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CROSS-NATIONAL TRENDS IN INCOME POVERTY AND
DEPENDENCY: THE EVIDENCE FOR YOUNG
ADULTS IN THE EIGHTIES

1. Introduction

The purpose of this paper is to examine the effect of changes in poverty, joblessness and
dependency on social pfotection benefits in the United States of America, Europe and other
selected countries during the 1980s. It will provide basic comparative social statistics on poverty
among population supgroups, across countries and over time to provide a broad framework which
can be used to integrate the individual country studies which follow. Our particular interest is
in the economic fortunes of nonaged families (head aged 20-55 years old) over this period.
These families include childless and childful couples, single parents and single individuals in each
country, but exclude the elderly and those at or near retirement age in order to concentrate on
the younger age groups.

The questions addressed in a comparative context are the following:

a. How have poverty rates changed over the 1980s in each country studied and how has

this change affected the composition of the poor among the age groups of interest?

b. How much of this change is associated with the following causes:

- demograbhic change

-- economic change, especially in joblessness and/or low earnings

-- policy change, especially changes in tax and social protection
benefit policy

c. Has dependence on public transfers increased over this period, and if so, by how

much?

The answers to these questions will be drawn from the Luxembourg Income Study (LIS)

database which is described in the next section of this paper.



II. Data, Measures and Methods

LIS Database. The Luxembourg Income Study (LIS) project began in 1983 under the
joint sponsorship of the government of Luxembourg and the Center for Population, Poverty, and
Policy Studies (CEPS) in Walferdange. It is now funded by the Luxembourg Government and
by the national science foundations of its members countries.

Objectives of this project are to test the feasibility for creating a database containing
social and economic data collected in household surveys from different countries and to promote
comparative research on the social and economic status of various populations and subgroups in
different countries. The database now contains information for 11 countries with data for 1979
or 1981 and second wave data for 11 countries (1984-87 period). The LIS database consists of
similar subsamples of country household income survey datafiles, each containing detailed
information conceming the level and composition of household incomes, the structure of the
household and the net effect of tax and transfer programs on these incomes. Hence, it is ideally
suited to our task.

The set of countries and data years to be studied are listed in the Appendix Table A-1.
They include two North American countries (United States and Canada), and five European
nations: (the former West) Germany, United Kingdom, Netherlands and France from the
European Community, and Sweden. These countries were selected for three main reasons: (a)
income and poverty trend data availability; (b) unique economic, demographic and social policy
features which shed light on the poverty debate in both the United States and Western Europe;
and (c) countries involved in additional studies being presented as part of this project. Data
availability concerns led us to exclude European countries such as Italy, Luxembourg,

Switzerland and Norway, for which only one wave of LIS data is currently available. The



uniqueness criterion led us to exclude Australia and Israel. Eastern European countries for which
LIS has data from the 1980s (Poland, Hungary, Czechoslovakia) were excluded due to their
recent economic upheaval.

The reader should be forewarned that not all of these datasets are completely and strictly
comparable. For instance, the LIS data for West Germany came from two different datasets
making trend analysis tenuous; the French data is unique in that it is based on a survey of income
tax records to which transfer data have been imputed and take-up rates estimated, the United
Kingdom dataset underwent some substantial changes in the method used for measuring annual
income over the 1979-1986 period and in survey coding of several key income variables. Some
of the datasets are taken from nationally representative income surveys, others are taken from
expenditure surveys which also contain detailed income source questions. While there are
therefore some minor differences of which we should be aware, the fact remains that the core
of the data remain comparable enough to provide us with estimates of significant differences and
similarities in results over time and across countries.

One major issue which we are not able to deal within this paper is the issue of minorities.
The U.S. dataset can differentiate significant minorities such as blacks and Hispanics. But most
European datasets do not contain minority populations which are large enough to be statistically
significant, even if all minorities are lumped together. Since different minorities are treated quite
differently in various countries, even this "lumping together” possibility' is quite limited to begin
with. The 1984 German tape contains information on minorities as well as majorities, while the
1981 tape contains only German bomn household heads. However, the inclusion or exclusion of
minorities made less than a 200 DM difference in median annual income and less than a .2

percentage point difference in overall poverty rates in 1984. Hence, we have included them in



the analyses which follow. For the only published LIS-based research on minority-majority in
LIS countries differences see Smeeding, Torrey and Rein (1988).

Measurement Issues. In order to concentrate on the major substantive issues, our

discussion of measures and methods will be brief. While it is important that we are clear about
the choices we have made in constructing the measures that follow, and while sensitivity to these
choices will be observed and noted where possible, our major purpose is to capture comparative
trends in poverty, dependency and joblessness over the period in question.

The periodicity is given by data availability and the capacity of the LIS staff to produce
comparable datasets. The definitions of units are controlled by this same process. For most
c.ountrics studied (France, Netherlands, Germany) we are limited to persons sharing incomes
according to the "household" definition--all persons sharing the same living quarters, whether
related or not. In some countries (United Kingdom, United States) families--all persons living
together and related by blood marriage or adoption--could be used as well. In others, we must
use families because households are not available (Canada, Sweden). The Canadian unit
definition presents few if any problems for the group with which we are working. The Swedish
"household" definition is much closer to tax units, however. Thus, young single adults living
with their parents are classified as single person households, when indeed they may be living
with other adults. The bias is to therefore understate their incomes (see also Table A-1).

