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Introduction

The prevention of poverty in old age, or positively: the securing
of a basic minimum of existence is certainly a widely shared goal
in social policy. It is, for instance, laid down in the second
draft of the European Charter of Fundamental Social and Economic
Rights (1989, No. 27):

"Every person in retirement or early retirement shall be able
to enjoy resources affording him or her a decent standard of
living".

Nobody is overtly opposed to it, but there are certainly various
interpretations of its contents and scope. Above all, a fundamen-
tal ambiguity exists concerning the question whether such minimum
standards should be institutionalized "as of right" by standard
social insurance or demogrant schemes or only by means-tested
social assistance, subsidiary to other available resources. The
Social Charter, as a minimalist agreement among the member
states, has here opted for the second variant (1989: No. 28):

*any person who has reached retirement age but who is not

entitled to a pension for whatever reason or who does not have

other adequate means of subsistence shall be entitled to a

minimum income, modulated or complemented by social protection

and medical and social assistance specifically suited to their

needs and as wide an access as possible to such assistance”.
Moreover, there seems to be little consensus about the approp~
riate definition and setting the level of the '"social minimum”

among the EC member countries or elsewhere in Europe.

In the first part of this paper, I shail review the configura-
tions of minimum standard regulations f.r ~1d age, existing in
some West European countries, and attempt Lo compare the respec-
tive levels of minimum income cross-nationally. In the second
part,.I shall present sSome empirical evidence regarding the



extent of poverty among the elderly pased on a comparative analy-
sis of income surveys. Certainly, poverty in old age is no longer
a problem to the majority of pensioners in West European coun-
tries. But there may still exist significant differences between
them regarding the efficacy of their social security systems to
reach this goal. Finally, I am going to draw some tentative
conclusions from the foregoing analyses relating to the
conditions for an effective implementation of minimum
regulations, and to the prospects for harmonization of such

minimum standards within the European Community.
I. Minimum standards for old age security

Patterns of institutionalization

Among the social security systems of West European countries, a
first well-known distinction can be drawn petween Bismarck-type
earnings-related schemes and Beveridge-type flat-rate schemes.
This distinction is particularly relevant for the problem of
poverty in old age. For it is the very characteristic of the
benefit structure of Beveridge-type schemes that - at 1least in
theory - they take account of basic needs which vary according to
household size and structure.l on the other hand, benefit en-
titlements in Bismarck-type schemes, usually organized as in-
surance schemes, are in principle individual ones, based on Wwork
performance and/or contributions paid. However, none of these
ideal-type models is nowadays realized in pure form. A number of
mixed schemes have historically evolved, and many authors have
suggested a general trend towards convergence. It seems, there-
fore, worthwhile to have a closer look at the pattern of existing
schemes in order to evaluate their consequences and their ade-
quacy vis-a~vis the problem of poverty in old age. Five West
European countries have been chosen (Federal Republic of Germany.
United Kingdom, Netherlands, Switzerland, sweden), which comprise
a fairly broad spectrum of distinct types and may serve to 1il-
lustrate the particular blend of different elements.



In comparative perspective, the West German statutory pension
scheme (GRV) can still be considered as the prototype of the
Bismarck model. With regard to the poverty problem, there are at

least two main shortcomings:

- first, it does not cover the total labour force, let alone the
total population, but leaves aside some significant segments,
in particular certain categories of the self-employed and those
who have never been in dependent employment {or have not ful-
filled the minimum contribution period)z— housewives being the
most important group of the latter;

- second, even for those groups in compulsory insurance, it is by
no way ensured that even a modest living standard is attained
in every case. Since benefits are largely determined by {and
almost proportional to) the former income level and the length
of the contribution period, this almost inevitably leads, in a
large number of cases, to benefit levels which do not match
even modest minimum standards. In fact, the logic of construc-
tion of this scheme which is achievement-oriented and based on
the principle of equivalence (of contributions and Dbenefits)
does not allow for need-oriented minimum pensions.

The situation has been improved to some extent by the introduc-
tion of so-called "pensions according to minimum income" (Rente
nach Mindesteinkommen) in 1972.4 This regulation, however,
should not be mistaken for a minimum pension stricto sensu. For
it benefits only long-time low-wage earners. For them, a minimum
income level of 75% of the average of all insured perscns (in-
stead of the actual income) is assumed., But it requires a minimum
insurance period of 25 years (35 years as from 1992), and the
actual amount of the pension benefit is still dependent on the
length of the insurance period. In addition, it remains an
individual entitlement, and no allowance is made for differing
household needs. Likewise, widows' pensions are not paid at these
rates but derived as 60% of these rates (as all ordinary widows'
pensions). So, in essence it remains an earnings-related pension,

albeit with assuming a fictitious income level. Although more




than 1 million pensions {and, in particular, almost 20% of
women's pensions) are augmented according to these rules, they
may still not reach the household-specific minimum of existence.

The task of securing the existence minimum is thus shifted to the
social assistance scheme which, as & means-tested scheme, is
completely separate from the statutory pension scheme. It is
administered by the municipalities and 1ocal councils, although
it may be labelled universal in the sense that its legal frame-
work is laid down in federal law and is applied nation—wide.5

The full entitlement to social assistance which can be said to

constitute a quasi-official poverty line comprises

- the standard scale rates, differentiated for the nead of house-
hold and his/her dependants and for children of various ages;,

- in the case of pensioners, & 20% supplement for older persons
(above 60 years),

_ certain benefits paid in specific circumstances (so-called
single payments) which on the average amount to about 15-20%
of the annual scale rates,

- the costs of housing (including heating) for the respective
household types, which may substantially differ, for instance,
between urban and rural areas (cf. HAUSER/CREMER-
SCHAEFER,/NQUVERTNE 1981: 37 ff£.}.

