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THE FLUCTUATION OF ECONOMIC WELL-BEING

In his classical study of poverty in York at the turn of the
century, Seebohm Rowntree demonstrated that the economic
well-being of families tended to fluctuate over the life course.
The typical career of a family had the form of a "cycle of poverty”
whereby families moved in and out 0;‘ periods of low economic
well-being. Rowntree identified two periods in which families faced
the highest risk of poverty, the periods of child rearing and old

age.

The economic well-being of a family depends largely on its size
and its total income. In Rowntree’s time, there would typicaly be
one main income earner in the family, the husband, and only minor
additional {(cash) incomes would be brought in by the wife or older
children. Until old age, and with the ex;:eptimn of periods of
vnemployment for the husband, the income of the family usually did
not change very much. But since family size varied considerably
over the life cycle — there were usually many children — the
standard of living of the family still fluctuated significantly.
During the period of child rearing it would be pressed down. @as
the children grew older and moved out of the parent family, its
standard of living would increase although its income ramined about
the same. Then in old age, the standard of living would usually
fall again, but now because of lower earnings and the lack of other

alternative income sources such as social security.

Since Rowntree’s time, many of the factors underiying the poverty



cycle have changed. It is likely that changes in family size and
comnasion, the increased lahor force participetion rate of women,
and, above all, the development of the welfare state have affected
the economic well-being of families as well as the degree to which
it fluctuates over the life cycle. However, the basic demographic
factors underlying Rowntree’s cycle .are still with us, and an
important issue in social policy debate still is the extent to which
welfare programmes should aim to counteract or eliminate the
Rowntree type of cycle. In particﬁlar, because of the "aging" of
the populations of industrial nations, there is a great deal of

concern with the economic status of the elderly.

This essay addresses two main questions. First, is this kind of
fluctuation of economic well-being over the life course still a
characteristic nf theo distribution of income in advanced industrial
natiun5?1 Do young and old families still tend to have a lawer
standard of living than the rest of the population and, i+ so, is
this equally true in all nations?. Second, to what extent can
differences between nations in this respect be explained by

differences in the relative role of income transfer policies.

In this essay we will analyze the relative economic position of
families of various ages in seven industrial nations around 1980.
Special attention will be given to the economic status of the

elderly as compared to the rest of the population. The paper is

1. More precisely, we analyze differences in family income of
different age groups at one point in time, and not the fluctuation
over time for the same family.



divided into three sections. We first examine the composition of
family incame to see how families in vairous aoe aroans oot
together “"packages of income" {Rainwater et. al. 1983 from
various sources. This will show what difference there is between
these countries in the relative importance of different sources of
income. In the second part, we analyze how the level and
distribution of income varies between age groups and accross
nations. Finally, we conclude with a discussion of possible
relatiaonships between different int:.nme packages on the one hand

and the level and distribution of income on the other.

When interpreting this analysis, the reader should bear in mind

that this is a study of

- cash income (hon—cash income such as in—kind transfers are not
included),

- family income {no analysis of individuals’ incomes is
included),

- relative income (no comparisons are made in terms of
absolute income levels).
This essay is one in a group of papers within the Luxembourg

Income Study, an international project on comparative iricome

distribution. The LIS analyses are based on an international data
bank of income statistics containing data for the following seven
cc;tuntr‘ie..%: Canada, Germany (BRD), Israel, Norway, Sweden, the United
Kingdom and the United States. The data in the LIS data bank are
for the year 19279 except for Canada and Sweden where the data are
for 1981. The data bank has been established by reartranging

micro—data files for each of these countries according to a common



set of concepts, standards, and definitions in order to achieve the
best possible comparability. International comparisons of income
distribution have usually been based on published statistics in
various countries or at best from tables produced in each country
{cf. Sawyer 1976, Stark 1976). A serious problem with these studies
has been the lack of comparability.  In LIS, we believe that by
working directly with and rearranging micro—data sets we have
overcome many of these problems and reached better comparability
than in the past. Of course, perféct comparability is not possible
and some of the remaining problems will be discussed later in the

2
paper.

The group of papers now being prepared constitute the first wave
of analyses based on the LI5S data bank. The purpose of these
papers is mainly descriptive. We want tp describe in general terms
the distribution of income in these countries in a comparative

framework and explore the potentialities of the LIS data bank.