One final problem with the "units" definition deals with our inability to locate young
single parents who are living with relatives or other individuals. Our definition of single parent
households is one adult plus children. In most countries--indeed even in the United States
Current Population Survey dataset before 1983--it was not possible to separate these subfamilies
from other groups within a multi-generational household. In the United States births to

unmarried teenage mothers without partners accounts for a large part of the growth in single



parent families in the 1980s (Green Book, 1991). Because most of these mothers live with an
older relative (mother, father, sibling), we cannot separately identify this important group in our
dataset. On the other hand, according to several European economic demographers (e.g.,
Ermisch, 1987; O’Higgins, 1987; Blundell and Walker, 1988), many of the younger unmarried
mothers in the United Kingdom, Sweden France and the Netherlands are living with both parents,
albeit unmarried parents. Because marriage often follows childbirth, these "lone™ parents are less
a concem for public policy than are divorcees, separated mothers with children, and other
household units where indeed there is only one adult parent in the household to handle both the
childrearing and income eaming tasks that parents face (Eltwood, 1988).! Hence, our definition
while narrow for some tastes, does help isolate our attention on true single parent families. Table
A-2 presents weighted distributions of the entire population and an explanation of differences
among them.
The other concepts employed in this analysis were chosen in consultation with other
members of the project. They include the following definitions:
1. income. Disposable income (or post-tax and transfer income) includes all forms of
regular cash income (and near cash income) net of direct (income and payroll) taxes.
Gross income include all forms of cash and near cash income, gross of direct taxes.
Pre-tax and transfer income, referred to as Pre in some tables, includes only market
income (earnings, property income), private transfers (alimony, child support), and
deferred earmnings (occupational pensions). Hence, the difference between disposable

{or "post") and "pre" income is government taxes and transfers.?

2. equivalence scales. The number of equivalent adults per household is determined by
a weight of 1.0 for the first adult, .7 for each subsequent adult, and .5 for each child.

3. joblessness. Because complete labor force participation data are not available for all
LIS countries zero earnings (wages, salaries or self employment income) is used as
a proxy for joblessness.

4. dependency. Households receivin'Jg more than half of their gross money income from
public transfers are considered dependent on the social welfare system.



5. poverty. Households with equivalence adjusted incomes, less than 50 percent of the
median adjusted household income of the 20-55 year old household head group being

studied.

Poverty Definition.  The issue of poverty definition is an important one. In arriving

at our choice definition in 5 above, several variations were considered. Should poverty be
defined on a relative or on an absolute basis? Should a relative poverty line be relative to overall
household median income or to only the median household incomes of the 50-55 year old middle
age group being considered? Our choices came down to three:
a. a relative poverty line based on the incomes of the middie age group (our choice
definition given above); '

b. a relative poverty line in year 1, but price adjusted to year 2 to become an "absolute”
poverty line in that sense; and

c. a relative poverty line based on the incomes of the entire population.

These choices are portrayed in Table 1, columns 2, 5 and 6, respectively. The final two
columns compare the second and third definition (b and ¢ above) to the chosen definition. These
comparisons indicate that in all cases the alternate poverty lines are within 10 percentage points
of the chosen line. Hence, for this purpose, the results of all three definitions should roughly
coincide.

Table 1 here

As one might expect, the adjusted median inco.me of the entire population in period 2 is
less than the adjusted median of the 50-55 year old group (column 6). This can only be true if
the incomes of the 55 and over group are below those of the 20-55s whom we are studying. This
is particularly true in Sweden and the United Kingdom. In other nations, the adjusted incomes

of the over-55 group are almost the same as the incomes of the 20-55’s.°
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The ratios in column 5 of Table 1 chart relative real income changes. If prices grew
faster than incomes between periods, with no demographic change in household composition or
size, the ratio in column 5 will exceed 100 percent. If real incomes grew, that is, if nominal
median income changed by more than prices, the ratio is less than 100 percent. Real incomes
appeared to grow fastest in the Netherlands and France and lease rapidly in England and
Germany.4

While the definitional band around our chosen poverty level is therefore roughly 10
percent in either direction, we will explore the sensitivity of poverty levels and trends to choice
of poverty measure by constructing 20 percent poverty "bands,” ie., using 40 and 60 percent of
median adjusted income as poverty lines. These wider bands also make sense because of country
specific measures of income adequacy. The United States and United Kingdom poverty lines are
roughly 40 percent of median family income, while the Swedish standard is about 60 percent of
the median. Other nations’ poverty or low income lines lie in between these boundaries
(Buhmann, et al., 1988; Rainwater, 1990). Differences in trends using each of these measures
will also be noted, though we will concentrate on the 50 percent figure in most of our a‘nalyses.

No senéitivity of our analyses to choice of equivalence scale will be made. While
equivalence scales are known to effect levels of poverty across age groups (e.g., children versus
elderly) due to systematic differences in family size at one point in time (e.g., see Buhmann, et

al., 1988), our focus on trends among the nonaged lessen these concerns.

