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I. INTRODUCTION

At the beginning of the nineties, economic policy in the field of social
affairs and labour market is characterised by a certain ineffectiveness of
traditional policy measures in combating phenomena like persistent un- and
underemployment and, consequently, growing impovrishment among certain
populations in industrialised Western societies. The striking phenomenon is
less the appearance of ’new’ poverty among marginalised and disadvantaged
populations but rather the experience of situations of insufficient resources
among families which have so far been protected from poverty, such as families
within the working or working-age population.

The somewhat academic debate of the seventies and early eighties of how to
measure poverty, deprivation and low income (cf. Sen 1983, Townsend 1985) has
got a new dimension as poverty estimates also have strong political
implications (for example, they affect subsidies within the European
Community). Also, the question of adequacy of these poverty estimates has a
growing importance for government policies in a period in which budget
constraints are claimed to tighten. This is one of the reasons which led us to
devote a main part of the present paper to methodological issues, Different
methods to analyse poverty will be presented and applied, using micro data

sets from the Luxembourg Income Study (see Annex).

The subsequent analysis covers 13 OECD countries which have quite
different social regulations and provisions and different approaches towards
social policy: Australia, Austria, Belgium, Canada, France, Germany, Ireland,
Italy, Luxembourg, the Netherlands, Sweden, the United Kingdom and the United
States. The period of observation refers to a year in the mid- to end
eighties: 1984 for the earliest ones, 1987 for the most recent ones. Results
reported in this paper may therefore not correspond to today’s reality. In the
meantime, both situations in the labour markets and country specific transfer
policies may have resulted in different income distributions and levels of
poverty (e.g. the introduction of the Revenu Minimum d’/Insertion in France, or
specific family policies in Australia and the United Kingdom). The aim of this
paper is therefore twofold:

i) to provide an analytical tool for analysis of poverty levels in a

context of internatiopal comparison, and

ii) to apply these instruments to analyse poverty among non-elderly
families in the mid- to end eighties, and tax and transfer policies in
different OECD countries,

The application of the analysis will focus on the the socio- demographic

group of pon-elderly families and, among them, families with many children and
single parents. A separate section will investigate child poverty. These

groups have been shown in further analysis (e.g. Mitchell et al. 1991,
Rainwater 1988, Smeeding et al. 1991} to be particularly vulnerable to
insufficient resources.

Contents of the paper

The paper is organised in the following way. Chapter II discusses some
general issues of cross-country comparison and presents arguments to prefer
annual disposable income as a measure of standard of living to consumption or



life time income. In chapter III, the three main concepts for defining low
income and poverty - the absolute, relative and subjective approach - are
discussed in detail. This chapter also includes estimates for overall poverty.
Chapter JV discusses ways how to adjust disposable income for family size and
other factors and presents sensitivity tests using different equivalence
scales. (Chapter V summarises the main results concerning poverty among
non-elderly families, comparing these to past findings. Chapter VI then goes
on to discussing and applying more comprehensive poverty indicators, in
particular the Sen index which allows for the decomposition of poverty into
incidence, intensity and distribution of low incomes. Chapter VII discusses
the role of the welfare state in alleviating poverty and applies the Sen index
for an analysis of tax and transfer policies to non-elderly families, families
with many children, single parents and children. Finally, main conclusions are
presented. An Annex discusses questions of data quality and limitations.



II. COMPARING POVERTY ACROSS COUNTRIES: SCME QUESTIONS AND ANSWERS AHEAD

First, comparative cross—-country analysis is not simply a matter of
juxtaposing social indicators from several nations, and subsequently
proceeding to derive rank orderings. It comprises, in the end, always
comparisons of different systems of social regulations and interactions in
which the relative position of particular groups is analysed (say, the
elderly, or single parents), or else the performance of a certain branch of
the social security system (e.g. pensions, unemployment insurance) is
assessed. The former of these two approaches is also called "group-by-group"
approach (Hauser 1988) and it is what the available micro data which we will
be wusing, is best suited for. This means for example, not analysing and
comparing early retirement, or pension systems per se but the relative wealth
position of the elderly, or pensioners across different countries.

Second, in cross-country comparison, each country’s system has to be
assessed in term of its own worth, and standards. For example, in some poverty
research the poverty standard of one particular country (e.g. a certain amount
of US Dollars per equivalent family)} is chosen and applied to a range of other
countries. This exercise might be quite useful in the light of a domestic
policy debate on poverty (in the perspective of "learning lessons from
abroad"). Examples of using several countries’ (relative} poverty lines as an
{(absclute) line for other countries will be presented in Chapter II, However,
in our type of analysis we are searching for measures and indicators which
give the same weight and importance to each of the country’s standards.

Third, different underlying ideoclogies about sccial justice influence the
results from national studies. In much of the poverty research literature two
underlying approaches might be distinguished. One might be described as
inherent socjial charitv approach: the absoclute level of poverty is analysed,
and research (as well as policy)} cares about the ability of individuals or
families to participate in social life. Causes for this inability are either
not analysed or presumed to be the responsibility of each individual. A
typical policy prescription would be to provide additional money, or income in
kind, to the so defined poor. On the other hand, a second approach which
dominates much of the Continental and Scandinavian European debate ({e.qg.
France, Germany) might be described as a social rights approach which is based
on the entitlements of individuals and families to resources. The policy
debate in this case is clearly focused on re-distributional issues.

B. Low-i I by 13

Expenditures or income?

All different approaches to set up a comparative poverty measure have in
common the establishment of a cut-off-line below which persons, or families
are considered to have an inadequate income (low income cut-off-line) or being
poor (poverty line). In literature, the terms ’"low income’ and /poverty’ are
often used alternatively. This implies that, in those cases, poverty is
defined merely in terms of income, sometimes broader in terms of material
deprivation due to lack of resources. Townsend (1985) for instance, defines



resources as "income including the income equivalent of wealth and income in
kind."

There is, however, a widespread use of poverty concepts which are related
to elements other than income, e.g. consumption {(low spending), deprivation
standards (see Townsend 1987), total wealth (see Hurd 1986} or non-pecuniary
elements. In particular, the European Community is using consumption, namely a
fraction of the mean equivalent household expenditure in its poverty research;
the argument for that is that "household expenditure is a more reliable
indicator for permanent income"™ (EUROSTAT 199%0: &4).