2. The LIS data bank is physically located at the Centre d’Etudes
de Populations, de FPauvrete et de Folitigue Socio—Economigue in
Luxembourg except for the Swedish data which due to peculiarities
in Swedish data legislation have not been physically integrated
within data bank and are therefore located at the Institute for
Social Research in Stockholm. For a more detailed description of
LIS, see the paper by Smeeding, Schmaus and Allegreza. (1985)



INCOME PACKAGES

A useful way of describing the political economy of contemporary
society is in terms of different "claim systems" varying in
importance from one country to another (see Rein 1983). The major
systems within which claims are established in industrial societies
are the family, the government, and the market (work and capitall.
Toward each of these institutions individuals make claims on
economic resources. How families hut together packages of income
from various sources depends on the availability of the various
forms of income and the propensity of each family to choose
between the forms of income that are available. The availability
of different income sowrces is influenced by factors such as the
level of unemployment and the welfare policies of the government,
and the families® choices by, for instance, their demographic

composition.

The seven countries included in this study differ both in the
availability of various forms of income and in family composition.
For example, public spending on income maintenance in 1978/79
amounted to 18 percent of GMP in Germany, 12 percent in the United
Kingdom, and 2 petrcent in the United States (DECD 19835). As can be
seen from Table 1, these countries alsoc differ from one another in
respect to family size and age composition. In terms of average
family size, Israel and Sweden are polar cases, Israel having on
average larger families than the other countries (3.4 members),

Sweden smaller ones (1.9 members), and the other five countries in



there between (2.4 — 2.7 members). As for age composition, Germany
has the "oldest” papulation and Canada and the United States the
“voungest" populations. Israel is a case of its own with relatively
small groups of both young and old families and consequently a

larger proportion middle age groups.

TABLE 1. SIZE AND AGE DISTRIBUTION OF FAMILIES

Age Group=

Persons per family? —24 25—-64 &5+
CANADA 2.7 10 73 17
GERMANY 2.4 S bé 29
ISRAEL 3.4 3 74 23
NORWAY 2.5 7 bb 27
SWEDEN 1.9 14 &0 26
UNITED KINGDOM 2.7 & a8 26
UNITED STATES 2.6 10 70 20
1} There are some differences in family definition between

the data files. Most important, in the Swedish data single
persons over 18 years of age are counted as a family of their own
even if they in fact belong to another family. This will for
example be the case with students who live with their parents.
(Co-habitants who are not technically married are counted as a
married couple.) Household size in Sweden therefore is
underestimated. The true figure should probably be close to that
of Germany or Norway. (A rearranging of the Norwegian data using
the Swedish family definition bring family size in Norway down to
2.0.) This irregularily influences the interpretation of some of
the results for Sweden, as will be explained in subsequent
comments.

2) Families are assigned to age groups according to the age of
the family head. In families with a married couple, with or
without other members, the family head is the husband.




The age composition of a population is likely to affect the
packaging of income in several different ways. An increase in the
proportion of elderly people, for example, will reduce the role of
earnings, and by affecting the relative numbers of "supporters” and
"supported” increase the size of the public redistributive system
and the relative role of public tran_sfer‘s. We therefore expect to
find some difference between countries in the way families put
together income packages. Piagram 1 shows the composition of
gross income (pre—tax family income), first for all families taken
together and then for families in different age groups. We
distinguish between five different income sources: earnings
(employment and self—employment income), capital income, public
transfers, occupational pensions, and a miscellaneous category
which we call other income. The diagram confirms the expectation
that there are differences between these countries in the
composition of family income and shows how they differ from each

other in this respect.

If we first look at the population at large, we notice that in all
countries, earnings are by far the most important income source.
Earnings contribute between 68 percent (Sweden) and 83 percent

(Israel) to the average family’s gross income.
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The most significant difference between these seven nations

C e mppoerat - public s Bronstor=zs  Thess contribute betweon 8 anc 29 e
r

percent to gross family income (in Israel/US and Sweden
respectively). A second major difference is the important role
played by capital income in Canada and the United States as

cnmpar:ed to the other countries.

With some risk of oversimplifying the picture, we can distinguish
between a typical European and a typical non—European income
package, where the latter is characterized by relatively low levels
of public transfers and high levels of capital income. Among the
European countries, Sweden is a case of its own due to its
exceptionally high level of public transfers; close to 30 percent of

graoss family income is public transfers.

Are these differences in income packages the ones we would
expect to find on the basis of the variations in age composition
described above? To some extent, yes. The non—European
countries have relatively "young” populations and it is therefore
understandable that transfer incomes matter relatively less there.
But, the very significant role played by public transfers in Sweden
cannot be explained by its demographic structure. Sweden does not
have an “older" population than the other European countries.
There is reason, therefore, to believe that the high level of public
transfers in Sweden is a result of different political priorities

than in the other countries.

Now turn to families below 25 and those in the ages 45 to 54,



that is to the youngest families and families in what is presumably
the economically most active age group. In the latter group, as
expected, almost all income is from earnings. Capital income
matters very little, and public transfers only make up a few
percent. Young families have roughly the same composition of
income as families in the economically most active age group. For
families in these age groups, there -ar'e only minor differences
between countries. But, again Sweden (and to some extent Britain
stands out as rase of its own because of the significant role

played by public transfers.