1If. The Economic and Demographic Context

While the main purpose of this paper is to concentrate on the effect of public policy--

taxes and transfers--on the level and trend in poverty, economic and demographic forces can also



be expected to have a large impact on the results. Hence, we must describe the basic
socioeconomic context within which poverty changed over this period.

The major economic factors are identified in Table 2, with highlighted figures indicating
the years for which we have the LIS microdata which underlies the analyses which follow.
Economic growth, consumer price change and unemployment are each liable to have large and
somewhat independent effects on the outcome of our analysis. Economic growth and
unemployment will affect the level and trend in eamings, while inflation is liable to have some
effect on the real value of public income transfer benefits which are not indexed. Each of these
factors can affect the results presented here.

Table 2 here

For insfancc, most nations experienced a substantial recession between the years for which
we bave LIS microdata. The 1980-83 period was marked by recession in all nations except for
France and Sweden. The first period for Which we have Netherlands data is the year that they
emerged from a deep recession. The United States had a large recession in 1982 and a small dip
in 1980, but then experienced a long period of sustained growth between 1983 and 1986. Thus,
real incomes were quite volatile over this period in most of the nations studied.

The annual rate of consumer price inflation declined in every nation studied from the first
to the second period. In most cases this decline was from a double to a single digit level. In
the Netherlands consumer prices actually fell in 1987. These price changes accompanied a mild
worsening of levels and trends in unemployment. In some nations--Netherlands, Sweden--
unemployment lessened over the period of observation. Yet these two countries had vastly
different levels of unemployment in both periods. Unemployment became substantially worse
in other nations--especially in France, Germany, and the United Kingdom where unemployment

reached 11.2 percent in 1986. The United States and Canada experienced mild increases in



‘ABLE 2: THE ECONOMIC CONTEXT, 1979-1989 (a)

United nited
France Canada Germany HNetherlands Sweden Kingdom tates
(i) ECONOMIC GROWTH (b)
1979 32 3.6 4.0 2.1 4.0 28 25
1980 1.6 1.1 1.5 1.2 14 (1.9 {0.2)
1981 1.2 34 0.0 (0.7 0.0 (1.1) 1.9
1982 2.5 (3.2) (1.0) {1.4) 1.1 1.6 {2.5)
1983 0.7 3.2 .9 13 8 3.6 3.6
1584 13 6.3 3.3 2.9 4.0 2.1 6.8
1985 1.9 4.7 1.9 24 2.2 3.6 34
1986 2.5 3.3 2.3 2.7 2.3 3.9 2.7
1987 2.2 4.0 1.6 04 19 4.3 34
1988 3.8 4.4 3.7 2.7 2.3 4.6 4.5
1989 36 30 19 4.1 2.1 2.2 2.5
{ii) CONSUMER PRICE INFLATION (c}
1979 113 9.2 4.1 4.2 72 134 113
1980 13.6 10.2 5.5 6.5 13.7 18.0 13.5
1961 13.4 12.5 6.3 6.7 12.1 11.9 10.4
1952 11.8 10.8 5.3 6.0 8.6 8.6 6.1
1981 9.6 5.9 33 23 8.9 4.6 3.2
1984 T4 4.3 24 33 5.0 ‘50 43
1985 5.8 4.0 2.2 2.2 74 6.1 335
1986 2.7 4.2 (0.1) 0.1 4.3 4 1.9
1987 3.1 4.4 0.2 {0.7) 42 4.2 A7
1988 27 4.0 1.3 0.7 5.8 4.9 4.1
19§% 36 3.2 2.9 1.2 6.5 7.7 4.6
{iii} UNEMPLOYMENT (d)
1979 59 74 12 5.4 2.1 5.6 58
1980 6.3 7.4 30 6.0 20 6.9 70
1981 7.4 1.5 4.4 8.6 2.5 10.6 1.5
1982 8.1 10.9 6.1 114 3.1 12.3 9.5
1983 8.3 11.8 8.0 13.7 3.5 13.1 2.5
1984 9.7 1.2 7.1 11.8 3.1 11.7 7.4
19835 10.2 104 7.2 10.6 2.8 11.2 7.1
1986 10.4 9.5 6.4 9.9 2.7 112 6.9
1987 10.5 8.8 6.2 9.6 1.9 10.3 6.1
1988 10.0 7.7 6.2 9.2 1.6 8.5 54
1989 9.4 7.5 5.6 8.3 1.4 6.9 5.2
Notes: Fi fklg‘:;ea shcrr;\errr: én bol': mdxg}:;nr:t c acf)ﬁubp}mﬂtl hﬂwog%n:rg:rvcy data refer.
d erccn c.rcc t;r'}:::ogt‘au ardfﬂcc%asls.
S| S BB R A




unemployment over the period. Because both the level and trend in unemployment can affect
the absence or presence of eamings and their level, and because eamnings are the primary
determinant of pre-tax and transfer poverty, unemployment rates are quite important in the
analyses which follow.