The overall value of' these different components has been
estimated at about 800 DM for a single pensioner and at about
1200 DM for a pensioners’ couple in 1985. It has been calculated
that in 1987 about 275,000 persons above 60 years, most of them
women, have Dbeen on the registers of social assistance; this
corresponds to about 24 of all elderly and to about 12% of all
social assistance beneficiaries. Both these percentage shares
have been declining since the 60's (cf. BAECKER et al. 1989). For
an adequate understanding of these figures, at least two
additional facts should be kept in mind:



First, the take-up rate for the social assistance scheme is
extremely low; it has been estimated to be only about 50% of
those legally entitled, and it is probably less for the elderly
who - for a variety of reasons - are more likely than others not
to eclaim their benefits. This means that an equally large number
of the elderly will actually make their living below this level.

Second, the scale rates of social assistance are not automati-
cally indexed but usually increased on a discretionary basis
according to price changes. But even this modest aim to preserve
the real value of the "basic needs basket", has not always Dbeen
achieved over a longer period: calculated in constant prices, the
scale rates in 1985 fell short of the level already attained in
1975.

In contrast, the statutory pensions are indexed to increases in
wages (so-called "dynamization"}. According to the original
pension formula of 1957, they even followed, with a time-lag of
about 2-3 years, the development of gross wages. Even taking
account of the numerous ad hoc changes in the adjustment
procedure after 1977, it can be stated that the net pension level
for the standard pensioner has been kept relatively stable over
recent years at about 65% of actual net income of insured em-
ployees. The reported fact that a declining number of pensioners
is in need of additional social assistance payments can thus
largely be explained by the differing modes of adjustment for
pensions and for social assistance benefits, respectively. In
other words: the gquasi-official poverty line, as defined by
social assistance entitlements, has gradually been lowered with

regard to the standard pension.

In Switzerland, we also find an earnings-related insurance scheme
(AHV)}, introduced in 1948. But some crucial differences to the

German one are apparent:



rirst, membership is compulsory for all employed persons, ir-
respective of their occupational status, thus also including
civil servants and the self—employed.6 Thus, coverage is more

comprehensive than in the German system and non-categorical.

Second, the earnings-related character is mitigated by a minimum
and a maximum pension, the latter being just twice the amount of
the former. Moreover, while in general pensions are reduced when
the maximum contribution period is not fulfilled, at least the
minimum pensions are virtually independent of the length of the
contribution period (sc-called nextraordinary pensions").

Third, and perhaps most important, there is a strong element of
need-orientation built into the insurance scheme, compared to the
rather moderate degree of income gradation. Benefits for a
married couple are 150% the amount of single pensioners, at any
level of former income. In addition, there is a supplement of 50%
for married women who have not yet reached the pensionable age
themselves, but are over 55 years. Likewise, widows' pensions are
fixed at a level of 80% of the insured person's pension. Although
this does not strictly confirm to the needs principle (single
pensioners are better off than widows by 20%), there is at least

a minimum widows' pension of 552 SFr in 1985.

Because the national pension insurance was originally designed
only as a basic scheme the benefits of which should be comple-
mented by other sources of income, it came to be recognized that
additional public transfers were needed to fill the gap if no
other income was available. In 1966, therefore, a means-tested
scheme ("Ergaenzunqsleistungen“) was enacted to provide sup-~
plementary benefits to those pensioners Wwith no (or only low)
other income. Thus the standard insurance scheme is backed up by
a means-tested scheme specifically designed to improve the living
standards of pensioners (cf. WAGNER 1985: 169 f££f.).



The income ceilings relevant for an entitlement to these sup-
plementary benefits may then conveniently be regarded as a quasi-
official poverty line for the aged. They are set at a level about
one third above the respective minimum pensions (in 1986 12.000
§Fr p.a. for single pensioners and 18.000 SFr for couples).
Moreover, the qualifying conditions for these benefits seem'to be
far less rigid than those for the German social assistance
scheme.7 The supplementary benefit schemes, although regulated
by federal law, are set up and administered by the cantons which
allows for some variation in the respective income ceilings and
definition of reckonable earnings. But the cantons are partly
reimbursed {75%) for their expenses by the federal government via

ear-marked subsidies.

The significance of these means-tested supplements obviously
depends on the 1evel of (minimum) benefits the pension insurance
scheme is supposed to provide. Since it has been written down in
the Federal Constitution in 1972 that the standard pension bene-
£its should be sufficient to cover all expenses for basic needs,
those benefit levels have successively been more than doubled
during the 70's so that the importance of the means-tested supp-
lements consequently diminished. The number of the beneficiaries
declined from about 16% of all pensioners at the time of the
introduction to less than 10% in 1975, but remained at that level

up to now.

Just as West Germany still comes close to the Bismarck-type
model, the United Kingdom is still prototypical for the
Beveridge-type model, with its basic characteristic of need-
related flat-rate benefits. For married pensioners, there is a
supplement for the spouse of about §0% of the husband's pension
(category B retirement pension) unless the spouse 1is entitled to
a pension in her own right. Though the British pension scheme as
it was originally enacted in 1946 is not a truly wuniversal,

demogrant scheme in geveral respects:




First, although the peveridge reforms were inspired by the idea
of '"social citizenship”, itgs coverage does not extend to all
citizens, but it 1s organized as a compulsory insurance scheme
for the employed, with options for other citizens to join it
voluntarily. It is universal only insofar as no distinctions are
drawn between different occupational status groups (= nonw
categorical).

Second, the full flat-rate benefits may be reduced when certain
contribution requirements are not met. In practice, however, this
is of 1little significance;. for more than 95% of the pensioners

receive the full benefits.

Third, although 1t was one of the main objectives of the
Beveridge reforms to abolish the old discriminatory poor relief
system, the benefit levels for retirement pensions were not set
at such a level as to fully replace means-tested social

assistance.