There are several reasons why the necegsary minimum income (Y*) may differ
from the necesgary minimum expenditure (E ). A family may attain E with an
income below Y by dissaving or by borrowing. On the other hand, an income
above ¥ may not be sufficient to attain E due to certain market failures
(access to housing is for instance typically rationed for newcomers, e.g.
immigrants). A more technical argument refers to the fact that incomes are
typically underreported in surveys, particularly at the margins of the
distribution.

However, for the present study, we are using low ({disposable) income
rather than low spending as an indicator for poverty because we focus on the
capacities of individuals and families to participate in the mainstream of
their society and not on their actual behaviour (in other words, we are not
interested whether a family actually buys a meal twice a day or takes holidays
but if it has the possibility to do so by means of its resources).

Permanent or disposable income?

The use of annual disposable income {as opposed to permanent income) as a
single indicator of economic well-being has several implications. In general,
the use of disposable income implies a (Keynesian-type) absolute income
hypothesis according to which consumption expenditures of the current period
depend on the income in the current pericd. The according consumption function
is:

Cr = o + B * DPI,

where: Cr = real consumption
o = existence minimum
B = marginal propensity to consume

On the other hand, the use of permanent income as indicator implies a
{(Modigliani-type} life-cycle hypothesis of consumption according to which an
individual allocates efficiently his consumption and saving over his entire
lifetime. The according consumption function is:

C=a * WR + B * DPIy,

where: WR = real wealth
o marginal propensity to consume out of wealth
[ marginal propensity to consume out of labour income
DPI;, = disposable income from labour

If lifetime consumption equals lifetime income, o can be interpreted as one
divided by life expectancy, and § as remaining labour lifetime divided by life



expectancy. One assumption of the latter model is that part of the well-being
of the elderly stems from dissaving which is not part of the disposable income
(the saving of the non-elderly however is part of it).

Three main reasons lead us to disregard permanent income as a standard for
poverty comparisons: The inoperationality of its use (e.g. the appropriate
choice of discount rates), the fact that past and expected family income may
vary heavily from one country to another, and various theoretical criticism
(e.g. the ignorance of the bequest motive and the importance of social
insurance). However, we need to be aware of the possible shortcomings when
using annual disposable income as a measure of well-being in the following

chapters.

Absolute, relative or subjective poverty?

In the past decade, the debate on how to measure poverty and low incomes
was focused around three quite different concepts:

i) The absolute approach (or, as Hagenaars/deVos (1987) put it, "having
less than an objectively defined absolute minimum")

ii) The rxelative approach {or, "having less than others™)

iii) The subjective approach (or, "feeling you do not have enough to get
along")

The absgolute approach defines a minimum of basic needs which serves to
calculate a minimum subsistence amount. Individuals or families who do not
dispose of sufficient resources to fulfil these basic needs are counted as
'poor’. The relative approach defines incomes as ’low’, or a sub-population as
fpoor’ with respect to the incomes, or the well-being level, of the population
as a whole - the reference point being, for instance, the median equivalent
income or the mean equivalent expenditure. It thus takes into account the
different levels of well-being between societies and its change over time. The
subjective approach is based upon public opinion on income levels in a given
society at a certain point in time, as derived by household surveys. The level
of low income is defined by the concerned population itself.

For the purpose of comparing poverty across affluent countries which
experience economic growth, or at least stagnation, the relative approach
provides the most valuable estimates. The three concepts, which continue to
dominate the poverty research discussion merit to be treated in a separate
section and will therefore be discussed in detail in the next chapter.



ITII. DIFFERENT APPROACHES TO DEFINING LOW INCOME AND POVERTY

A. The absolute approach

This concept, sometimes called ’‘budget method’, is the basis for most
'official’ or state poverty lines., It defines an absolute minimum in terms of
basic needs (for food, c¢lothes, housing etc.). The aggregate cost of these
goods and services then constitutes the low-income line. This method dates
back to the work of Rowntree (1901), which was used for the Beveridge report
(1942). This fixed a minimum of resources below which families could have
access to subsistence allowances.

Another example for an explicit, absclute definition of poverty is the
current US Social Security Administration Poverty Index. Orshansky (1965,
1969) estimated the level of income below which families could not eat
adequately using the US Department of Agriculture’s economy food plan as
measure for families’ needs for groceries. The poverty line then is derived by
assuming a 33% food share in the total budget of a three person family (27%
for singles and two person families). For annual changes, this so derived
absolute poverty line is adjusted by the Consumer Price Index. Also, the

Swedish existence minimum is often cited as explicit low-income line.

Other countries implicitly define state low-income lines, based on the
abgolute approach - implicit in the sense that they calculate minimum income
levels for administrative purposes (levels beleow which families become
eligible for income support programmes). Examples are the social assistance
{(Bundessozialhilfe) in Germany based on a detailed basket of goods deemed
necessary, or the social aid programme in Austria.

In the past decade, the absolute approach (based up to then on defining
needs in terms of consumption goods) has been developed further by Sen who
suggests a definition in terms of capabilities rather than commodities: "The
comparison of standard of living is not a comparison of utilities. So the
constituent part of standard of living 1is not the good, nor its
characteristics but the ability to do variocus things by using that goocd or
those characteristics."™ (Sen 1983: 160) He proposes using "capability vectors”
to rank people’s advantages (or disadvantages) vis-a-vis others. Whilst the
conversion of real incomes into actual capabilities varies with social
circumstances, there is still the need for setting certain absclute standards
of minimum material capabilities relevant to a given society.

The common use of absolute low-income and poverty lines in policy debate
can be explained by the fact that effects of social programmes {in particular
income maintenance programmes targeted to the poor) may easily be evaluated
over a short or medium-term period (comparing the number and composition of
the low-income population over years). Difficulties arise, however, when the
base of the absolute measure (e.g. the basket of needs) is to be changed. In
addition, gcountry comparison becomes extremely difficult because the absolute
measures are always defined on a national level,

The most critical feature of the absolute approach is undoubtedly the
abitrariness of the choice as to what basic needs are - notwithstanding if the
choice is made by experts or derived by surveys on consumer behaviour (the
latter introduces a circularity into the definition of low incomes). If this
holds true at a national level, the disadvantages of the absolute approach are



even more striking when comparing across countries, what this study tends to
do. Some authors have tried to set one absolute low-income level (e.g. the US
poverty line) converting it to other countries income levels with the help of
Purchasing Power Parities (Smeeding/Torrey 1988; Short/Garner 1989), While
this might be useful in the context of a specific country’s policy debate,
this approach is not appropriate for comparative social policy analysis. Even
under the assumption that basic needs are the same across countries, this
attempt would still look at other countries with the view of the one for which
the poverty line has been chosen at the beginning.