Finally, elderly families. In the two oldest age groups, the
composition of income is very different from that of younger
families and here we see a striking difference between countries.
Overall, the pattern is quite complex:

- Public transfers and occupational pensions together
contribute at least half of gross income. They make up a larger
proportion of family income in the European countries than in
Canada, Israel and the United States. It is also interesting to
note that Sweden does not differ from Germany and Norway in terms
of transfer income for elderly families. The previously observed
high level of public transfers in Sweden hence only concerns the
non—aged.

- Elderly families generally have some income from economic
activity of their own. In some countries, such as Israel,

earnings make up a considerable proportion of gross

> 3

income.

- Capital income also is an important source of income for
elderly families. In Canada, Israel and the United States,

3. In fact, a fair number of family heads continue to work full time
on a full year basis after they have reached 65 years. 0On the
average, 7 percent of heads in the ages &5-74, and 1 percent of
heads in the ages 75 and above, continue to work full time, full
vear, in these seven countries.



capital incomes as well as earnings are more important than in
the cother countries. Also among Norwegian families in the 65-74
group earnings comprise a large proportion of family income. This
is explained by the relatively high retirement age in that
courttry Rurmally, beltween. &7 sind 70 yeacsin

To sum wup, by looking at income packages in various age groups
we have noted important differences as well as similarities between
these seven nations. The most significant difference concerns the
roles played by factor income and transfer income. Transfer income
is most important in Sweden and least important in Canada, Israel
and the United States. This difference is largely due to
differences among the elderly. This suggests that if we want to
explain differences between these countries in income packaging, we
need to understand above all the difference between the situations
of elderly families. In fact this is a general theme that we shall
return to throughoot this essay. We will obhserve many differences
Desbwereny Chiess seven countrics and we will coonblnde Lo fiod onat
these differences largely are explained by differentes among the

elderly.

To this general conclusion, we should add one gqualification. If
we look specifically at the composition of elderly families® incomes,
and particularily the oldest group, Sweden is no longer exceptional
compared to the other European countries. Among the elderly,
Germany, Norway and Sweden make up one category with relatively
high levels of transfer incomes; Canada, Israel and the Untied
States an opposite category; and Britain a category of its own in

between.



INCOME LEVEL. AND INCOME DISTRIBUTIDON

In the previous section we found that in some countries families
are relatively more dependent on markets {(earnings and capital) and
in others more dependent on politics (transfers). Since markets and
politics presumably distribute income differently, we also expect to
find differences between the cnuntries in the overall distribution

of income. We now turn to this issue.

Market Attachment and Factor Incomes

Obviocusly, the distribution of income is influenced by many other
factors than the balance between markets and politics, such as the
history and traditions of sach society, their economic structures,
and trade union organization. It is beyond the purpose of this
ETOSY Lo P operly explain the disteibutisns of Gdowes L0 each

country. But, we can at least shed light on some of the relevant

factors.

We have seen that earnings is a major source of family income
and that its importance varies from country to country and between
age groups. A relevant factor is consequently the families”
attachment to the labor market. In Table 2 we have estimated, as
an indicator of labor force attachment, the proportion of families
that have earnings. As can be seen, significant differences
between age groups and countries exist. The main age group
difference within countries is between the elderly and the

non—eldery, and the main difference between countries



TORIFE 2 FROPORTION OF FAMTI TFS WMTTH EARNTRNGEZ

AGE 24 25-34 35-44 4554 55-44 &5-74 75+ TOTAL &Sb=

CANADA .92 - 9?4 26 -93 .83 .36 .15 .82 -31
GERMANY .BO - 94 - 77 -96 « 65 -17 - 05 . b6 - 3b
ISRAEL .94 =97 .99 -F7 .83 - 42 « 20 .81 . 29
NORWAY .93 .94 -4 =75 . .B&6 .92 .14 .78 - 29
SWEDEN .95 - 26 -7 .96 .86 -34 .10 .76 « 33
L -85 -5 « 97 -6 .81 .28 - 11 .74 - 33
U.5.A. .90 -FT -8 .94 -B2 - 37 .17 -80 - 30
MEAN « 70 .75 =97 =75 .81 « 36 .13 - 77 -

sD .05 -01 .01 - 01 07 - 10 .04 .05 -

1) Earnings = income from employment and self imployment

23 5D = Standard Deviation. The row of 8Ds measure the

cross— national variation, and the column of 5Ds the
variation between the seven age groups

concerns elderly families.