Until nowadays, the flat-rate benefits are fixed at a level only
slightly above the scale rates of social assistance Or supplemen-—
tary benefits, respectivelys. The scale rates of supplementary
penefits are split into & short-term rate (mainly applicable to
the unemployed and the sick) and a higher long-term rate {mainly
for pensioners). The Supplementary Benefit Long—Term Rate can
therefore be taken as the floor for the quasi—official poverty
line, as far as pensioners are concerned. The scale rates and the
flat-rate basic pensions are usually increased simultaneously S©
that the only slight difference between them remained. This
means, on the other nand, that the development of the poverty
line has kept pace with the development of standard retirement
benefits. Since both penefits are only adjusted in line with
price increases, however, they have experienced a distinctive

drop relative to net average earnings since the early 80's.



The full supplementary beneflt entitlement comprises;, in addition
to the standard rates. also the reimbursement of housing costs
(and some minor items, 1ike heating allowances. dietary costs,
home help, etc).9 This has led to the situation that pensioners
whose only 1ncome source were the flat-rate National Insurance
pensions, have remained entitied to means~-tested supplements
called rsuypplementary pensions"] Not surprisingly. therefore, &
large number of pensioners (usually 29 - 25% of them) have had to
resort to means—-tested penefits to make up their living.

Although the flat-rate scheme has been supplemented by an
earnings—related component and integrated into the state
Earnings—Related pension Scheme (SERPS) in 1978 and membership in
occupational pension schemes has widened over the yearsy this has
so far done 1ittle to improve the situation of pensioners at the
lower end of the income scale. First of all., the new scheme does
not affect at all those pensions which were already in payment at
the time of 1its introduction. Moreover, DY their own logic, the
earnings—related component as well as the occupational schemes
can only penefit those in employment; in addition, the gradual
phasing—in of the scheme has meant that the actual penefits
provided for new cohorts of pensioners (in 1985} are gtill toO
low for a large share of them to raise them above the poverty

line.

In 1985, there were still about 1.680.000 recipients of sup-
plementary pensions among the elderly (= 17% of all retirement
pensioners). as has been empirically investigated by a sSurvey
carried out in 1981, the take-up rate of supplementary is about
67 %. We can calculate, therefore, an additional number of more
than 800.000 elderly people actually 1iving below the quasi-
of ficial poverty 1ine, despite existing social security entitle-
ments (DHSS 1986: 273)- adding up both figures, Wwe can conclude
that presently about 2.5 million persons above pensionable age in

the United Kingdom live on the verge of poverty.
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in Sweden, a flat-rate pension scheme (Allman Folkpension = AFP)
has also been introduced shortly after +he War (in 1948), with
the same basic characteristics as in the United Kingdom. The
pension for a married couple has been set at 160% of that for a
single pensioner to account for differing household needs. But in
contrast to the British scheme, it was truly universal in that it
covered all citizens above pensionable age, and made entitlements
virtually independent of contribution conditions. So this scheme
can serve as probably the best example of the institutionaliza-

tion of a social right tied to social citizenship.

Although the basic idea was to provide a minimum of existence a&s
a social right to everybody, the benefit levels originally agreed
upon were hardly suffficient for that purpose. But they were
successively increased already during the 350s so that their "real
value" (purchasing power) rose as well as their ratio to average

earnings.

In addition, already in 1960, an earnings-related scheme for all
people in employment (Allman Tillagspension = ATP) was introduced
on top of the flat-rate scheme. Henceforth, the flat-rate bene-
fits of the AFP scheme provided the minimum pension in the
evolving two-tier system of state pensions. Although the ATP
scheme was also gradually phased 1in, the target earnings
replacement rates were far more ambitious than in the British
SERPS scheme so that total benefit levels for new cohorts of
pensioners improved much more rapidly. '

What is even more important concerning the problem of poverty
among the aged is the fact that - in marked contrast to the
British experience - 4 solution was sought for and found to
provide adequate penefits also for those not participating in the
new scheme. Alongside with rising ATP benefits for new pensioners
passing into retirement, a general pension supplement (Pensions-
tillskott) was introduced at the end of tne 60's for all those
having only low or no ATP entitlements. This pension supplement
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is doubled for couples (and for invalidity pensicners). By this
means, the level of minimum pensions was raised concomitantly
with the building-up and maturing of the fully-fledged dual

system of pensions.

Of course, this pension supplement could be labelled "means-
tested"” insofar as it takes account of (and is eventually reduced
by) existing ATP entitlements; but no account is taken of other
sources of income, and no extensive examination of individual
cases is necessary. SOy this is a fairly simple administrative
procedure which avoids all the problems usually ~associated with
means-tested benefits, It seems more adequate, therefore, to
consider this pension supplement as part of the normal pension
entitlement, because together with the AFP pension it denotes the
minimum pension in the overall dual state pension system.

The number of beneficiaries of this supplement has already gradu-
ally declined as the ATP scheme approached maturity, and will
continue to do so when more and more pensioners receive ATP
pensions. But 1in 1985, still more than 40% of all pensioners (old
age, widows, invalidity) received this general supplement.

In addition, there exist some truly means-tested supplements for
pensioners, the most important of which is the municipal housing
supplement (KBT). This scheme, specifically targeted at old age,
disability and widow's pensioners, is administered by the
municipalities. "It is the municipalities that decide the terms
on which KBT is payable"” (NATIONAL SOCIAL INSURANCE BOARD 1986:
56), and the amount of the benefit consequently varies partly
according to the "generosity" of local administrations, partly to
regional variations in housing costs. Interestingiy.
however, the principles for housing supplements are laid down in
pension legislation SO that they can be considered by the
claimants as part of their total pension rights (cf. WILSON 1979:
23). This reduces the dangers of stigmatization and social
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visibility of indigence involved in a separate administrative

procedure, and thereby maximizes the probability of take-up.

gimilar to the general supplement, as moOre and more pensioners
are entitled to higher penefits (AFP + ATP combined) than earlier
cohorts, the social need for such special means—-tested penefits
diminishes. The number of recipients of the nhousing benefit, for
instance, has declined from 1978 to 1988 by more than 200.000,
but still about every third pensioner can and does claim this

benefit.