Another problem for analysing the low-income population with the help of
absolute measures is that - once the absolute level is set - it correlates
closely with recessions and economic booms. This can be illustrated by the
evolution of the US poverty line for which the number of persons has
fluctuated in the past two decades according to economic cycles, whereas
alternative US poverty measures show a steady decline (for elderly) or
increase (for children). Theoretically, economic growth may eliminate low
income, if defined in absolute terms (and adjusted only with changes of
prices), without any special poverty programme measure and without changing
the income distribution - provided all share in growth. (OECD 1976)

B.__The relative approach

The relative approach tries to overcome these difficulties by judging
incomes as low with respect to the incomes received by the population of
families as a whole. In this way, it takes into account that human needs (or
capabilities}) are socially created and that "“the number and extent of
so-called necessary wants..,. are themselves the product of historical
development and depend, therefore, to a great extent on the degree of
civilisation of a country." (Marx, in: EUROSTAT 1990: 3) Thus, relative
measures allow to compare income situations across countries, because they are
independent from a specific country’s definition of basic needs.

The simplest relative income measure is to set a low-income line at a
certain bottom percentile of the income distribution. As an example, the OECD
List of Social Indicators (OECD 1982) proposes to define the low-income
population as households in the bottom quintile of equivalent income (income
defined as disposable income). Whilst this measure provides easily
cross—country comparable results on the household characteristics in the
bottom 20% of the income distribution, it lacks in its interpretation for
policy conclusicns as the number of low-income families will always be equal
to one fifth to the total population.

Another more complex variant of this approach defines low income as a
fraction of average or median income (economic distance approach). In this
case, the proportion of low-income families varies across time (and
countries), and may be zero (en principe). The OECD List of Social Indicators
(OECD 1982) uses this appreoach in defining material deprivation (see below}.
There is no specific argument to opt for one percentage level rather than for
another (say, 60% of the median rather than 50%). But the presentation of
various percentage levels may serve as benchmarks for policy making. A society
may prefer to see 15% of its population having an income close to 60% of the
average income rather than 10% staying at the 40 % level.

To a large extent, international comparative studies make use of relative
methods to determine low-income lines:



* EUROSTAT {1990) sets alternative poverty lines for EC member countries at
40% and 50% of mean equivalent expenditure (household expenditure being
believed to be a more reliable indicator of ‘permanent income’ than the
income declared in family budget surveys). As reference society two
options are chosen: the national mean, and the Community mean.

* The 1982 OECD publication on social indicators defines low income as

"share of income accruing to household in the lowest gquintile™ {(OECD 1982:
36) and material deprivation as "percentage of households with income

below a given fraction of the mediap adjusted disposable income" (OECD

1982: 37}.

* In several studies of the ILO (e.g. ILO 1975), the low-income line for a
two member household is set at the average net disposable income per head
in the population and then adjusted for other household types by
equivalent factors (Beckermann approach, cf. Beckerman 1978).

* Most of the comparative research papers based on the analysis of the
income micro data from the Luxembourg Income Study uses a definition of

50% of the median egujvalent disposable income as the low-income

cut-off-line,

It has been argued that the relative appreoach, as it is a measure of
distribution, simply reflects inequality in a society and that changes in the
number of poor cannot be measured adequately. Different overall well-being
levels between countries are not taken into account. But it can be argued that
the poor are poor hic et nunc, in the context of their and not ancther
society. Relative measures undoubtedly provide wvaluable estimates for the
comparison of the number and composition of families with low incomes across
countries.

c. Tl biect ;

Both the absolute as well as the relative measures may be regarded as

objective. On the contrary, subjective measures of low income are based on

public opinion on income levels considered to be ’just sufficient’
{("get-along-amount"}, derived from household surveys. It thus aveids the
problem of the arbitrary choice of needs made by experts as pointed out above,

Several subjective methods have been developed to determine low-income
levels:

* The SPL-method ("subjective poverty line"; Goedhart, Kapteyn, van Praag
et.al.) sets a poverty line derived from answers to the guestion "What is
the minimum amount of income that your family, in your circumstances,
needs to be able to make ends meet?" (the so-called minimum income

question, MIQ)

* The (SP-method (Centre of Social Policy/University of Antwerp; Deleeck)
uses the same basic idea but also takes into account the actual income of
the household and answers to another question asklng people to qualify the
way in which they make ends meet.

*  The LPL-method ("Leyden poverty line";van Praag et.al.) is based on the
individual welfare function of income and works with the answers to a



six-level income evaluation question.

* The social consensus method {Piachaud, Walker, Mack and Lansley et. al.)
asks the public what it is prepared to pay for in taxes as a minimum
income, thus defining a financeable poverty level.

In general, subjective low-income lines are set at the income level where
Ymin equals Y, given the relationship

log (Ymin) = ag + a1 log (Y},

where Ynin represents the answer to the minimum income question, and ¥
represents current household income.

The assumption behind this relationship is that only persons whose income is
actually equal to their minimally necessary income have a realistic idea of
this income level; persons whose incomes are higher tend to overestimate their
needs while persons with lower incomes think that they can get along with a
lower income {be it higher than their current one).

Initial research in Europe based on subjective measures suggests that the
derived poverty levels lie, in general, above those calculated with
traditional absolute or relative measures (Deleeck/van der Bosch 1989). &
recent study which compares subjective poverty lines derived from the United
States Consumer Expenditure Interview 1982 with a survey conceived by the
Dutch Centre for Research in Public Economics 1982 concludes that "subjective
poverty lines are considerably above the official poverty lines, but more so
in the U.S. than in the Netherlands"™ (De Vos/Garner 1989: 14)

At first sight, the subjective approach appears quite attractive because
the low-income level is defined by the concerned population itself. However,
only few regular ({income or budget) surveys incorporate a minimum income
question, and the precise way that the questions are formulated differ
considerably. Subjective standards may vary across time and, moreover, across
countries., Piachaud (1987) underlines the sensitivity of answers to
attitudinal surveys. In addition, literature suggests that subjective low-
income lines do not reflect the full minimum cost of children because of
reference-groups effects and/or inclusion of immaterial values such as
satisfaction (Hagenaars/De Vos 1987; Deleeck et al. 1989). Subjective
approaches may provide useful methods to measure the low-income population in
a particular country at a particular time, but are for the time being not
suitable for comparative research.