There are very little difference between countries for families
in the ages 25-34 but a good deal of difference for elderly
families as well as those in the youngest group. These differences
are caused partly by an atypical pattern for Germany. In Germany,
the proportion of families with earnings is about the same as in
the uthef countries for families in the ages 25-54. But it is
considerably lower among the youngest families and those IO and
above. This suggest a slightly later entry into working life in
Germany than in in the dther countries, a more widespread use of

early retirement, as well as a more "complete" retirement.



Considering these differences in labor force attachment, we also
should find differences in the level of factor income for the
different age groups. Table 3 shows average factor income
{earnings and capital income) for families in various age groups,
expressed as a proportion of the average for the entire

prulation.4

TABLE 3. FACTOR INCOME OF DIFFERENT AGE GROUFPS IN RELATION
TO NATIONAL MEAM?

AGE —-24 20-34 35-44 45-54 55-64 6374 75+ TOTAL 5D

CANADA .65 1.07 1.32 1.40 1.046 « 38 .24 1.00 =42
GERMANY .77 1.19 1.59 1.87 1.88 .12 .06 1.00 .63
ISRAEL .84 i.18 1.40 1.32 0.99 - 33 - 23 1.00 - 43
NORWAY .70 1.22 1.52 1.30 1.20 -3B .07 1.00 4
SWEDEN .45 1.25 1.64 1.64 1.21 23 11 1.00 « D7
U.x. 86 1.23 1.4%5 1.58 1.03 « 23 .14 1.Q0 - 02
I e.n, A& 1.ne 1.39 1.4 1.7 .7 L 2E 1.00 NS
MEAN 72 1.17 1.47 1.54 1.07 29 15 - -

Sb .09 -Q7 - 11 .17 11 - 09 =07 - -

1) Factor income = earnings and capital income.

The table shows, as expected, that there are substantial

differences between age groups in the relative level of factor

4. Factor income roughly correspond to income from market
activity. However, it would have been preferable to include
occupational pensions in this table so that it would more
accurately show the distribution of market income. But, since
occupational pensions cannot be separated from public transfers in
the Swedish data, this is not possible on a comparative basis.



income, and in particular that elderly families have low factor
incomes. The differences betwsen age groups are highest in
germany (S = .45) ana 1owest in israel (5D = 4Z) Un the average,
factor incomes of the 45-54 groups are more than twice as high as
in the below 25 groups and more than ten times as high as in the
75+ groups. These cross—sectional age—income profiles should,
hiowever, not be confused with the ir'*u:cnme trajectories of single
individuals. While the data in Table 3 displays the familiar
cross—secltional pattern with a peak income in the mid—forties and
declining incomes thereafter, income trajectories of single
individuals usually do not reach their maximum until just before

retirement (cf. Kreps 1974, Rugales and Ruggles 1977).

Disposable Income

Disnosable income is fArtor incams plus nehlic transfers and
occupa— tion pensions, and minus direct taxes. The taxes taken
into consideration are central and local income taxes and payroll
taxes. Employers® social security contributions are not included on

either the income or the tax t::.i.cha-.5

5, This is a weakness in the material. In most countries, social
sepcurity contributions are derived in part from a payroll tax paid
by employees and in part from an employers’ contribution. But, how
the contributions are divided between these components differs
from country to country and in the case of Sweden the total social
security contribution is carried by the employer. From our point
of view, these differences are arbitrary and it would have improved
the comparability of the material if employers’ contributions could
have been included both as an income and a tax. For technical
reasons, this has not been possible.



TABLE 4. DISPOSABLE FAMILY INCOME® OF DIFFERENT AGE
o ORoUra Ih RELATIOH TG WNAT1ONAL MEANW 7 77

AGE —-24 25-34 3I5-44 45-54 355-64 46574 75+ TOTAL sD
CANADA .62 - 99 1.22 1.30 1.06 .71 - 54 1.00 .28
GERMANY .62 -394 1.25 1.460 .97 « 63 .93 1.00 - 348
ISRAEL. .B1 1.09 1.25 1.21 - 97 .63 . 60 1.Q0 25
NORWAY .68 1.09 1.33 1.27 1.09 « 78 .31 1.00 .27
SWEDEN .&3 1.13 1.34 1.25 1.08 .82 .61 1.00 .27
U. K. «.Bb6 1.13 1.31 1.37 1.00 - 53 -44 1.00 - 33
go5.A. .60 -9 1.25 1.31 1.09 73 07 1.00 .28
MEAN - 69 1.05 1.28 1.33 1.04 - 69 T - -

5D .10 .07 .04 =12 035 .08 <05 - -

1) Disposable income = gross income minus direct income tax

(including payroll tax).