Demographic change was also occurring in these nations. While birth rates were fairly
stable, several studies indicate that lone or single parent families as a percent of all families with
children increased by 15-25 percent in the nations studied (Ermisch, 1987; Blundell and Walker,
1988). Still the United States witﬁ lone parent families making up 26 percent of all families with
children, and Sweden with 23 percent, far outdistanced the 12-14 percent estimates in France,
Germany, Canada, and the United Kingdom according to these studies. However, according to
our definition of single parents with children--children living alone with one parent--the
percentage of all 20-55 year old households which are single parent is much smaller than these
studies suggest (see Table A-2). Even when compared to all households with children, our
narrow definition produces a much less prevalent set of single parent households (Table A-2, bold
line). Moreover, the trend in single parents is inconsistent across countries. In Canada and
Germany the percentage actually decline. Sweden’s percent of single parents outweighs the U.S.
percent. While at a fairly low level as defined here, single parent units did increase substantially
in the UK, Netherlands and France over this period. While any number of explanations can
reconcile these findings, it appears that single parent poverty, as defined here, is less prevalent
than we would expect given the demographic literature on the topic (Durbin, 1990).

Population aging and retirement age did not change substantially enough to outweigh
economic and other policy changes over this period. Moreover, these factors only indirectly

affect the populations under study here.
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IV. Trends in Poverty

‘The population of household heads aged 20-55 form the basis for this analysis. We begin
by concentrating on poverty trends among four all inclusive subgroups. These include two
groups with children:

a. couples with children (two or more adults with children under age 18)

b. single parents (one adult in the household) with children (under 18)
and two without children:

c. childless couples or couples with no young children (two or more adults and no
children under age 18)

d. single persons (single adults living alone, except in Sweden)

We begin by presenting three basic tables (3, 4, 5). Each table presents the initial poverty rate
and the change from wave 1 to wave 2 of the data. Table 3 concentrates on the 50 percent
median rate, while Table 4 compares these to the 40 and 60 percent rates. Table 5 breaks the
analysis down for younger vs. older family heads within each grouping.
Tables 3, 4, 5

The most basic and obvious result in Table 3 is that the overall poverty rate increased in
all countries except Netherlands (.3 percentage point decline) and France (no change)--two of the
three nations which did not experience an economic downtum over this period. In Sweden--the
other "recession free" country--the major factor which underlies their increase in poverty is the
large and somewhat specious increase among younger single person households. Were we to
ignore this group, the household poverty rate in Sweden would show little if any change over this
period, with the decline in childful households offsetting the increase in childless couple poverty.

The major points to note at first glance are two: (1) poverty among this age group appears to
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be correlated with economic change; and (2) on average, household poverty rose from 9.6 to 11.1
percent or by 1.5 percentage points across the two periods for which we have data.

Among households with children, the experience was more mixed. On average poverty
rose by 1.4 percentage points. In the United Kingdom and the United States child poverty

5 Because of the

increased by a large amount while it fell in Canada, Sweden, and France.
mixed economic experience of these cou;ltrics it is difficult to pin these changes on economic
factors alone. For instance, in the United States and Canada show opposite trends in child
poverty. While both experienced a deep recession in 1982, both nations followed with a strong
economic recovery. Unemployment rose over the period in both nations: Canada from 7.5
percent in 1981 to 8.8 percent in 1987, compared to 5.8 and 6.9 percent rate in the United States
in 1979 and 1986 respectively. Hence, while economic factors are correlated with changes in
poverty rates, they alone do not explain the result. Public antipoverty policy and particularly tax
and transfer policy also have a large effect on the final outcome.

Single parent poverty was very high in the United States and in Canada. Only the Dutch,
the Swedes, and the British seemed able to keep their single parent household poverty rate close
to the two parent household poverty rate, and only in the Netherlands and Sweden did they stay
in the single digit range. Single parent households with children are therefore the group most
likely to be poor in virtually every nation. Only in Sweden and Netherlands do we find poverty
rates for single parents which are less than poverty rates for other groups--single individuals in
both cases--and the high poverty rates among the single persons living alone can be explained
by other causes, definition related (Sweden) and policy related (Netherlands).

The effect of rising and falling unemployment on poverty is most clear among childless

units. Here poverty rates and unemployment rates increased in all nations except Netherlands

where both rates fell between the first and second period of observation. Interestingly, the
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absence or presence of children makes a large difference in poverty only in the United States,
Canada and the United Kingdom. In other nations the childful and the childless suffered
relatively equal poverty rates in both periods.

Finally, while the experience of most nations was mixed over the periods in question, with
some poverty rates rising and others falling, the United States had the singular experience of
having the highest poverty rates in both periods overall, and for households with children. It was
also the only country in which poverty increased among all subgroups from petiod one to period
two. While the 1980 and 1982 recessions provide some explanation of this outcome, the long
and robust growth of 1983-1986 lead us to expect a better outcome based on economic causes
alone.

The figures in Table 4 are designed to place bands around the basic poverty estimates in
Table 3, and to check the results for sensitivities to measurement differences. With few
exceptions, the pattemns of level and trend in poverty rates in Table 4 are very similar to those
in Table 3. At the Iower bound 40 percent poverty level, United States and Canadian poverty
rates are far above those in the European Community and Sweden, with the possible exception
of the United Kingdom. Still, on average poverty increased by 1.3 percentage points over the
two periods studied here. Child household poverty in the United States at the 40 percent of
poverty level was almost twice as high as the rate in the next nearest country (Canada) in the
latter period. Moreover, Canadian child poverty fell while that in the United States increased
over this period at the 40 percent and 60 percent levels as well as at the 50 percent level.