In the Netherlands, the state pension schemes for old age (AOW),
introduced in 1956, and for widows (AWW), drawn up along the same
lines in 1960, are flat-rate schemes of the Beveridge type:
whereas earnings-related schemes are exclusively left to
collective bargaining between trade unions and employers’
federations. The state pension scheme is formally organized as an

insurance scheme ("Volksverzekeringen“) financed by contributions

proportional to jncome (up to a certain ceiling). The benefits

are obviously not income—-related, and may only be reduced when

the full contribution requirements are not met. But this can only

happen under exceptional circumstances because

- membership in the insurance scheme is compulsory,

- persons are considered insured even when they do not pay con-
tributions because of lack of income, and

-~ for the entrance generation, it is sufficient to have paid
contributions since the introduction of the scheme (instead of

the statutory full period of 50 years}).

The base line of the state pension scheme is the pension for a
couple living together, which since 1980 is formally linked to
the net minimum wage and, consequently, is indexed to increases
in that wage. The pension for a single pensioner and a widow,
respectively, is set at a level of 70% of the former - which is
tantamount to say that the pension for a couple amounts to about

143% of that for a single pensioner.
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Concerning the problem of poverty in old age, it is most
interesting and relevant that the benefit levels of the AOW and
AWW scheme are virtually identical with the standard rates of the
National Assistance Scheme (Algemene Biistandswet, enacted 1963)
for the respective nousehold types. After the scale rates had
first been standardized nation-wide in 1974, this link has been
formally institutionalized since 1980. These standard rates are
intended "to enable the individual to live a life worthy of a
human being" (MINISTRY FOR SOCIAL AFFAIRS AND EMPLOYMENT 1982:
84) and have become known as the "sociaal minimum". They can,
therefore, justifiably be considered as constituting a quasi-
official poverty line. They are meant to cover all general sub-
sistence costs (food, clothing, furniture, housing, heating,

etc.) .t

This linkage between the social assistance scale rates and the
pension benefit levels is sometimes interpreted in a critical way
saying, for example, that state pensions are only paid at the
level of the social minimum. But the essential difference is, of
course, that pensioners are entitled to the full amount of these
benefits "as of right" whereas other claimants of the social
minimum are subject to a (standardized) means test (and hence
receive only the difference to their reckonable income). More-
over, the linkage implies that (almost) no pensioner could fall
below the poverty line. 50, the Dutch old age pension scheme
(AOW) and the widows' pension scheme {AWW) come closest to the
original Beveridge concept of a flat-rate scheme with benefits
generous enough to replace or make unnecessary the recourse to
means-tested benefits.

Comparing minimum benefit levels

Given the different types and linkages of minimum standards
between public pension schemes and social assistance schemes, the
question arises how the rgspective_bengfit levels compare CrosSs-—

nationally. For this purpose, W€ have tried



- first, to quantify the quasi-official poverty lines and the
minimum pensions, as described above, in national currencies,
using official social statistics, and

- then to convert them into a common currencyr using the "Pur-
chasing Power Parities (PPP)", calculated by the OECD (cf. OECD

1987, BLADES/ROBERTS 1987) .22

about here: Table 1

The results are presented in Table 1. Despite certain ambiguities
and flaws in the data, the following conclusions may be drawn

with due precaution:

As regards the level of minimum pension in the standard public
pension scheme, the Netherlands clearly provide by far the most
generous benefits, for single pensioners as well as for couples.
The difference between the benefits for poth types of pensioners‘
households is here relatively small (+ 43%), whereas in gweden it
is rather large (+ 76%). due to the fact that here couples Trée~
ceive two pension supplements (see above}. The latter fact 1is
also the reason why gsweden performs better than Switzerland for
couples, while the minimum pensions for single pensioners are

almost the same (in terms of purchasing power).

The lowest levels are displayed for west Germany where the "pen-
sion according to minimum income", as it is paid after 25 years
of insurance, falls short of the minimum pensions in all the
other countries under study. This 1is the more striking since
those pensions are usually granted under less restrictive condi-
tions, e.g. do not require similarly long contribution periods.
Even after 40 years of insurance, the "pension according to
minimum income" would only amount to 1016 DM, and hence still be
lower than the penefit levels for married couples in any other

country. The distance 1i8 particularly wide in the case of pen-
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sioner couples, reflecting the fact that even the "pension ac-
cording to minimum income" does not provide for need-related
supplements for dependants.

In the United Kingdom, the Netherlands, and Sweden, the benefit
levels for single pensioners also apply to widows. In Switzer-
land, the minimum pension for widows amounts to 631 DM (= 80% of
789 DM) per month in 1985. In West Germany, the widow of a "pen-
sioner according to minimum income" would only be entitled to 381
DM (60% of 635 DM) after 25 years, and to 610 DM (60% of 1016 DM)
after 40 years of insurance, respectively.

Concerning the quasi-official poverty linea, fixed in means-
tested social assistance schemes, differences seem to be somewhat
smaller; and even the ranking of countries might be changed when
more accurate account could be taken of housing costs oOr certain
special items. But again, it is strikingly confirmed that the
social assistance entitlement in West Germany is at the lower end
of similar arrangements in the other countries. It is even lower
than the standard benefits of the Dutch pension scheme which are
provided without any means-test.

It may be objected that this method of converting national mini-
mum standards by means of purchasing power parities does not take
adequate account of differences in the general level of well-
being in the countries concerned. Poverty 1lines and minimum
pensions, respectively, should instead be related to national

income per capita, or the like.