Table 4 shows the distribution of disposable income over age
groups. Here we see clearly the Rowntree type of cycle.
Disposable income is below average for the youngest group of
families, rises gradually to a peak for families in the ages 335 to
54, and then falls again to below average for old age families.
Yet, when comparing Table 3 and Table 4 one can see that in all
countries disposable family income varies less between age groups
than factor income does (the average standard deviation for factor
income is .51 as compared to an average standard deviation of .29

for disposable incomes).

Ry comparing the distributions in Table 3 (pre tax/transfer



income) and Table 4 {(post tax/transfer income) we also can get some
idea of the redistributive impact of taxes and transfers. As is
wal known, the difildiende belwesnn such disuributivies Caofivt be
interpreted as the redistributive effect of the tax/transfer
system. The reason for this is that present taxes and transfers
are likely to affect not only post tax/transfer income but also pire
tax/transfer income. Nevertheless, the comparison shows the
redistributive profile of taxes and transfers in the actual

system.

Comparing tables 3 and 4 we see, firstly, that families in the
youngest age group have more or less the same relative position
after as well as before taxes and transfers. Secondly we note
that families in the ages 25 to 54 have a lower relative level of
post tax/transfer income than of pre taw/transfer income. Thirdly,
we see that families in the two oldest groups have a higher
relative income level after than before taxes and transfers. For
the elderly, background data show that in all the countries
redistribution in favour of elderly households occurs primarilly via
transfers but also to some degree via taxes (i.e. via lower tax

rates relative to gross income {for the elderly).ﬁ

Adiusted Disposable Income.

In the previues section, we analyrzed disposable family income.

Since families differ in size, however, this is not an adequate

6. For a more detailed analysis of income redistribution, see the
paper by O'Higgins, Schmaus % Stephenson (1785



measure of standard of living. Two families with the same

disposable income will not have the same standard of living if for

. AEmTLL e O 18 o two porson cfomily-oand olng octhortn oz oo mawbaEe oo

family. We have seen previously (Table 1) that average family size
differs a great deal between countries and between age groups.
For a more accurate comparison of standard of living we therefare
use a measure of "adjusted disposable income" in which the income
of each family is adjusted for family size. {(The method of

adjustment is explained in the footnote to Table 5).

As seen in Table 5, a Rowntree type of cycle exists even after
adjusting for family size. Differences between age groups are most
pronounced in Germany and the United Kingdom, and least pronounced
in Israel and Canada. However, differences between age groups are
much smaller than they are without the adjustment made; the
adiusted standard deviations are only about hailf the sizre of the
unadjusted ones. The table particulary illustrates that if family
size is not adjusted for, the relative economic position of the
elderly is clearly underestimated. Elderly families are smaller - than
average and when this is taken into account we find that their
relative standard of living is much higher than what we might be
let to think by looking at the unadjusted disposable income. On
the basis of the unadjusted disposable income (Table 4), we
estimated the economic level of the two oldest groups to be no
more than &9 and S4 percent of the population average. After
adjusting for family size the relative economic levels of these

groups are up to 7?2 and BO percent of the naticnal level.



TABLE 5. ADJUSTED DISFODSABLE INCOME IN DIFFERENT AGE GROUFS
IN RELATION TO NATIONAL MEAN?

AGE —24 25-34 3I5-44 45-34 5S5-64 6574 75+ TOTAL sD
CANADA .87 «78 .76 1.11 - 1.1%9 -4 -81 1.00 -11
GERMANY .Bé& .88 P4 1.30 1.07 .84 .77 1.00 17
ISRAEL 1.0Z 1.03 .71 1.00 1.23 .72 .26 1.00 -1G
NORWAY .81 26 .99 1.04 1.18 1.01 .79 1.00 12
SWEDEN .8é 1.00 .98 1.12 1.17 - 75 .78 1.00 .13
U. K. .99 -7 =97 1.20 1.17 .76 &7 1.00 -18
u.s5.A. .77 « 73 - 75 1.13 1.21 -7 . B4 1.00 .14
MEAN « 88 - 76 -24 1.13 1.17 =92 .80 - -
sD . 0B - 04 - 02 .09 - 05 .08 .08 - -
1) The adjustment of disposable income for family size is done

with the use of the following equivalence scale:

No. of fFamily members: 1 2 3 4q S

Equivalences ftactor: . 50 .75 1.00 1.25 1.50 and

s0 on. For a fuller discussion, see Smeeding, Schmauss and

fFllegresa (1580).

There are noticable differences between the countries in the
relative economic status of families in the various age groups.
Among elderly families, the most striking feature is how far behind
their compatriots in the other countries the elderly in Britain
are. The relative adjusted disposable income of the &5-74 group in
Britain is only 7é& percent of the population average, and in the
75+ group it is as low as &7 percent. These figures should be
compared to 24 percent and 82 percent which are the averages of

the elderly’s relative incomes in the other six nations. We will



later return to the low incomes of UK eldery in our analysis of
noverty. The higiozst relative standard of liing .ol nlderly
families is in Israel. In Israel young families also have high
incomes. Conseguently, in Israel there is no Rowntree type of

cycle at all.