At the higher 60 percent band, poverty rose on average by 2.0 percentage points, with
poverty increasing in all nations studied, except on the Netherlands where there was no change.

Child poverty rose by 2.1 points an average, but it fell in both Canada and Sweden.®
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There are consistent differences among nations in the effect of age on poverty (Table 5)
as well. While we are somewhat constrained by sample size restrictions (see Appendix Table
A-3 and discussion), the group of household headed by 20-29 year olds do worse than the 30-55
year olds in both periods. On average poverty rates for the younger groups rise from 11.0 to
16.0 percent, while only from 9.1 to 9.3 percent for the 30-55 year olds. In general, the countries
with the strongest economic growth--Netherlands, France, Sweden--do better than those
experiencing weaker economic growth over the period. In many nations--Canada, Sweden,
Netherlands, France--poverty among the older group of household heads decreased from the first
to the second period, while the opposite trend can be found among younger units. Clearly
economic growth and unemployment had a large and differential effect between the two age
groups shown here.

Summary. The blizzard of numbers in these tables can be summarized by noting that
the United States had the highest _overall household poverty rates and child poverty rates in both
periods at the 40, 50, and 60 percent poverty lines. The United Kingdom had the largest change-
~-a substantial increase in overall and child poverty--over the two periods studied at all three
poverty lines. Yet still in 1986, United States households with children experienced poverty rates
(23.7 percent rate in 1986) far above those in the United Kingdom (16.8 percent rate in 1986).
The large and growing literature on child poverty in the United States can now add the reference
that no other modern nation, for which we have comparable data, has tolerated the same high
level of child poverty as that found in the United States in the 1980s, even those with much
higher unemployment and much weaker economic expansion over this period. Among units
without children the situation was much less consistent, with Canada, Netherlands, or the United

States having the highest rate. With the exception of the United Kingdom, European (European
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Community and Sweden) poverty rates are generally much lower than those found in the United
States or Canada.

It also appears that the youngest age group is bearing the brunt of the worsening
economic situation in many nations, especially in Europe where overall poverty rates are faitly
Jlow for other groups and for the population at large. German, Dutch, and British poverty rates
among households age .20-29 were between 13.4 and 15.3 percent in the second period studied,
much higher than for the 30-55 year old group where they were between 5.1 and 11.8 percent.
The overall unemployment rates in these nations were 7.1, 9.6, and 11.2 percent, respectively,
in the second period which we observe.

Compositional Change. The result of these changes in poverty rates was to shift the

composition of the poor in all nations towards greater numbers of childless poor units and fewer
poor households with children (Table 6). Even in the United States where child poverty was
highest and in the United Kingdom where it increased the most households with children became
less prevalent among the poor. Interestingly, the net effect of poor economic performance in
most nations, was to reduce the fraction of poor households made up by single parents with
children in most nations. Single parents living alone are an important subgroup of the poor in
the United States and Canada, but, as argued above and as shown in Table 6, they are no more
than 10 percent and closer to 5 percent of poor middle age households in European countries.

Table 6 Here

V. The Changing Anti-Poverty Effectiveness of Social Protection Systems

One of the main aims of this paper is to chart the effectiveness of the tax and transfer
systems in Europe and North America over the 1980s. While poor economic performance--low

rates of economic growth, economic recession, high unemployment--can produce large changes



1667 °( smbuy

Py

e gape Do G aswm e AT T8 oo Sy,

“55-0T Pollv Tpiofmog M) PDooE PR Jo Taasisd of o1 someow Suawg (g7 PalY S Gile FoqEmoq Jo MIsind W poagop B Kuod,

“ramed o sequne peald mp £q Jood og fucar

sd iy gows jo oirusnand s W acvarm o swsopa diurgs savod Y .wg__.vc-gnunaﬁn-ﬂnﬂm_dus_n.o...ga_ljomedrvolﬂunum:nhﬂ.!mgbltjiansiﬂiuﬁjmhﬂ.ﬂul«_ﬂ.wﬂ.fﬂ a0l a1 Jo PoprRedoos o Jo mmod efsmiaoocd o Klowgs rmte wp & sl

(3] DEL T =] %0 | orl T% (%3 T 23 <3 T30 (%3] TIL] cis G Tii Tt T¢ L3 F5c (K] [} T Tosaag Meag |
e ozl T F1- ost | sel L £9 U 6 133 133 - a2 L r g6l rrl LT rol Lt *z 6 69 Jednony e
L Y3 ¥y e " Iy | Lee 1 e I T 471 (13} b2 | 5 Ty yor ror [411 43 TE T ¥ic Te TRLIPEYD 1O RO TY
T [ [} 1 5] :nm (33 T I = ¥0i = (23 r Fol ¥ L &9 R Tit [ [x3 T = TPy e wang Aias |
T o Tor bat o ¥¥s | g e i ™ L Ly - - a1 e rr {494 i+ £y ¥ .3 cor 1] vty 92y PP P wdnos
Yo o8 1343 s c | ©o T 34 iy 4 ISt 6L Tl | s Ty rig TEE T oss roo - 188 ol TEAIPYRD M TICN WY
" 001 [ L 01 | G000 L] ool TOO01 = [3)8 To01 ¥o ool o0al w [ [Z5] = T | o0al = 001 G001 T7FPoo OV) (9oL |
eal 0 il prgemog
siony | popeg PO »3owq) 86T BL6T shawyy L367 osT L) sast L6T showy) TeST aSawyy 61 ®6T slowgy L3671 TesT sJowgy 7RT &LeT
I E- ey ZoNadd SANT TSaBLS HROAONE 31N NATGEMS AHY WA 1S LTATRE] FELYLS (TALLNG