D. The effects of choosi ticul ;

It should be emphasised that the adoption of one or the other methods to
define low income is not an academic question; the absolute number and also
the structure of the population in poverty may vary dramatically according to
the method chosen. Hagenaars/De Voos (1987) apply eight definitions for a
poverty line to a 1983 household survey in the Netherlands (four definitions
based on an absolute approach, three on a subjective and one on a relative
measure) : the derived overall rates range from 5.7% to 33.5%.

If the purpose of the analysis is cross-country comparison rather than

comparison over time, a relative definition of low income is the most useful

approach to assess poverty. Low income will then be defined as a certain

10



fraction of the median disposable income. As a reference point the median is
preferred to the mean as it reflects better the most widely shared life style
(i.e. the resources needed for it). As a reference distance 50% of the median
is proposed. In order to test the sensitivity of results, three different
distance levels will be presented:

- 40% (about the level of the US poverty line and a UK poverty line derived
from the Supplementary Benefit; often used by the research community)

- 50% (a level often used for international comparisons, e.g. EUROSTAT, LIS)

- 60% (about the level where the Swedish existence minimum lies).

It should be stressed that a low-income line does not represent a
break-even point below which a person (cor family} suddenly becomes poor. Low-

income lines rather serve to define geveral classes of low income. Table 1

presents such low-income classes using data from the Luxembourg Income Study.

Without repeating the more detailed analysis which will follow in chapter
V, a first glance at table 1 leads us to discern three groups of countries:

(1) Australia, Canada and in particular the United States at the top end
of the scale, experiencing poverty rates well above the average in
all income segments;

(ii) the continental European countries Austria, Belgium, Germany,
Luxembourg and the Netherlands at the bottom in any of the segments.
Within this country group - the ‘low poverty’ countries - Austria
and Luxembourg show the lowest values for the very low income
segments (below 20 and 30 %); this means that the poor population in
these countries is concentrated towards higher cut-off lines (50 and
60%) . In Belgium and the Netherlands the poor population seems to be
more equally distributed within the segments;

{iii) the remaining European countries France, Ireland, Italy, Sweden and
the United Kingdom are close to the average hut show diversified
results according to the segment. At the 50 to 70 % - level, for
instance, France and Sweden have poverty rates significantly below
the average whereas Italy and Ireland experience levels close to
those of the first country group, the "high-poverty countries’.

Further analysis of table 1 reveals some country-specific patterns: some
countries (Italy) show below-average rates in the very low income segment
{below 20%) but above-average when moving to higher low-income segments. Other
countries (Sweden) trace the inverse picture. Both, Ireland and the United
Kingdom show above-average rates for the very poor population, average or
below-average rates for the segments often defined as the ’core’ of the poor
(below 40 and 50%), and again above-average rates for the population ‘near
poverty’ (60 and 70% segment}.

These results show the incidence of low incomes relative to each country’s
median disposable income. As argued above, this is a meaningful basis for
country comparisons.

An interesting exercise consists therefore in comparing these results with
those obtained when using one country’s (relative) poverty standard as an
{absolute) measure for all other countries under review. For table 2 we took
the poverty levels (below 50% of median} of selected countries as an absolute
cut—-off-line for the other twelve countries. Purchasing power parities for

11



private final consumption expenditure where used for the conversion of these
cut-off-lines into other countries currencies for the respective year. The
common base year for the purchasing power parities is 19835,

We selected five countries’ low-income lines: twoe from the first group
(high poverty) but having different purchasing power parities: the United
States and Australia. Two countries from the ’low-poverty’ group: Austria
and Belgium, And France, with intermediate poverty levels.

Table 2 shows that poverty rates are extremely sensitive to other
countries’ levels as well as to the respective purchasing power parity. It
should be noted, however, that PPPs are not designed for poverty comparisons.
By applying them to the poor, we assume that this part of the population has
the same consumption baskets as the total population which is likely to be
untrue. Also, by de- and reflating to the common base year 1985, we assume
that no changes in consumers’ preferences have been taken place between 1984
{(earliest LIS countries) and 1987 (most recent LIS countries).

The purpose of this exercise was tc show that meaningful results to
compare poverty across countries cannot be obtained when introducing
(indirectly) absclute standards of one country. Not only, for most countries,
low-income rates increase or decrease significantly (three times and more),
but alsc the rank ordering is changed when the Australian, Austrian (or any
other) relative well-being standard is applied for other countries.
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Cumulative percentages of persons with lower incomes

Table 1.

Percent of median income
20 30 40 50 60 70
Australia 85/86 1.9 3.4 5.9 12.9 21.0 29.1
Austria 87 0.2 0.8 2.6 6.7 12.2 19.6
Belgium 85 0.5 1.0 1.9 4.4 10.7 19.6
Canada 87 1.5 2.9 7.5 12.1 18.1 26.3
France 84 1.0 22 39 7.1 13.2 23.3
Germany 84/85 0.4 1.0 2.7 6.4 12.4 20.9
Ireland 87 1.9 3.0 44 12.3 20.1 278
Italy 86 0.7 2.7 5.6 11.0 18.0 27.6
Luxembourg 85 0.2 0.7 1.7 5.1 10.8 21.1
Netherlands 87 0.7 0.9 1.9 39 8.3 16.3
Sweden 87 1.4 2.6 4.2 6.8 11.8 1.4
United Kingdom 86 1.5 2.3 3.9 8.7 17.3 26.5
Unitec:l States E__§6 2.9 7.3 12.8 18.4 24.1 30.3

Source: LIS micro data base

Note: income concept used is disposable income adjusted for family size, using an equivalence scale
with an elasiticity of 0.55 (see chapter IV)
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Table 2.