Ineguality.

So far, we have looked only at differences between age groups.
We now twn to inequalities within these groups, that is to

differences among families of the same age groups.

The degree of inequality in the distribution of incomes can be
expressed by a range of measures, each differing in its sensitivity
to income variations at different levels of the income
di'_-‘;t;*i:_-.-;:.tif_-.n.? THE .Sl pophiar INEgUallly SOaSU LBy A5 wEll an
the one used in this essay, is the Gini coefficient. This
coefficient ranges between O and 1; the higher the coefficient, the
greater the degree of measured inequality. The Gini can be
interpreted in the following way: If we randomly select two people,
and express the difference between their incomes as a proportion
of the average income, this difference turns out to be on the
average twice the Gini coefficient. For example, a Gini of .4 reans

that the expected difference between two people chosen at random

is 80 per cent of the average income; with a coefficient of .1 the

7. See e.g. Atkinson (1970), Cowell (1977), Allison (1978), and
Schwartz and Winship (1980) for overviews of the most commonly used
inequality measures and their properties.



expected difference is 20 per cent of the average, etc. (Atkinson

4T . A
- 4w elm prarT

In Table & we give Gini coefficients for the distribution of
adjusted disposable income within separate age groups as well as
for the entire population. Overall, income is most unequally
distributed in Germany, Israel and the United States and most
equally distributed in Sweden. Next after Sweden in rank comes
Norway, United Kingdom, and Canada. These findings correspond
fairly well with those of previous cross-national studies (cf.

Sawyer 1982).

TABLE 6b. INEQUALITY. GINI COEFFICIENTS FOR DISTRIBUTION OF

ADJUSTED DISFOSABLE INCOME

AGE —-24 25-34 35-44 45-54 55-64 65-74 7o+ TOTAL 5D
CANADA . 332 295 - 285 . 286 - 296 - 307 - 271 =299 .016
GERMANY .304 - 247 -317 - 452 - 382 . 278 - 340 L3535 L0505
ISRAEL .304 278 " 330 . 344 - 342 - 360 « 427 « 333 .044
NORWAY 296 . 249 =214 - 229 229 - 250 « 229 . 243  .023
SWEDEN 236 - 209 - 192 214 - 195 -143 126 - 205  .037
U. K. « 279 . 264 «. 253 - 246 - 293 . 2866 - 2840 273 012
U.s.A. - 345 -313 . 304 - 303 - 331 - 342 - 355 «.324 .019%
MEAN . 300 - 268 =271 - 297 . 284 . 281 . 287 - 291 -

5D - O3F3 -0E1 .49 076 « 055 - Q&7 . 072 « 050 -

Note: These are unrevised Gini coefficients for Germany. See Table 2-

in the paper by O°Higgins, Schmaus and Stephenson (1980).




In Table &, we can furthermore see that the craoss-national
variation in the dearee of income ineouality —— as measured bv the
standard deviations —— is considerably higher among the elderly
than among younger cohnrts.a While the highest Gini ceoefficient for
the total populations is 1.7 times as high as the lowest one, among
the &5-74 groups the gap is 2.5, and among the 75+ groups it is
3.4, Hence, if we want to explain cross—national differences in
income inequality, we are well advised to pay extra attention to
the process of income attainment i.n old age and its cross—national

variability.

Poverty.

The concept of poverty is surrounded by a great deal of
confusion. Most social scient_ists agree that the group with the
lowest income can be defined as poor ev;en in affluent societies.
But, there is no agreement on exactly where the dividing line
between the poor and the non—poor should be drawn. In this paper,
the poor are defined as all persons belonging to families with an
adiusted disposable income below half the median for all families.
Although somewhat arbitrarily chosen, this poverty definition has
become quite common in recent years and therefore can our results
be compared with some previous poverty studies. Table 7 shows

the extent of poverty in different age groups according to the

8. The only exception is for the age group 45 to 54 years where
an extraordinarily high level of ineqguality in Germany causes the
difference between countries in this age grouwp to be "abnormally”
high.



definition we have chosen.