tA95T ZHL DNLENG STIOEASNCH

CIDY-NON ONOWY JALEAACL 40 NOLLISOINOD FEL N1 ,SAONYHD

$ TIIYL




15

in pre-tax and transfer or market income poverty, the role of tax and transfer programs is to
mitigate these changes. The purpose of Table 7 is to capture these changes. Here we use
Table 7 Here

two basic income concepts: "pre” and "post” tax and transfer poverty. The "pre” figures include
poverty measured on the basis of private market incomes: earnings, property income and private
transfers such as alimony and child support. The net effect of the direct (income and payroll)
tax and public transfer system then generates the "post” estimates which are identical to those
found in Table 3. The "change" in poverty rates therefore captures the net effects of the tax and

transfer system.7

The first place to look is the top panel (A), far right-hand side where the overall average
impacts are charted. 'P(;or economic conditions for households headed by middle age families,
coupled with some growth in single parents results in higher average pre-tax and transfer poverty
rates in the second period studied. Only in Sweden (with very low unemployment) and in the
Netherlands (with strong economic growth) do we find a net decline in the pre-govemment
poverty rates. In some countries, e.g., United Kingdom and Genmany, growth in pre-govemment
poverty was very large. The United States experienced a below average increase in pre-tax and
transfer poverty. The second and third lines in panel A capture the net effect of the tax and
transfer system on household poverty. Because, on average, the change post-tax and transfer
poverty rates (1.5 percentage points) is less than the change in pre-tax and transfer rates (2.5
percentage points), the tax and transfer systems in most nations helped cushion the blow of
economic and demographic change on national poverty rates

The net effects of the tax-transfers systems differ substantially across nations, however.
The United States system apparently lost whatever positive effect it had on poverty over the

1979-86 period. The expansion of the Earned Income Tax Credit (EITC) was not enough to
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offset the weakening of the rest of the United States safety net between 1979 and 1986 so that
the post-tax and transfer poverty rate was largely the same as the pre-tax and transfer rates.
Subsequent expansions in the BITC in 1988 and 1990, and the reduction in income taxes on the
poor in the 1986 Tax Reform Act are not reflected in these figures, but might have improved the
situation since 1986. In contrast, the Canadian system did a much better job in reducing poverty
in both periods. The Canadian system became more effective as the 1980s moved on according
to Hanratty and Blank (1990), and was the primary cause of poverty reduction over this period
in Canada.

In Germany both the relatively low pre-tax and transfer poverty rates and the social
protection system generate low post-government poverty rates. In the rest of the countries the
large and sustained impact of European social protection systems can be easily seen. Even in
Britain, where post-government poverty rates increased the most, the net impact of the tax and
transfer system was very large. In short, without such systems the end results could have been
much worse indeed.

Panels B and C separate out households with and without children. On average, the effect
of taxes and transfer on households with children is Jarger than the effect on units without
children. Unfortunately, the United States’ systems effect is to produce a negative change in
child povert},r.8 With the exception of the Netherlands, other systems of tax and transfer have
a lesser effect on the childless than the childful,

In addition to the measured impacts of government tax and transfer systems on poverty,
we must be mindful of the behavioral effects which they might have for prime age, jobless
individuals. Por instance, the generosity of the Netherlands disability and unemployment benefit

system is well known (Wolfe, et al., 1984; Burkhauser, Halberstadt and Haveman, 1984). It
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would be difficult to argue that the very large pre-tax and transfer poverty rates among childless
households in the Netherlands are independent of this system.9

Age FEffects. Tables capturing the effect of taxes and transfers by age are presented in
the appendix (Tables A-3, A-4). The main results are summarized below where we calculate the

average impact of taxes and transfers on poverty across our seven countries for the 20-29 and

30-55 year old groups:

Heads Age 20-29 Heads Age 30-55
Period Period Pericd Period  Period Period
One Two Change One Two Change
Pre 18.5 23.8 5.3 14.3 14.6 3
Post 11.0 16.0 5.0 9.1 9.3 2
Policy Change 7.5 7.8 52 5.3

As with the overall results above, the average effect of the tax and transfer system in the average
country improved over the period. In terms of percentage point change, effects were stronger
for the young than for the older middle age group. However, the effects were not large enough
to offset increases in pre-tax and transfer poverty. The major difference between age groups is
that pre-govemment poverty increased by 5.3 points among the 20-29 group and by only .3 points
among the 30-55 age group. Hence, the young were, on average, positively impacted by

government policy, yet they still bore the brunt of economic adversity during the 1980s.