Against such objections, it can be argued, firstly, that such
direct comparisons using PPP's seem best suited to exhibit dif-
Ferences in absolute levels of minimum standards across countries
(in terms of the amount of goods and services they can buy). On
the other hand, comparing minimum benefits to average national
income seems apt to show the relative generosity of those bene-

fits for pensioners, as compared to average lncome earners in the
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national context. Given the higher level of national income p.cC.
in West Germany, as compared to the Netherlands or the United
Kingdom, however, the use of the second method would evidence the
rigidity of minimum standards for old age in West Germany even

more clearly and dramatically.

It is, however, correct that these findings do not allow to draw
inferences concerning the actual extent of poverty among the
aged. To use some well-known imagery of social policy: they
indicate the density or looseness of "the social safety net" and
the level at which it is stretched, but they do not yield any
information about how many people are caught up by it or falling
through the meshes. Therefore, we now turn to some empirical
evidence on the extent of poverty among the elderly, based on the
analysis of income samples.

II. Poverty among the aged: a comparative analysis of income

survey513

The attempt to measure the extent of poverty in old age by using
the quasi-official poverty lines explained above, and to compare
these poverty rates cross-nationally, would not be very satisfac-
tory and is even likely to lead to distorted results.

For the poverty lines institutionalized in the various countries
follow different "logics of construction” which hampers their
cross-national comparability. Some are designed to represent an
absolute poverty line in the sense of defining a "basket™ of
goods and services satisfying basic needs; some aim at defining a
more generous "social minimum"” relative to the changing average
standards in society. Congerning their development over time,
some are inflation-proofed in order to maintain the purchasing

power, while others are linked to earnings development. Moreover,
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the supplements for spouses and children are conceived in dif-
ferent ways (or to put it in methodological terms: the implicit

equivalence scales are different).

When these conceptual differences are not adequately accounted
for, they might even give rise to misinterpretations. Empirical
variations in poverty rates might then reflect differences in
definition rather than in social reality. It is obvious that, for
instance, the more generous the poverty lines are drawn, the
higher will be ceteris paribus the resulting poverty rates.

Finally, there is the problem of take-up of means-tested benefits
which is not captured by simply comparing the levels of benefits
promised. This factor may lead to different efficacy of minimum

standard regulations even when the benefit levels are the same.

What is required, therefore, is a poverty line which is concep-
tualized in a consistent manner, but equally applicable to each
country in order to enhance cross-national comparability. It is
here suggested to define poverty in relative terms, i.e. 1in
relation to the prevailing standards of living in a given society
at a given time-point. Individuals or families vwho have incomes
pelow this poverty line cannot be said to fully enjoy the same
level of living as the typical family in any country"”
( SMEEDING/HAUSER et al. 1985: 12).

The income concept used here is "household net income (after tax,
incl. transfers)® which has to be adjusted according to different
household size. This can be accomplished by means of so-called
equivalence scales which serve the purpose of defining equivalent
levels of economic well-being for households of different size.

Here, the standard LIS equivalence scale is applied which at-
tributes a weight of 0.50 to the head of household and of 0.25 to
each additional person, SO that it is normalized to a three-—

person household (unit weight = l).15



More precisely, then, it is suggested to define the poverty line
as a certain percentage of the national median equivalent income,
for the following reasons:

The median income divides the population into two equal parts:
50% below, and 50% above the median income. It thereby charac-
terizes the typical income situation better than the arithmetic
mean which is likely toO give a distorted picture, Because the
typical income distribution curve is skewed to the left, the mean
income will always be above the median income and, therefore,
will be attained by sometimes substantially less than 50% of the
population.16 For this reason, poverty lines based on median

income provide more cautious estimates.

Linking the poverty line to the median income in this way con-
stitutes a relative poverty line which is comparable across
nations and across time. The choice of the exact level is, of
course, always subject to a certain arbitrariness. LIS
researchers have used, for the sake of convenience, the level of
50% of median equivalent income. To control for this
arbitrariness, we have also computed the poverty rates at the 40%
and 60% levels which can be regarded as defining a more severe
and a milder poverty line.l7 Applying these measures of poverty
enables us not only to compare the poverty rates among the aged,

but also to assess tO what extent poverty 1S specifically a

problem associated with old age.
about here: Table 2

The results shown in Table 2 exhibit dramatic cross-national
differences:

First of all, poverty rates show much more diversity for the
elderly than for the total population. gince the larger part of
the household income of the elderly consists of social transfers
everywhere, this can be taken as an indication that public

transfer  schemes (and their underlying principles of
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construction) indeed make a 1lot of difference in shaping the

extent of poverty among the elderly.

Whilé poverty in old age has most effectively and successfully
been eradicated in Sweden, large numbers of old people in Britain
are still 1living below the poverty line so defined. West Germany
and Switzerland fall in between. AS measured by the 50% of median
jevel, the risk . for people, aged 60 years OT more, of falling
into poverty in Germany and Switzerland ig 7 - 8 times &S nigh,
and in the United Kingdom almost 15 times as high as in Sweden
(). More than one third of the aged in Britain is living below
the more lenient level -of 60% of median, as compared to every
sixth or seventh in gwitzerland and West Germany. respectively,
but still only 6% of the aged in Sweden.

Interesting enocugh, poverty is in Sweden no longer a specific
problem of. old people. Poverty rates are indeed lower than for
the total population! In contrast, the elderly in West Germany
and in Britain are still disproportionately threatened by this
fate. In Switzerland, older people seem similarly affected by the
risk of poverty as the average population, a pbit less at the more

rigid level, and a bit more at rhe more lenient level.

Broken down by age groups {of head of nousehold), there is clear
evidence that the risk of poverty increases with age in Germany,
Switzerland and ‘most extremely in the United Kingdom. This fits
well with the finding that the averade living standards in Bri-
tain deteriorate most dramatically with increasing age, thereby

aggravating the risk of poverty.