TABLE 7. FOVERTY RATES®
AGE —-24 25-34 35-44 45-34 55-464 &5-74 79+ TOTAL 5D

CanNAaDA 22.7 1301 11.8 F.5 10.6 11.2 12.1 12.1% 4.1
GERMANY 14.5 7.2 4.2 4.5 7.3 12.7 15.2 7.2 4.3
ISRAEL 11.7 8.9 17.4 14.5 11.0 22.6 27.1 14.5 6.1
NORWAY 146.8 5.9 3.5 3.5 3.3 2.7 7.3 4.8 4.6
SWEDEN 17.3 4.8 5.3 S.4 3.9 0.0 0.0 5.0 S.4
U. K. 11.6 7.9 7.3 S.2 S.6 16.2 22.0 8.8 5.8
U.5.A. 2Z28.0 17.4 15.0 13.2 13.7 17.8 25.9 16.9 5.3
MEAN 17.5 2.3 .4 8.0 7.9 11.9 15.6 .7 -

sSb 5.9 4.2 9.3 4.1 3.7 7.5 2.2 4.4 -

1) Proportion (percent) of persons belonging to families

with an adjusted disposable income below half of the median for
all 4amilies. Tn terms of nationa?} rarrencies, the poverty lines
used for a family of three were 10,400 dollars in Canada, 15,766
DM in Germany. 8,068 shekel in Israel, 35,182 kroner in Norway,
42,798 kronor in Sweden, 2,603 pounds in UK, and 7,104 dollars in
the US. At the time of writing, there is some uncertainty about
the correctness of the Berman figures. This will be cleared up
for the final version of the paper.

On average in these seven countries, about one out of every ten
persons belongs to a familiy with incomes below the poverty line.
The overall figure is highest in the United States (about 17

percent) followed by Israel and Canada, and lowest in Norway and



Sweden (about 5 percent).q We also find a Rowntree type of cycle:
the rick af nnverty iz highest in the yonnpest and pldest ane
groups. But this cycle deoes not appear in all countries. In
Canada and Israel, the risk of poverty is comparatively high in all
groups, but no Rowntree type of cycle exists. In Sweden, the risk
of poverty is generally low and virtually non—existent in the

oldest gr‘c:ups.io

The way poverty is defined here, the poverty rate within a
specific age group is a function of both its average income and the
way these incomes are distributed within it. To illustrate this
point, we can compare the extent of poverty among U.S. and U.K.
eldery. We first of all note that the poverty rates are about the
same in both groups. However, as we previously saw (Table 5), the
eldery in the lrited Gtates bave a mnnsiderably hinhar relative
income level than the eldery in Britain do. We also noted (Table &)
that incomes were more unequally distributed among the eldery in
the United States than among eldery in the UK. We conclude

therefore that in the United States the high poverty ratio among

9. The poverty rate among the young families in Sweden is probably
exaggerated because of the Swedish family definition {(see table 1,
footnote 1). This also exaggerates somewhat the overall level of
poverty in Sweden. For a further discussion of this problem, ses
Smeeding et. al. d983).

10. During the first half of this century, poverty was, however, a
condition closely associated with old age in Sweden as well. The
universal public pension reforms of 1248 and the increase in
benefit levels in 1958 drastically decreased poverty among the
eldery (see Korpi 1974). Between 1952 and 1976, the average Swedish
pension increased with over 300 percent in real terms, as compared
with a 97 percent rise in average incomes among full time
industrial workers (Hedstrom 1989).



the eldery is due mainly to the unequal distribution of income
among them:; whereas in the U.K. the same poverty ratio results

mainly from the low income level of the eldery.

In general the poverty rate of a specific age group will be
different from the national poverty rate if the income level (mean
adiusted disposable income) of the g-r'oup is different from the
national average or if the distribution of income at the bottom
tail is different (or both, unless the two differences should happen
to cancel each other out). By comparing tables 5 and 7, we see
that the poverty rate of a specific age group mostly is higher
than the national poverty rate when its income level is lower.

But, in a number of cases we do not find this pattern. This means
that there must be differences between the age groups in the
dictribution of income that result ir a difference between obhserved
and "expected" poverty rates.n Some examples:

- In Canada, the poverty rates in the two oldest age groups
are not higher than the national average although the income

level is lawer. This means that income distribution is less
inegalitarian at the bottom tail among the elderly than in the
entire population.

- In Sweden, poverty as defined here has been eliminated
among the elderly but not in the entire population, which is to
say, again as in the case of Canada, that there is less

inequality among the elderly than in the entire population.

- In Britain, the poverty rate in the youngest age oroup is
higher than the national poverty rate although the relative

income level is the same- Conseguently, there must be more
ineqguality among the young.

1i. This difference in oncome distribution is not necessarily
reflected in the Gini—coefficients since the BGini is a measure of
overall inequality which is not particularly sensitive to income
differences at the bottom tail of the distribution.



- In Israel, the elderly have the highest relative income
level but also the highest rates of poverty of all these
Cconmtrize . This masng that there muct b= eucepticonol o inequetity

- R 1

in the distribution of income among the elderly in this country.