V1. Joblessness and Earnings Change

The primary driving force behind pre-tax and transfer poverty is eamings change. Slow
economic growth, high unemployment, and single parenthood can each adversely effect the
ability of households to earn enough to escape poverty. Gottschalk and Joyce (1991) and Green,

Coder, and Ryscavage (1990) have used the LIS data to indicate that earnings inequality
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increased in each of the countries studied over this period, a finding consistent with the patterns
of poverty and economic change observed above. Here we attempt to capture the effect of two
specific aspects of earnings change on poverty:  (a) households without earnings and (b)
households with either no eamings or with low earnings as measured by earnings as a percent
of the poverty line.

Given our previous results, we expect to find increases in households without earnings
among the pre-transfer poor this period. In fact, this is what we observe (Table 8, Panel B). In
all countries but

Table 8 Here

Sweden, where unemployment was only 2.9 percent in 1987, the percentage of pre-transfer poor
without earnings increased over this period. The increase was very large in the United Kingdom
(though data differences may overstate this change). The differences across countries are also
very large. With the exception of France, these zero eamings rates correlate fairly well with the
unemployment rates in Table 2. The very high Dutch rates of zero eamings are no doubt
affected in part by their social insurance transfer system rules. As expected, families with
children are less likely to be jobless than are households without children. Swedish and French
single mothers are more likely to have jobs than are those in other nations, perhaps reflecting
their emphasis on child care provisions for working mothers.

Interestingly, in Panel B (Table 8) we find that there is no systematic "age” bias to
joblessness. Younger pre-transfer poor households are moré likely to have zero earnings in the
European Community countries (West Germany, United Kingdom, Netherlands, and France) than
are older houséholds. In the United States, Canada, and Sweden younger households are, in

general, slightly less likely to have zero eamings.
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While high unemployment can increase zero eamings among pre-transfer poor households,
it may also have some effect on overall levels of eamings--including earnings of those who are
forced to accept part-time work or lower paying jobs. In fact, average earnings as a percent of
median income fell among the pre-transfer poor in every nation studied over the periods we
observe (Table 9). The levels and trends

Table 9 Here
(differed substantially across countries and types of households, but the effects were quite
consistent. On average eamnings fell from 18.7 to 15.0 percent of adjusted median income or
from 37.4 to 31.0 percent of the half median poverty line, thus putting added pressure on the
transfer systems in all nations. With the exception of the United Kingdom, France, and the
Netherlands, levels of average adjusted eamings were fairy consistent across the nations studies.
Again Swedish and French single parents had higher average earnings than did other single

parents, while the childful were generally more likely to have higher earnings than the childless.

VII. Dependence

The final piece of this overview deals with the changing dependence of households on
public transfer programs. While longitudinal data is better suited to studying this phenomena
than is cross-sectional data (e.g., see Duncan et. al., 1991),| we can get some handle on
dependence by asking how many households within this age group received more than haif of
their gross incomes from public transfers.! A further question deals with the issue of
dependence among various groups. It is not intuitively obvious whether one wants to examine
dependence of the pre- or post-govemment poor or of the whole population. Differences in these
estimates will reflect not only dependence but also the generosity of the nations’ transfer systems.

The percentage of post-tax and transfer poor dependent on transfers may be very high if the
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transfer system is nét very generous; it may be high for the pre-tax and transfer poor but low for
the post-government poor if the system is so generous that it removes large numbers of otherwise
poor from the poverty polls. And so we have decided to look at trends in dependence for two
groups: all households and the pre-tax and transfer poor (Table 10).
Table 10 Here

In every country studied, with the exception of Sweden, dependence on transfers among
the entire population increased from the first to the second period. Among families with
children, it increased everywhere but among the Dutch where there was no overall chamge.11
Among the pre-transfer poor (Panel B), dependence increased among all major groups except for
Sweden, and among the childless in Canada and Germany. Low unemployment rates in Sweden
helped reduce their otherwise high dependency rate while the Dutch dependency rate stayed high
regardless of their improved unemployment situations between 1983 and 1987. In the United
Kingdom dependence increased by a very large extent over this period. Though we cannot yet
separately identify them, this finding is consistent with the Duncan, et al., (1991) findings of low

rates of turnover among British single parents receiving welfare benefits.

VHI. Summary and Conclusions

This paper has presented the first LIS evidence on levels and trends in poverty among
middle age households in the 1980s. We find that poverty rates among middle age households
increased in almost all nations studied during the 1980s. The United States had the highest
poverty rates overall and among households with children. The largest increases in overall and
childful household poverty over the periods were found in the United Kingdom.

Economics conditions, particularly high unemployment, produced higher pre-government

poverty in almost every nation studied. Public tax and transfer programs offset much but not all
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of this change. There were also differential impacts of these changes by age; younger (20-29)
households suffered more than did older (30-55) ones. Families with children were differentially
poorly treated in only a few nations, with the United States being the worst. Poverty rates among
households with children in the United States were nearly twice as high as the overall average,
while anti-poverty policy was least effective in the United States compared to Canada, Sweden,

or to any of the European Community countries.
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Endnotes

The reader should be warned that this problem does not exist with respect to unmarried
individuals living together as married in the LIS dataset. These units are classified as
couples in the United Kingdom, Sweden and Netherlands where the practice is most
common.

For this reason we sometimes refer to pre-tax and transfer income as pre-government
income in the text. However, because government tax and transfer programs can and do
affect market incomes via behavioral response, one must be careful to interpret this term
correctly.