These findings are further corroborated when we have a closer
look at the wretired” households, more gtrictly defined as com~
prising only those,

- which receive at jeast some kind of retirement income (public

or occupational)rand"
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- where income from work contributes less than 25% of their
disposable household income.

Whereas in Sweden poverty is virtually non-existent for this

group of pensioners, about every tenth pensioner household in

Germany and Switzerland and almost every fourth in Britain suf-

fers from a 1living standard below the household-specific 50%

poverty line.18

But how can the general pattern be explained? And how can
cbservable cross-national differences be related to the
characteristics of the minimum standard regulations discussed

above?

Poverty among the aged can be conceived as determined by the
interaction of intra- and intergenerational inequality. The
poverty rate of any specific age group is a function of both its
level of income (compared to the national average) and the dis-
tribution of income within this age group.lg Consequently, the
poverty rates among the aged tend to be higher than the national
poverty rate because their average disposable income is generally
lower. And since the average level of economic well-being 18
usually declining with age, we also expect a growing incidence of
poverty among the older age groups. This is indeed the pattern we
find in all countries, with the notable exception of Sweden. The
Swedish case can then be explained by the very low levels of
intra—-age group inequality which outweigh the decline in average
living standards of the very old. Even the most deprived pen-
sioners do not dispose of less than half of the median income in

the larger society.

Although it is true in general that income inequality in Sweden
is lower than in any of the other countries studied, it should be
pointed out that it is lowest in the highest age groups (above 70
years). That income inequality 1is somewhat higher among the
younger age groups of pensioners is likely to be an effect of the
introduction of the earnings-related ATP scheme since the 1960's.
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The general pension supplements paid to older pensioners to
compensate for this, on the other hand, have tended to reinforce
the equalizing effects of the earlier AFP scheme and, at the same
time, have raised the level of these flat-rate benefits suffi-
ciently as to bring (or keep) them above the poverty line of 50%
of the median income. In addition, the municipal housing supple-
ments have also contributed to raise the minimum benefit levels,
and it can be assumed that these means-tested benefits are almost
completely taken up by those entitled to them.

The problem of poverty in 0ld age becomes extreme, on the other
hand, when the average level of benefits is low and, in addition,
intragenerational inequality is more expressed. What is likely to
happen then? Large numbers of pensioners will then cluster at the
lower end of the income distribution of the larger society. This
situation seems to prevail in the tUnited Kingdom where the (ad-
justed) average household income for people above 70 years old
drops by about one third below the national average (of all
households). This also helps toO explain why the poverty rates
rise tremendously when the poverty l1ine is only modestly
increased by 10 percentage points. Indeed, more than one in
three elderly households and almost every gecond household of the
very old have to make their living with 60% or less of the median

income.

Tt should be noted, however, that at the 40% level the British
system operates fairly effectively to prevent people from falling
into severe poverty (better than the Swiss or the German system).
It is hypothesized that - at this rigid level - this is due to
the almost universal coverage brought about by the flat-rate com-
ponent. But because its benefits are so low, it does not provide
adeduate protection at the higher 1levels. Because it is not
sufficiently supplemented by earnings-related components nor by
occupational pensions (in 1980), the risk of poverty rises tre-
mendously, especially for the older age cohorts. The
extraordinarily high rates of about 20% of the households below
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the 50% of median poverty line further suggest that the take-up
rate of supplementary (means—tested) pensions is all but
complete. The situation seems to improve in the 'younger‘ age
groups of pensioners, partly because of increasing earnings-
related benefits, partly because of continued employment in these
age groups which can itself be understood as a reaction to the
1ow benefit levels of the state pension scheme.

In West Germanyr inequalities among pensioners are of about the
same magnitude than in the United Kingdom, but the average level
of living of pensioners, compared to the rest of the population,
is much more favorable, and the drop in levels of living,
associated with increasing age, 1s less pronounced. pecause of
the earnings-related character of the standard pension scheme
(and the indexation to earnings development), the majority of
pensionersy of course, receive pensions well above the quasi-
of ficial poverty line, specified in social assistance law. This
contributes to the much lower poverty rates in West Germany as

compared to Britain.

But it must be noted that protection against extreme poverty (at
the 40% poverty iine) is worse than in the United Kingdom, indeed
worst of all the countries studied. In contrast to all the other
countries, pensioners also run a higher risk of £alling 1into
extreme poverty than the average population. It seems that in the
other countries, minimum pensions at least provide 2 petter and
fairly effective protection against extreme poverty. This, in
turn, reflects the incomplete coverage of the German pension
scheme as well as the lack of a minimum pension and of needs-
related supplements for married pensioners. Obviously, the take-
up of means~tested social assistance is also sO incomplete that

it cannot effectively counterbalance these deficiencies.

In Switzerland, the living standards of pensioners are charac-—
terized by the apparent paradox that the average level of retire-

ment income (public, occupational, private) is quite high, but at
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the same time there are large discrepancies among the pensioners.
In fact, the high average income level is somewhat migleading
because it is agsociated with the nhighest degrees of inequallty
among pensioners, and a high concentration of income, especially
of property income. Concerning the problem of povertys this
results in medium-range poverty rates of about the same magnitude

as in the total population.

Given the high level of average income; the minimum pensions paid
by the gtate pension scheme do not guffice tO keep pensioners
from dropping pelow the poverty line. And the supplementary
penefits which should in theory raise the guaranteed minimum
income for pensionersy seem not to ©0e raken up by all those
entitled. But on the other hand, since most pensioners draw more
than just the minimum pension and, moreovery receive considerable
occupational pensions and/or returns from private property:
poverty rates are much lower than in the tinited Kingdom and even

somewhat lower than in Germany =~ despite the fact that

inequalities among pensioners are much moOIé expressed in

Switzerliand.