INCOME PACKAGING AND INCOME DISTRIBUTION

o far we have observed that the relative economic position of
different age groups as well as the overall distribution of income
varies a great deal from one country to another. We have also
shown that among these seven countries public transfers comprise
different proportions of family income. We now turn to possible
relationships between these two phenomena, ie. to the relationship

between income packaging and income distribution.

To determine precisely the extent to which differences in income
packaging affect income distribution, presents formidable
methodological and theoretical problems. Our goals ares much more
modest. First, we will analyze to what extent poverty ratios and
in the average family income package. Second, we will focus on the
elderly and examine the relationship between their economic status
and the relative importance of public transfers in their income

packages.

Our working hypothesis is that markets and politics distribute
income differently. The data in the following diagrams suggest that

this hypothesis has some wvalidity.



DIAGRAM 2. PUBLIC TRANSFERS, INCOME INEQUALITY, AND POVERTY
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A= Diagram 2 shows, the cross-—natiuna.l variation in income
inequality and poverty rates can be partly explained by differences
in the proportion of public transfers in the family income package.
The more important public transfers are on the average, the more
equally distributed incomes are (r = ~-.70), and the lower the
poverty rates are (- = —-77). The exceptions to this general rule
are Bermany, where incomes are quite unequally distributed though
transfers represent a significant proportion of family incﬁme, and
Norway, where the poverty rate is lower than one would expect on

the basis of the transfer rate.

fis we have seen in this essay, any study of the cross—national
variation in income inequality must focus on the elderly. In

addition, a very large proportion of public transfers goes to the



elderly. About half of all public transfers in these countries go
to elderly families, thouah only about 15 percent of the population
reside in these -Families.lz Therefore it is relevant to ask whether
cross-national differences in the economic status of elderly
families can be explained by differences in the relative role of
public transfers. The data in Diagram 3 shed light on this
question by relating poverty rates and Gini indices to the

propartion of public transfers in elderly families’® income packages.

In countries where public transfers account for a larger
proportion of the elderly’s gross income, poverty rates and
measured income inequality generally are lower (the zero—order
correlations range from —70 to —.82). Again Germany and Norway
are exceptions. Also Canada is somewhat of an exception since the
poverty rate in the 75+ aroup is lower than expected on the basis

of the public transfer rate.

iz2.

Fopulation shares and public transfer shares of
families &5+:

CA BGE IS NO SW UK USs
% of population: 11 19 13 16 18 146 13
% of publ.itransfers: 46 &0 35 59 49 3B OB



DIAGRAM
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The level of public transfers, however, do not explain all the

cross—national variation in the elderly’s economic situation.

can be seen in Diagram 4, the relationship between income packaging

As

and the economic situation of elderly families is quite complex.



DIAGRAM 4. PUEBLIC TRANSFERS AND RELATIVE INCOMES OF THE ELDERLY
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No clear pattern can be discerned in the &5-74 group, and the
sero—order correlation is as low as -.146. However, in the 75+
group it appears as if the average family is better off in
rountries where public transfers play less of a role (r = —.64).
Israelian, American, and Canadian families in the 75+ group have
higher relative incomes and are less dependent upon public
transfers than their European compatriots are. On the ocne hand we
find that the average relative income of the 75+ group is higher in
countries where public transfers play less of a role. On the other
hand, incomes are more unequally distributed and the prevalence of
poverty higher in these countries. But, of course these findings
are tentative since we have not controlled for all the relevant

factors.
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ind thoo o Tadaly systemclic reiaticniship exiats veltwesh
income packaging and the distribution of income. In general,
poverty rates are lawer and incomes more equally distributed in
countries where public transfers account for a larger proportion of
gross family income. These statistical relationships should, of
coursa, not be interpreted as causal ones. CUertainly, much mora
detailed information on the institutional characteristics of these
societies is needed bhefore any such claims can be made. However,
pur analysis of the relative role of public transfers is highly
suggestive, and should provide incentives for more research an the

relationship between income packaging and income distribution.

CONCLUDING REMARKS

In the beginning of this essay we asked the gquestion: do yaung
and old families tend to have a laower standard of living than the
rest of the population, and, if so, is this equally true among the
seven countries in this study? Rowntree’s century old observation
still has some validity. Young and old families tend to have lower
incomes and face higher risks of poverty than other families.

These age—group differences are more pronounced in some of the
countries than in others. The greatest variations are found in the

United Kingdom and Germany, and the smallest in Canada and Israel.

In addition to analy:zing income differences between age groups,



we have explored the size distributions of income amang populations
at large. Cross—national variations in income inequality are more
pronocunced among the elderly than among the non—elderly. Public
transfers play a key role in the distribution of elderly incomes,
and the more significant they are, the more equally distributed the
incomes tend to be. What these initial findings underscore is that
comparative research on income distribution should focus much more
on the process of income attainment in old age and its

cross—national variability.
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