-
domly selected records to yield 1.2 million families in each
of 1993 and 1997.  Approximately 20% are rural families.

Since the analysis uses tax data, the sources of income
are those normally reported on the T1 file, plus the fed-
eral Child Tax Benefit, the Goods and Services Tax (GST)
or the Harmonized Sales Tax (HST) credit, provincial family
benefits and provincial refundable credits. One important
source of income not consistently reported on the T1 file
over this period is family allowance benefits. These are
non-taxable provincial and local programs targeted at fami-
lies with dependent children. A number of different pro-
grams are grouped under the family allowance banner and
these differ between provinces. Provincial family allowance
benefits are available in this data in 1997 but not 1993. This
mainly affects the incomes measured for residents of
Quebec who received provincial family allowance benefits
in both years. Residents of some other provinces received
provincial family allowance benefits only in 1997. Because
the focus of this study is on changes in low income over
time, it is important that definitions of income remain the
same. For residents of Quebec, this means excluding
provincial family allowance benefits for 1997. Including
benefits for 1997 when they cannot be measured in 1993
would introduce a bias to the changes in income of pro-
vincial families since any provincial family allowance ben-
efits in 1997 would be measured as an increase in income.

For residents of other provinces, however, this means
including these benefits for 1997 since for those families
they represent new programs offering additional incomes
to families.

Rural areas: the regions outside census metropolitan areas
(CMAs) and census agglomerations (CAs).  CMA and CA
codes have been matched to the T1FF using a postal code
conversion to yield a highly accurate locational identifier.

Small/medium urban areas: CMAs or CAs with less than
500,000 residents.

Large urban areas: CMAs or CAs with more than 500,000
residents.

Market income: total earnings (from paid employment or
self-employment), investment income, retirement income
(private pension plan) and “other income.”  It excludes gov-
ernment transfers.

Government transfers: all direct payments to individu-
als and families by the federal, provincial and municipal gov-
ernments: Old Age Security pensions, the Guaranteed
Income Supplement, Spouse’s Allowance, Canada and
Quebec Pension Plan benefits, Child Tax Benefits, Employ-
ment Insurance benefits, workers’ compensation benefits,
credits for the  GST/HST, provincial or territorial refund-
able tax credits, social assistance payments and other
government payments. For all provinces except Quebec
this included provincial family allowance benefits. These
benefits were excluded for Quebec because of data una-
vailability for 1993.

Total income: income from all sources before deduction
of federal and provincial taxes, that is, market income plus
government transfer payments.

Income tax: total federal and provincial taxes on income
and capital gains in a given year.

After-tax income: total income minus income taxes.
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Table 1: Low income rate, gap and intensity

Rate Gap Intensity

1993 0.245 0.422 0.191

1997 0.262 0.437 0.210

Change (%) 6.8 3.5 9.9

Source: T1 Family File
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Low income intensity among
rural and urban families
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Table 2: Average income of individuals and families
with market income below LICO-IAT

Social After
Market EI assis- Other tax LICO-

earnings benefits tance transfers Taxes income IAT

$

1993 5,613 1,983 3,351 2,406 546 12,807 16,716

1997 5,652 872 2,867 2,500 396 11,494 16,732

Change 39 -1,111 -485 94 -149 -1,313 16

Source: T1 Family File

Chart A: Overall, low income intensity increased
between 1993 and 1997.

Source: T1 Family File
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Table 3: Low income among non-elderly
families, by area size

Rate Gap Intensity

Rural

1993 0.182 0.422 0.145

1997 0.199 0.438 0.164

Change (%) 9.3 3.8 13.1

Small/medium urban

1993 0.217 0.393 0.160

1997 0.240 0.403 0.179

Change (%) 10.6 2.5 11.9

Large urban

1993 0.286 0.435 0.226

1997 0.299 0.451 0.244

Change (%) 4.5 3.7 8.0

Source: T1 Family File
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Chart B: In 1993, low income intensity was
greatest in large urban areas.

Source: T1 Family File
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Table 4: Average income of individuals and families
with market income below LICO-IAT

Social After
Market EI assis- Other tax LICO-

earnings benefits tance transfers Taxes income IAT

$
Rural

1993 4,360 2,870 2,969 2,832 486 12,545 13,084

1997 4,123 1,277 2,677 2,947 276 10,748 12,874

Change -237 -1,593 -292 115 -210 -1,797 -210

Small/medium urban

1993 5,079 1,916 4,007 2,597 493 13,106 15,614

1997 4,914 855 3,497 2,686 335 11,617 15,476

Change -166 -1,061 -510 89 -158 -1,489 -138

Large urban

1993 6,379 1,673 3,156 2,140 596 12,752 18,705

1997 6,584 730 2,622 2,242 471 11,707 18,782

Change 204 -943 -534 102 -125 -1,045 77

Source: T1 Family File

Chart C: Between 1993 and 1997, low income
intensity increased in all size regions.