Low-income rates: applying country-specific relative definitions to other societies

Australian Austrian Belgian French United Statesl| Each country
level level level level level relative
level

Australia 85/86 12.9 194 11.9 14.5 29.4 12.9
Austria 87 3.9 6.7 3.0 5.1 12.5 6.7
Belgium 85 52 28.4 44 6.3 23.2 44
Canada 87 56 8.3 5.2 6.6 12.8 12.1
France 84 5.9 100 5.5 7.1 204 7.1
Germany 84/85 5.0 8.7 4.7 6.3 18.6 6.4
Ireland 87 334 42.3 31.7 36.5 54.8 12.3
Ttaly 86 14.8 23.3 14.2 16.9 35.2 11.0
Luxembourg 85 1.8 3.8 1.6 2.1 9.5 5.1
Netherlands 87 10.1 18.8 8.6 12.9 39.7 39
Sweden 87 8.0 12.3 7.5 9.2 23.5 6.8
United Kingdom 86 10.8 18.6 9.7 12.9 304 8.7
United States 86 10.2 13.3 111

Source: LIS micro data base and OECD (1992), Annual National Accounts

Note; income concept used is disposable income adjusted for family size, using an equvilance scale with an

elasiticity of 0.55 (see chapter IV)

Low-income rate defined as percentage of persons in families with incomes below 50% of median income
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IV. HOW TO ADJUST FAMILY INCOME:
EQUIVALENCE SCALES AND THE REFERENCE POPULATION

Once the poverty line (or lines) having been defined, we would like to
adjust the reference income measure (in our case, disposable family income).
Cne can assume that, due to economies of scale, the needs of a family for
resources grow with each additional member, but not in a proportional way.
With the help of egquivalence scales, each family type in the population is
assigned a value in proportion to its needs. The factors commonly taken into
account to assign these values are the size of the family and its age
structure (adults or children). Ideally, sophisticated equivalence scales
would also consider the different ages of adults and children themselves as
well as other factors, such as the health status, region (this is, for
instance, done by the Hungarian CS0), etc.

A wide range of egquivalence scales has been developed in the past. They
can be defined explicitly or implicitly, as ratioc of the low-income lines for
different family types. As in the case of low income, there is no generally
accepted method for determining equivalence scales. Basically, one can

distinguish scales developed by gexperts’ judgements, and scales derived
empirically by regression analysis using survey data.

A.  Adiusting for familv i

Using family size as the sole determinant, equivalence scales can be

captured by one single parameter, the equivalence elasticity, i.e. the power

by which needs increase as family size increases:

N = Se, or

e In(N) / 1n({(s), 0<acl

where e: equivalence elasticity
N: economic need {Disposable income / economic well-being)
S: family size

The equivalence elasticity, e, thus can range from {0 (when unadjusted family
disposable income is taken as income measure) to 1 (when per capita income is
used) . Any adopted adjustment lies in between, i.e. the smaller the value for
e, the higher the assumed economies of scale.

In a prominent article, Buhmann et.al. (1988) review a quite complete
inventory of some 30 equivalence scales being used during the eighties. They
may be distinguished into two groups for each, the experts’ judgement (a and
b} and the survey based approach (c and d):

i) Expert statistical judgement: scales developed primarily for statistical
and comparative purposes. The US Bureau of Labour Statistics family

budgets are an example, but also the scales used by EUROSTAT for poverty
measurement and the one which is proposed by the OECD List of Social
Indicators (OECD 1982}, The equivalence elasticities lie around (.74,

ii) Expert programme judgement: scales d1mplicitly used for calculating

benefits of social programmes, such as the Swiss social assistance, the
Swedish base amount, the UK Supplementary benefits, or the US poverty
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definition. Their equivalence elasticities lie around 0,55,

iii) Efforts have been made to measure utility through the analysis of
househcld consumption expenditure patterns as derived from household
surveys. The Statistics Canada method falls into this category. Important
work has been carried out in the US (see for example Van der
Gaag/Smolensky 1982), and, more recently, in France (Glaude/Moutardier
1990). In general, the derived equivalence elasticities lie around 0.4,
or around 0,5 if the method is based on food shares {(Engel method).

iv) Another survey-based method measures utility directly from public opinion
pells (see in particular van Praag et. al. 1982 and Rainwater 1990).
These methods estimate in general the lowest values for e (around 0.25).

B. Adiusting £ { other fact

Some equivalence scales also take into account other characteristics of
the family, such as the age structure (in particular: ages of the household
heads, and of the children). Studies on subjective assessment of well-being

suggest that the ages of children do not have a significant effect on people’s
belief on how much income they need (Rainwater 1988). On the other hand, the
age of the head of the family seems to affect people’s assessment of need:
studies of the US Gallup surveys and the Eurobarometer survey indicate that
need increases about 0.8% each year of age up to the age of 45 and decreases
slightly faster (about 1%) after that. Assuming family adjustment with an
elasticity of 0.55 ('policy based scale’) and an age-need increase rate of
0.8% before and after age 45, the equivalent income would then be defined as:

Er = ppr / (8033 * 0.992145-2gel,

where EI: equivalent income
DPI: disposable income
S5: family size

This view implies that need (for any given family size) for a 25 {or ©5) year
old person is estimated to be 85% of a person of age 45. In other words, the
Engel curves for basic goods are assumed to be flatter for the young and the
old population. Rainwater (1988) shows for 9 OECD countries (around 1980),
that adjusting for the age of the family head in this way decreases the
overall low-income rate for all countries by 10 to 20%. As our study will
focus in its second part on the analysis of non-elderly families, no
adjustment for age will be made when applying equivalence scales.