There is also a very small number of units age 18 or 19 in our dataset. These are
included with the 55 and over. However, the number of 18 and 19 year olds heading
their own households are too small to affect the results or interpretation presented here.

Note however, that the period to period comparisons of real income and other trend
variables are most difficult in England and Germany because of possible data
inconsistencies. In Germany two different surveys were used in each period while in
England the survey was the same, but there were large differences in the methodology
used to calculate annual income in the United Kingdom in the latter vs. the former period.
Also, German and British data were collected on a sub-annual basis. Hence, the month
or quarter for which income is collected need be compared to the price index in that
month or quarter. We have the fonmer information, but not the latter.

Changes in the coding of the British Family Expenditure Survey dataset and in procedures
for measuring income components which are important for single parents (i.e., housing
allowances) preclude a trend comparison within this group at this time. LIS is preparing
a 1979 dataset which is as close to 1986 as is possible, but the database is not yet ready.
However, recent analysis by Atkinson (1990) using the Family Expenditure Survey
indicate that child poverty in the United Kingdom almost doubled over the 1979-1987
period. While Atkinson measures child poverty (not poverty among households with
children) relative to half the average (mean not median) income, and while he measuores
poverty both before and after housing costs, his trend results over the 1979-1987 period
are even more pronounced than are ours.

Dooley (1988), Blank and Hanratty (1990) and Smeeding (1990) reach the same
conclusions comparing the United States and Canada.

Because of the growing integration of the tax and transfer systems in most westem
nations, it is not possible to separately estimate the "tax" or "transfers" portions.
Similatly the distinction among universal (e.g., child allowances), social insurance
(unemployment, disability), and welfare (imeans-tested) benefits is blurred by government
efforts at integrating these elements of anti-poverty policy. Finally, many LIS datasets
do not allow us to separate the impacts of one type of system from another. For instance,
the LIS Swedish dataset lumps together some social insurance and some means-tested
benefits in the same category of income. Other datasets combine unemployment benefits
with other types of social insurance (e.g., short-term disability) making separation of
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programs most difficult. Hence, the total effect of the tax and transfer system is therefore
the only reasonable way to summarize it in most nations.

Simulations performed by the Congressional Budget Office reprinted in the Green Book
(1991, Table 8, p. 1166) indicate that on a percent of persons poor basis, using official
United States poverty thresholds and equivalence scales, making some adjustment for
underreporting of market income, and including housing benefits, the United States tax
and transfer system reduced pre-tax and transfer poverty among families with related
children by 6.0 percent points in 1979 and by only 3.7 points in 1986. The post-tax and
transfer poverty rates calculated by CBO and presented in the Green Book are 10.5 and
15.8 percent in 1979 and 1986, respectively, Several factors can account for the
differences between these and our estimates. In particular, the different level of the
poverty line and implicit equivalence scales explain a large part of the story.

At the 40 percent poverty line, the United States figures for post-tax and transfer
poverty rates for households with children in Table 4 are 13.5 and 17.5 percent in 1979
and 1986. Hence, on a persons basis the CBO estimated rates increased by 5.3 points
(15.8 minus 10.5). Our household based estimates for 20-55 year olds with children
increased by 4.0 points (17.5 minus 13.5) over this period.

In a recent paper (Smeeding, 1991, Table 3) which used the same LIS dataset and
definitions as those used here, we found that taxes and transfers had the following effect
on the extent of poverty among children in the United States:

50 Percent Line

1979 1986
Pre ' 23.0 26.8
Post 22.5 27.3
Change 5 -5
40 Percent Line
Pre 19.0 22.3
Post 14.7 20.4
Change 4.3 1.9

These results are reasonably consistent with the CBO results from the Green Book and
the results in Table 7 of this paper.

See also Duncan, et al.,, 1991 on this topic. The Dutch disability system has a
replacement rate of 71 percent of average wages.
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11.
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It would be preferable to separate dependence on means or income tested benefits from
dependence on other transfers. However, such a differentiation cannot be accomplished
in enough countries to warrant further study. Similarly a comparison of transfers to
disposable after-tax income would be preferable to a comparison to gross income.
However, the taxability of transfers makes such a comparison very difficult,

See also footnote C in Table 10 to explain subgroups vs. overall changes in dependence
rates over time.
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Appendix

Tables A-1 thru A-3 explain the LIS dataset, the demographics of LIS households headed
by persons age 20-55, and the actual number of survey records on WhiCil these analyses rest.
Tabie A-] covers the datasets and units definitions ﬁscd in this paper. Table A-2 presents the
dcmographic- sub-composition of households according to the breakdowns used in this paper. It

contains an extra row on single parent households as a function of other households with

-

children.

Table A-3 presents the raw unit count of the data used in LIS. Note that the unit count
of households in the U.S. and Canada are smaller than the actual number of units on the survey
because LIS was forced to reduce the U.S. and Canadian samples to increase computing -
efficiency and speed. Using a sample size of 65 as a cutoff point, the reader can see why we
were unable to separate single parent households among the 20-29 year old units and why single
parents are also not identified among the 30-55 year olds in Germany.

Appendix Tables A-4 and A-5 present further age-specific analyses of the anti-poverty

effects of taxes and transfers.
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