Source: T1 Family File
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Table 5: Low income among farm families

Rate Gap Intensity

1993 0.113 0.260 0.057
1997 0.119 0.277 0.064
Change (%) 5.3 6.5 12.3

Source: T1 Family File

Table 6: Average income of farm families
with market income below LICO-IAT

Social After
Market EI assis- Other tax LICO-

earnings benefits tance transfers Taxes income IAT

$

1993 10,494 1,519 226 3,712 279 15,673 16,279

1997 10,192 752 142 3,873 259 14,700 16,192

Change -302 -767 -85 161 -20 -973 -87

Source: T1 Family File
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Low income cutoffs (LICOs) were established using
data from the Family Expenditure Survey, which
covered approximately 14,000 households. It was
conducted periodically from 1955 to 1996 when it was
replaced by the annual Survey of Household Spending.
Between surveys, low income cutoffs were adjusted for
inflation using the consumer price index.

This study uses 1992 LICOs based on income
after tax (LICO-IATs) to measure low income.  These
are defined as the after-tax income level at which an
economic family spends 20% more than the average
family of similar size and area of residence (urbaniza-
tion) on necessities (food, shelter and clothing). Although
LICOs are often referred to as poverty lines, they have
no official status as such, and Statistics Canada does
not recommend their use for this purpose.1

LICO-IATs are based on family size and urban class.
For example, in 1993 for a family with three members,
the LICO-IAT was $13,773 in rural areas and $21,007
in large urban areas. The difference arises because the
average three-person family in a large urban area
spends a higher fraction of its income on necessities.
Persons with after-tax income below the LICO-IAT for
their family size and area size class are defined to be
in low income.
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Why do changes in transfers affect
rural low-income families more?
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Chart D: EI declines affected the
Atlantic provinces the most.

Source: T1 Family File
Note: Changes in these transfers have been standardized by dividing them by the

average LICO-IAT observed in the two years (1993 and 1997).  Thus, values
given are the change in transfer income received as a fraction of the low
income cutoff for an average family with low market income.
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Low income rates computed using the T1 Family File
(T1FF) compare favourably with those using the Survey
of Consumer Finances (SCF).  Low income rates computed
using the T1FF tend to be about 5 percentage points higher,
but otherwise fit closely with official rates.  On average,
changes in low income rates in the T1FF between 1993
and 1997 understated those in the SCF, T1FF growth rates
being about 40% lower.  In terms of ranking and qualita-
tive comparisons, changes in low income rates also com-
pared well between the T1FF and the official series.

One reason for the higher T1FF rates may be differ-
ences in family structure used by the two surveys. The
T1FF uses census families, which comprise a couple and
any unmarried children living in the same dwelling unit, or
a lone parent with unmarried children.  The SCF uses the
economic family, which is a group of individuals sharing
a common dwelling unit and related by blood, marriage or

adoption.  Economic families may comprise two or more
census families. Census families will tend to be smaller,
and to have lower income.

A second reason is coverage. The SCF excludes the
population on reserves, in the military, and in institutions,
while the T1FF does not.

A third possibility is that the grouping of families into
urban size classes may be slightly different between the
two sources.

Although the rates are higher using the T1FF, the rela-
tive ranking of different family types and urbanization
areas suggests that these rates are reasonable. This is
particularly true for the purposes of this study, where the
main interest is in examining changes over the 1993 to 1997
period, rather than discussing differences in levels.

Incidence of low income, 1997

Individuals in large
urban areas

Low income after tax, T1FF

Single
parent

 families
Rural individuals

Families in large
urban areas

Rural families
Elderly families

Low income after tax, SCF

Note: Only selected family types have been highlighted.
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Change in incidence of low income, 
1993 to 1997
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Note: Only selected family types have been highlighted.
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Families are defined as in low income
when their after tax income falls
below the low income after tax cutoff
l ine (LICO-IAT) for families of the
same size and urban class. These
cutoffs rise with family size and
urbanization (see Catalogue no. 13-
592-XIB).  Because larger families
spend more on necessities than
smaller families, they require more
income to exceed the cutoff.  And, on
average, urban families spend more
of their income on necessities. The
distributions of incomes for urban
and rural families are nearly identical
in the lower half of the scale, so low
income rates are higher in large
urban areas not because incomes are
lower there, but because expenditures

on necessities—particularly shelter—
are higher. Hence the cutoff is higher
for this group, and in turn, the fraction
of families falling below the cutoff is
greater (Heisz, 2001).

One common criticism of the LICO
methodology is that it focuses on gross
expenses for food, shelter and clothing,
which will differ between rural and
urban Canada because of price differ-
ences, quality differences and quantity
differences. Hence, the low income
population in different urbanization
classes may not have the same stand-
ard of l iving. Differences between
groups may be over or under stated
using different low income measures.
This is one motivation for the move

towards establishing a “market bas-
ket measure” of low income (HRDC,
1998a). For this reason, this paper
highlights changes in low income over
time, and not differences between
groups.

Some analysts have also crit i-
cised the methodology underlying the
computation of the LICOs for making
differences between urban and rural
LICOs too large (for example, Wolfson
and Evans, 1989). However, using
LICO-IATs that are closer together
shows that the main conclusions are
not affected by the amount of differ-
ence in the LICOs (Heisz, 2001).
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Chart E: For virtually all levels of income, transfer
payments were more important for rural families.

Source: T1 Family File
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