Is there an interaction between income levels and equivalence {(which would

complicate the establishment of a simple scale)? In other words, do higher
incomes require smaller adjustment factors for large families to estimate the
same level of well-being? This can be tested with correlation procedures on
estimates from household surveys which include questions on get-along-amounts.
However, results from survey-based analyses provide a controversial picture:
some studies (e.g. Dubneff 1985) find a negative correlation between income
and size elasticity, others (e.g. Rainwater 1990) do not.
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C. _The effects of different equivalenge scalesg

The present study will use three typical equivalence scales in addition to
family and per-capita income for sensitivity tests when analysing relative
income positions:

Table 3

Three equivalence scales and corresponding elasticities

Familx EQl1 EQ22 EQ33 family per—-capita

size income income

1 1 1 1 1 1

2 1.26 1.50 1.7 1 2

3 1.44 1.88 2.2 1 3

4 1.58 2.18 2.7 1 4

5 1.70 2.40 3.2 1 5

) 1.81 2.63 3.7 1 6

7 1.90 2.85 4,2 1 7
elasticity 0.33 0.55 0.73 0 1
Notes:

1 EQl corresponds to equivalence scales, typically derived by self-

assessment through surveys

EQ2 corresponds to most equivalence scales inherent in many national
social programmes; it also has been used as poverty measure in OECD
{1976)

3 EQ3 corresponds to the equivalence scale suggested in OECD Social
Indicators (1982)

The figures shown assume that the third and higher members of the family
are children

2

Equivalence scales derived by self-assessment from households (EQL)
typically underestimate the costs of additional family members. ’Statistical’
equivalence scales (EQ3) represent one extreme in the possible choice. ’Policy
based’ scales (EQ2) represent values which are inherent in many social
programmes of OECD member countries, and also come quite close to equivalence
values found in several surveys on household consumption expenditures.

Choosing a particular equivalence scale, emphasis has to be given to the
arithmetic gffects on the number of the low-income population, its
composition, and the relative positions of countries in comparison. The
research of Buhmann et. al. (1988) suggests that, in general, poverty rates
are lower at higher elasticities. It should be noted, however, that this is
not a linear function and that one can get ’u-~shape’ results when including
the two benchmark values for e, 0 and 1. Chart 1 shows that this holds true
for all the 13 OECD countries under review. This means that one cannot simply
calculate low-income rates for two extreme equivalence scales and assume that
intermediate scales would lead to intermediate low-income estimates (Coulter
et.al 1991). In some countries (Australia, Austria, Sweden), the low-income
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rate, defined here at the 50%-level, is reduced by one third or more when
shifting from EQl to EQ3. In the other countries the adoption of different
equivalent scales does not have a significant impact on overall low-income
levels. Also, the ranking of countries is, in general, not affected by the use
of different equivalent scales (with the notable exceptions of the three
countries already mentioned).

As to the composition of the poor population, almost by definition, the
larger the elasticity, the greater the share of large families {thus children)
among the poor population and the smaller the share of single persons {thus
elderly) and older married couples. To illustrate the extent of these effects,
it has been shown that per centage shares in low income of specific
demographic groups, such as couples with two or more children, may double (or
triple for some countries) when shifting from a low e-value (0.25) to a high
one (0.72) (Buhmann et.al. 1988). However, at the same time the ranking of
countries in cross-country compariscon does not change dramatically, neither
for low-income rates, nor for population shares (due to similar overall family
structures in industrialised countries). Also, it has been shown that a
"specific equivalence scale chosen does not affect the conclusion about trends
very much, especially if one gives less weight to the extreme cases." (Jenkins
1991, on results for the UK)

Iable 4 analyses the arithmetic effects of equivalence scales on age-—
specific low-income rates. It can be shown that low-income rates are extremely
gensitive to the choice of the equivalence scale, particularly for the glderly
population (families with a head aged over 60). This is true for all countries
with the exception of Italy. In a majority of countries, also the low-income
rates for young families may double when shifting from a per-capita
equivalence basis to a low elasticity. Table 4 also shows that countries with
practically no sensitivity of overall low-income rates may have quite
important age-specific sensitivities, as is the case for Germany.

The second part of the paper (chapters V, VI and VII) analyses the
relative income positions among non-elderly families which eliminates the
upper part of the age-specific sensitivity problem. As the focus will be on
the action of the state to alleviate poverty among this population, EQZ2
without age-adjustment will be used, the scale described above as ’policy
based’ scale,

i8



Low-income rate

Low-income rate

Chart 1

Sensitivity of low—income rates to different elasticities

20
18 S
’ \ Australia
16 , Y /
” .\\
.’... \ Canada
12 &. ey ' /
10
F’ﬂic;/ Germany
8 /
=
6 o
\-n-_.__. ....Q... -/-:.-
4 R
Belgium
2
e=0 e =033 e =055 e=073 e=1
Equivalence scale elasticity
22
20 S, United States
\ /
18 - __“_-_!_—.-———.
16 N
‘ Ireland
14 1. -
o ...". \\
12 : trea N S
;' '.\ ----------- o----.--‘ﬁ llll "’--.-.-";”
10 | '~'.:_"': """"" " United Kingdom ‘—-”
~——, LuxembourgiQ"“--.
8 a \X\
6 .--'"-‘
4 \ .
2 Netherlands

e=0 e=033 e=055 e=0.73 e=1
Equivalence scale elaslicity

"Source: LIS micro dala base

Note: Low-income rate defined as percentage of psrsons in families

with iIncomes below 50% of the madian adjusted income

19

20
18
16
14
12

10

22
20
18
16
14
12
10

[ B - o]



Table 4

Sensitivity of low-income rates (50%-tevel) 1o different equivalence scales, by age of the family head