III. Policy consequences

Wwhich conclusions can be drawn from this cross—national com~
parisons with regard to the prospects of anti-poverty policy in

Western Europe?

pirst of all, it seems possible to abolish poverty in old age.
The problem of poverty in old age can be successfully attacked by
means of social policy: and - as the gwedish experience demon-
strates - it can even be effectively solved. There ig no evidence
for an "impossibility theorem", pretending that a certain amount
of poverty is just a natural condition of any socilety which has
to be _accegtedﬁ_and cannot be eradicated. This may be ETUE for

inequality 1in general; put the persistence of inequality does not
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preclude gsecuring a minimum income for every (old) citizen.
Rather, it seems to be a question of the political will, i.e. of
setting political priorities and the emphasis laid on this goal,
and, in the second instance, of the administrative skills toO

implement effective policies to this end.

Which are, then, the conditions for the implementation of an
effective policy coping with the problem of poverty in old age?

Whatever the level of the poverty 1ine and the appropriate
equivalence scale to take regard of pasic needs, the most
effective solution seens to be a demogrant scheme providing a
flat-rate beneflt, fixed at that level, at least for all citizens
above pensionable age, as of right., Thus, the right to a minimum
income is recognized and realized as a basic social right. And it
avoids all the problems of unequal treatment, discriminatory
practices, etc. associated with means—tested penefits (see
pelow). But this is obviously also the most expensive solution,
and is likely to be met with considerable political resistance,
the more generous the poverty line or the social minimum will be.
This suggests that guch a scheme will be (or should be)
introduced only at a moderate level of benefits.

Furthermore, there 1is the argument of ndisincentives" for the
labour market, for private savings, etc. which 1is often raised
against such proposals. This problem is also connected with the
level of benefits promised. But the validity of these objections
should not be exaggerated. They nardly apply to the case of old
age security, or are at least less significant there. They might
perhaps arise in the case of flexible retirement age (when no
actuarial reductions of benefits are made) or in the case of
invalidity pensions, but can be kept in check by imposing strict
eligibility conditions. Experience with the Dutch state pension
scheme which is now operated for more€ than 30 years does not give

_ mucprggpggxp to thgge_fears.



25

Wwhen a flat-rate demogrant scheme (or a minimum pension in an
earnings-related scheme) is not geared at what is considered an
adequate poverty line, the need arises for supplementary bene-
fits. In this case, the most effective solution seems to be a
dual system of a tax~financed flat-rate scheme and a contri-
bution-based earnings—related scheme, as it is institutionalized
in Sweden. But it ashould be noted that there are two specific
preconditions for the successful operation given in the Swedish
system:

- the second-tier earnings-related scheme compulsorily covers all
employed persons whether 1n dependent employment oOrf self-
employed;

- general pension supplements are paid to all those who have no
(or only low) entitlements in that scheme. These supplements,
on top of the basic pension, then correspond to the guaranteed
minimum income.

While the latter program was mainly conceived as a gransitory

measure for the entrance generation, it also provides effective

protection for those who, for whatever reason, do not fully

participate 1in the second-tier scheme.

Compared to a demogrant scheme providing the same level of
guaranteed benefits, these "means-tested" supplements lower the
visible tax costs, but of course not the total costs of the
system, comprising taxes and contributions. Notwithstanding, this
may still have the advantage of arousing less tax resistance.

When benefits provided by the standard pension scheme have to be
supplemented by means—-tested penefits to secure the desired
"aocial minimum®, the main problem is how to ensure the take-up
of benefits by all those entitled, or how to minimize non take-=
up. Our preliminary cross-national evidence suggests that this is
best achieved when the means-tested benefits are specifically
designed and targeted at the pensioners, and can be claimed 1in
the course of the same administrative procedure as their “normal”

pension entitlements.20 These conditions seem to be met in the
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case of municipal nousing benefits in Sweden, but less sO for
supplementary penfits in Switzerland and in the United Kingdom,
and certainly not in West Germany. Take-up rates are also likely
to be adversely affected -~ in particular for people in old age -
by the rigidity of the means-—test, for example, when all income
items have to be recorded in detail, when no allowances are
granted even for small properties, when the benefits have to be

claimed repeatedly within a year, etc..

Finally, it should not be underestimated that even when means—
tested benefits are needed to raise penefits to the poverty line,
basic (or minimum) pension schemes at least provide better pro~
tection against extreme poverty, &8s has been evidenced by
comparing the poverty rates at the 40% 1jevel. Likewise, the
"poverty gap"; i.e, the difference between the assumed poverty
line and the available means, ig certainly smaller, on the

average, than in a system where no such basic floor exists.

Let me finally conclude with some considerations regarding the
prospects for anti-poverty policy for the elderly within the

European community:

If political integration is to be achieved among the member
states of the European community, there is also a political
necessity (perhaps not an economic one) for a framework of basic
social and economic rights, as it ig already acknowledged in the

so-called Social Charter.

Insofar as there is consensus about the abolition of poverty in
old age as an accepted policy goal, there is also a need for a
common and coordinated policy to achieve this goal, or at least

make some progress towards it.

To make such a policy operational, a common conceptualization of
;be{pqvegpy problem and common standards regarding the social
minimum are needed. It will not pe politically feasible in the
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medium and long run to maintain widely diverging normative stan-
dards and rules for dealing with the problem at the national
level.

A historical analogy may serve here as a reference point:

The present "poverty regimes" in the West European nation-states
have evolved from locally and/or regionally different regula-
tions. This process of standardization (which has gsometimes been
referred to as "nationalizing social security") has gradually
limited the range of variations and of discretionary practices of
local authorities, and has set minimum standards and strengthened
the character of legal entitlements. In a broader socio-political
perspective, this process can pe understood as a corollary to the
process of naticnal integration by which the nation-state has
become the dominant frame of reference for the citizens when
judging their living standards and claiming their rights.

Just as it 1s nowadays almost inconceivable that standards for
social security (and assistance) benefits vary widely within
nation-stateSZI, it will become more and more unacceptable that -
in the process of West European integration - they vary between

nation-states.