Head aged Head aped | Head aged Head aged Head aged Al
under 25 251034 351049 50 to 59 60 and over familics
Australia 85/86 EQ1(e=0.33) 30.6 14.0 9.4 9. 31.2 15.3
EQ2(e=0.55) 26.2 14.3 10.4 7.1 17.4 12.9
EQ3(e=0.72) 204 15.1 10.8 5.3 5.4 10.5
EQ4(e=1) 18.9 16.9 13.0 5.8 3.8 115
Auslria 87 EQI{e=0.33) 14.8 5.9 29 5.1 249 10.5
EQ2(e=0.55) 10.2 5.5 2.8 3.5 13.5 6.7
EQ3{e=0.72) 8.6 5.5 3.6 2.0 6.0 4.6
EQd(e=1) 7.8 9.2 5.9 1.5 2.7 5.2
Belgium 85 EQi(e=0.33) 127 477 3.1 4.2 123 5.7
EQ2(e=0.55) 5.0 4.5 3.0 33 7.4 4.4
EQ3(e=0.72) 1.0 53 3.9 3.7 4.8 44
EQ4(e=1) 7.5 6.3 8.1 42 4.1 6.2
Canada 87 13Q1(e=0.33) 349 13.8 9.6 9.7 18.4 13.4
EQ2(c=0.55) 30.4 13.8 10.8 9.2 10.6 12.1
EQ3(e=0.72) 269 144 11.2 3.0 7.6 11.6
EQ4(e=1) 212 16.4 12.6 7.4 5.6 11.9
France 84 EQ1(e=0.33) 14.8 5.7 5.2 10.6 11.8 1.9
EQ2(e=0.55) 0.6 6.9 6.3 10.8 5.1 7.1
EQ3(e=0.72) 10.2 8.5 8.3 11.9 4.7 8.3
EQ4(e=1) 9.7 13.1 12.9 14.4 4.3 11.4
Germany 84/85 EQ1{e=0.33) 30.5 9.3 2.8 5.3 154 8.0
[Q2(e=0.55) 252 94 3.5 5.4 7.9 6.4
EQ3(e=0.72) 21.1 9.1 4.9 4.9 54 6.1
EQA(e=1) 13.9 11.3 8.2 7.5 3.8 1.7
Ireland 87 EQ1(c=0.33) 41.8 12.3 11.3 10.5 17.9 13.3
EQ2(e=0.55) 35.8 15.3 14.0 8.7 6.5 i2.3
EQ3(e=0.72) 35.8 18.0 16.7 8.9 50 13.6
EQd(c=1) 31.3 19.8 194 9.2 4.5 14.9
Italy 86 EQ1(e=0.33) 231 10.4 7.4 79 19.0 10,7
EQ2(e=0.55) 234 11.5 9.0 9.9 15.0 11.0
EQ3(e=0.72) 282 11.7 10.4 10.4 12.4 11.2
BQ4(e=1) 26.1 10.7 13.2 11.4 11.1 12.1
Luxembourg 85 EQ1{e=0.33) 16.8 6.0 1.7 5.1 18.3 6.7
EQ2(e=0.55) 11.0 6.2 2.1 3.8 10.9 5.1
EQ3(e=0.72) 11.0 5.6 4.1 3.8 6.5 5.0
EQ4(e=!) 14.8 7.5 8.4 3.8 2.8 6.5
Netherlands 87 EQ1(e=0.33) 15.0 3.1 3.7 3.7 2.5 3.7
EQ2(e=0.55) 8.7 34 4.6 3.9 2.1 39
1iQ3(e=0.72) 6.5 44 54 19 2.0 4.4
EQ4(e=)) 7.4 8.7 10.1 7.9 2.9 8.0
Sweden 87 EQ1(e=0.33) 35.7 59 3.9 4.6 13.0 9.7
: B02(e=0.55) 28.6 54 4.0 4.0 49 6.8
EQ3(e=0.72) 244 5.7 4.5 3.8 1.7 59
EQ4(e=1) 18.7 7.2 6.5 4.2 1.1 6.2
United Kingdom 86 EQI(e=0.33) 19.1 10.5 7.1 6.8 154 10.2
EQ2(e=0.55) 164 12.4 8.5 6.0 5.6 8.7
EQ3(e=0.72) 15.2 15.4 10.4 6.0 2.6 9.3
EQ4(e=1) 17.3 21.7 13.7 6.8 2.1 11.9
United States 86 EQ1(e=0.33) 44.1 211 12.9 13.3 24.6 18.8
EQ2(e=0.55) 304 22,6 14.3 12.6 19,9 18.4
EQ3(e=0.72) 37.6 237 15.1 12.9 15.7 18.1
EQ4(e=1) 356 253 17 13.8 11.7 18.7

Source: LIS micro data base.
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D._ Definiti £ t] £ lati

A final methodclogical gquestion to be answered refers to the definition of
the reference unit of observation: the household or the family? Since there
are multi-family households, opting for a family definition as the reference
unit means a certain degree of "per-capitalisation™ of household income. It
has been shown (Milanovic 1992: 8) that "calculated progressivity and
targeting of transfers", which we will be interested in in chapter VII,
"increases with per-capitalisation of incomes". The argument for choosing the
household as the reference unit is the observation that economies of scale and
shared rescurces exist in a same household notwithstanding marriage or blood
relationgship among its members. On the other hand, the interest of the
analysis in chapters V and VII of the study lies in families with children
{e.g. single parent families). Therefore, for this part, non-elderly families
{(i.e. families with a head below age 60) have been chosen as the reference
population where it was possible. Unfortunately, data for TItaly and the
Netherlands are only available on a household basis.

In general, our poverty estimates were not very sensitive to the choice of
the weight (person- od household/family weight), i.e. whether we define
poverty as the number of persons living in poor families or as the number of
poor families. There is, however, one exception: a particular unit definition
for Sweden is likely to result in overestimates for poverty for this country
when choosing household (family) weights (see Annex).

An additional question related to the observation unit is: should we speak
of children’s poverty or of poor families with children? (Children being
defined, according to the LIS convention as unmarried persons under the age of
18 living in the household). In many studies, poverty rates are calculated by
defining the number of poor children with respect to the total population of
children. In the light of the remarks above, the quantitative analysis in the
following chapters will primarily investigate in the evaluation of the
well-being status of familieg with children. A standard head-~count ratio, for
this type of analysis, will be

- the percentage of low-income families with children.
In addition, for specific investigations on ‘child poverty’ and the
effects of net transfers on the population of children (chapters V and VII),

the following head-count ratio will be used:

- the percentage of children living in low-income families,
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V. SOCIO-DEMOGRAPHIC AND -ECONOMIC CHARACTERISTICS OF THE PCOR POPULATION

In the preceding chapters, we have set up the conceptual framework in
which the phenomenon of poverty will be studied. This chapter provides some of
the basic answers to the question: who constitutes the poor population in
affluent countries. It identifies the socio-demographic and -economic key
characteristics of the persons and families with low incomes.

Section A summarises an analysis of the composition of the whole
population with low incomes, comparing earlier findings for the beginning of
the past decade with those derived for the mid- to the end-eighties. The
reference population for this analysis are individuals rather than families.
Part of this section discusses the issue of child poverty.

Section B then analyses the structure of poor pon-elderly families.
Low-income rates at the levels of 40 %, 50 % and 60 % of the median income are
presented for socio-demographic key characteristics of families, such as the
size of the family, the presence of children, the age of the family head and
the marital status.