This does not mean, however, that a uniform "poverty regime”" must
be established immediately at the community level. What is re-
quired first, is an orientation of the member states towards
common goals rather than purely legal—administrative
narmonization of existing institutional structures. These
targets may then be pursued, departing from (and taking account
of} the institutional framework, the programs and schemes which
already exist and have nistorically developed along different
lines. These goals should be - 50 to speak - the vantage points
towards which the process of change and reform of existing

schemes can be directed.
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It does also not imply - at least not in the first stage — that
the same absolute amounts of benefits are provided community-
wide, or the same poverty 1ine (in terms of purchasing power) be
applied. Given the still large differences in levels of economic
development {and hence in economic well-being) among the West
European nation-states, as measured for instance by GDPF OF na-
tional income per capita, there is good reason to define the
poverty lines with regard to the respective national socio-
economic context. Thig seems the more justified as long as the
citizens themselves assess their own living standards with regard
to this frame of reference. But at least the rationale underlying
the construction of minimum standards should be the samé. It can
no longer bYe sustained, for instance, that the jevels of the
poverty line with regard to national averages are highly dif-
ferent or even diverging, OF that some countries provide minimum

or basic pensions, while others don't.

But when the frame of reference for perceiving and evaluating
socioeconomic conditions is really shifted from the nation-state
to the community jevel, this method can no longer be maintained.
As a second stage. it mayr therefore, be envisaged that social
minima have to be harmonized "in substance", i.e. in terms of
absolute levels of well-being. Thig will eventually become econo-
mically feasible to the extent that differences in economic
productivity and in average living standards among the member
states of the community will be 1evelled off in the process of

socio-economic integration.
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Annotations

. This is also the underlying jogic of gocial asaistance

schemes s except for the fact that they make entitlements
contingent on a means-test.

The minimum contribution period has originally peen 15 yearsSy
but has been reduced since 1984 to 5 years-

Although the scheme has been “opened” for these groups since
1972, membership is not obligatory: and those wishing to join
it voluntarily have to pay the contributions completely out
of their own pocket (what Jjust the most vulnerable social
groups can least afford) .

This measure has recently been renewed as part of the =07
called "pension compromise“ for the 90's.

There are only slight differences in scale rates, taking
account of regional variations in the costs of providing for
essentially the game needs.

It 1s even compulsory for certain categories of the non-
employed (€-.9- students) the major exception peing the
spouses and widows of insured persons.

There are, £Of instance; rather generous allowances for
property. deductions can pe made for housing costsy and only
two thirds of the income other than pensions are reckoned for
the purpose of calculating the benefits. Thereby, the income
level quaranteed by this gcheme 18 raised peyond the income
1imits which gerve only @as a qualifying condition for

entitlement.

The old National Agsistance Assistance gcheme has been
replaced in 1966 by the Supplementary Benefit Scheme. put the
underlying logic and the corrrespondence of the penefit
levels has remained the same.” gince our compar ison refers to

the year 1985, the recent substitution of the Supplementary
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Benefit Scheme by the new Income support Scheme (enacted in
1988) is not dealt with here.

Since some Yyears, housing benefits are granted under a
separate Housing Benefit Scheme with higher income limits;
but all peneficiaries of supplementary penefits remained
entitled to these penefits which may be supplemented for them
by housing penefit supplements SO that the overall economic
effect remained very much the same.

This 1is not to say that the SERPS scheme is ineffective in
protecting against poverty OT in avoiding the recourse to
means-tested penefits, but only that it will need a longer
period to take effect.

They seem O pe fairly high by international standards, but
it should be considered that certain items are already
included (housing, heating) which in other countries are
covered by separate schemes or in addition to standard scale
rates.

Using purchasing power parities for the purpose of cross—
national comparisons of 1living standards is preferable to
using official exchange rates, because the former refer to a
common "basket of goods and services", while the latter are
heavily biased mainly by foreign trade and Einancial
transactions.

The findings reported in the following section are part of my
analyses of the LIS data sets {cf. KOHL 1988). This research
has been supported by a research grant of the Deutsche
Forschungsgemeinschaft (DFG). I am particularly grateful to
cuenther SCHMAUS and Brigitte BUHMANN for their advice and
support. -~ unfortunately, no data file for the Netherlands
was available when these analyses were carried out.

For a fuller discussion of the methodological advantages and
problems as well as for a comparison of different equivalence
scales and their effacts, see
BUHMANN/RAINWATER/SCHMAUS/SMEEDING 1988.
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The ratios remain the same, however, (and so do the
statistics characterizing the distribution) when the one-
person household is taken as the unit and each additional
member is assigned a weight of 0.50.

poverty lines based on certain percentages of mean income
would, therefore, yield" higher poverty rates, the extent
being dependent on the degree of inequality of the overall
distribution.

As an additional gsensitivity test, we used the 50% of mean
equivalent income (the results of which are not given here)
which yielded, by and large, similar poverty rates as the 60%
of median poverty line.

Cf. KOHL 1987. This analysis also demonstrated that among the
elderly female one-person households (most of them widows,
presumably) run the greatest risks of falling into poverty,
followed by male one-perscn households, in all countries
{except sweden).

when reference is made in the following to intragenerational
income inequality, the Gini index and the top and bottom
quintile shares are used as indicators (cE. KOHL, 1988).

This is, of course, no plea for categorical benefits; the
argument does not refer to the level of benefits, but only t¢
the administrative procedure to ensure full take-up.

Regional variations may still occur, especially in social
assistance schemes, in order to account for variations in the
costs of what are essentially the same basic needs (e.g.
differences in housing costs).

The method of defining poverty lines used in this paper meets
both requirements: the concept is universally applicable and
it takes account of existing differences in real income of
the countries concerned. So it is not merely a methodological
exercise, but is also relevant for the formulation of

community-wide anti-poverty policies.
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