A pnote on terminology

As set out in chapters II and III, we define the ’poor population’ in
terms of their relative income position in their society. We prefer using the
term !'low-income rate’ to 'poverty rate’ in the tables which follow so that
this choice remains apparent. The cut-off lines are set at 40%, 50% and 60% of
the median disposable equivalence adjusted income, where the population share
falling below may be interpreted in the following way:

- below 40%: the very poor population
- below 50%: the poor population
- below 60%: the population near poverty

Past analysis of the first countries participating in LIS (referring to a
benchmark date between 1979 and 1981) (e.g. Hauser/Fischer 1985; Mc Fate/
Fischer 1989; Rainwater 1988 and 1989%; Smeeding 1989) has shown that the risk
of having a low income is higher for persons living in

large families

lone parent families, in particular those headed by a mother
— families headed by aged persons

- families with three and more children

This is still true for the mid- and late eighties., We have carried out a
similar type of analysis for a benchmark year between 1984 and 1987; we have
compared poverty rates corresponding to 40%, 50% and 60% of the median
disposable equivalent income, for sub-groups of the total population of
individuals (tables not shown),

Age and size structure

The main findings concerning the age and size structure of poor families
are as follows. Across all countries studied, persons living in large families
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and persons living alone have substantially higher poverty rates, as well is
the case for very young and elderly persons (persons aged under 25 and over
65). The intensity, however, is quite different: whereas poor people in large
families and poor young people are clustered in the yery lowest income
segments (below 30% and 40% of the median income), elderly persons and singles
(who are, in fact, in the majority old persons) are concentrated in the
segments near the highest cut-off-lines (60% of the median income). For these
latter groups, low-income rates at the 40% level are quite similar to the
overall average of the population. This may indicate that in the 13 countries
analysed, social security provisions increasingly helped to keep old people
out of situations of very low incomes.

11 tal e {th low i

Comparing results for the two benchmark periods, we have confirmed that
single parents, in particular single mothers, have very high poverty rates in
all low-income segments (outstanding high ones in Australia, Canada and the
United States). At the same time there is evidence for the fact that the
proportion of these families in the total population has been growing between
the early eighties and the mid-eighties and since then {OCECD 1990a).

Child poverty?

Large and very large families are likely to comsist, in the majority, of
families with many children. In some countries (Australia, United Kingdom,
United States), poverty research is increasingly focused on children per se,
comparing well-being levels for children with those for adults. Chart 2
illustrates such an approach, analysing low-income rates at the 40%- as well
as at the 50% level, for all persons and for children. It shows that child
poverty is, in general, lower than adult’s poverty, except for the United
States (at both low-income levels), Canada (in the 50% segment) and Australia
(40% segment}, but also for three European countries when moving toc lower
income segments: Ireland, Italy and the United Kingdom.

There is much to often a moral dimension in the debate on child poverty
because children are seen as the most vulnerable members of society (due to
their dependency and non-earning capacity). Moreover, we are interested here
in economic factors. If we accept the assumption that today’s poor children
are likely to become tomorrow’s poor adults (with all the counter-productive
consequences on the economy} and when we compare the picture given in Chart 1
between, say Germany and the United States, we could expect for the future an
even higher difference in overall poverty between these two countries,
potentially. One of today’s policy debates is therefore whether this could be
avoided by targeting transfer policies on ‘children at risk’.

The economic well-being of a child is determined by the well-being level
of the family he or she is living with. As we are not able to study and to
assess across countries in detail the socio-individual patterns within
families (intra-generational distribution of wealth, individual social
pathologies etc.) we will be considering in the following analysis the
well-being of families with children when discussing poverty related to
children (except in section C of chapter VII).
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Conclusion
What is therefore ’‘new’ about poverty patterns is the growing number of

families in their working age having not enough incomes to participate in the
mainstream of society (be it lone parents, young families, families with many
children) . The remaining part of the quantitative analysis of low incomes will

therefore focus on pon-elderly families.
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B I {0-d hic struct : _elderly famili

Non-elderly families are defined, by convention, as families with a head
under the age of 60. The reason for choosing this age is that we try to
exclude old-age pensioners from the reference population; taking intec account
the actual (average) retirement ages in the countries studied (see OECD 1988:
78), 60 seems to be a reasonable cut-off age. Also, the low-income cut-off
lines refer to percentages of the median equivalent disposable income of this
population. The amounts of these medians are shown in the Annex.

The si £ the famil

Iable 5 shows low-income rates by family size. Throughout all countries,
large families with six or more family members and persons living alone have a
higher risk of being poor. We can distinguish two different country patterns.
In one group of countries, low~income rates are particularly high for singles
but less so for large families: Austria, Belgium, Canada, Germany and Sweden,
In another group, the situation is inverse (i.e. significantly higher poverty
among large families than among singles): Ireland, Italy, the Netherlands, the
United Kingdom and the United States.

Ihe presence of children

An interesting finding is revealed in table 6. The presence of children,
per se, is not a predominant factor for poverty. In fact, in cone third of the
countries studied, families without children face a higher risk of being poor
than those with children (in particular in the segments of below 40 % and 50
% of the median). Arguments which correlate child poverty with general
fertility behaviour (e.g. Smeeding 1989) might therefore be misleading. Also,
in most of the countries, there is no particular difference in poverty between
families having one child and those having two children. However, when three
or more children enter into the family, low-income rates become significantly
higher, with the notable exception of Belgium and Sweden. Results for families
with more than three children are not shown separately, because they represent
only 2% (Germany) to 5% (United States) of all the families (their low-income
rates are as high as 40 - 50% in some countries). A resulting policy
conclusion weuld be to concentrate on large families with many children, when
regarding family and child allowance provisions (unless other considerations,
such as the growth of the national population are preponderant).

The age of the family head

What is the effect of the age of the family head on low-income incidence?
The results in table 7 illustrate quite well the observation of variations of
income over the lifecycle. This dates back to Rowntree according to whom
poverty risks decrease with age until the end of a working career and then
increase again. (It should be noted, however, that the analysis presented here
refers to income differences of different age groups at one point in time, and
not to the fluctuation over time for the same family).

Young families have by far the lowest incomes notwithstanding where the
line is drawn (two to three times higher than the average, except in France).
Apart from the fact that earnings are relatively lower at the beginning of a
professional career, this high incidence of low incomes among the young
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population in the mid~eighties may be explained by the absence of earnings due
to education and non-activity and, particularly, unemployment. The cclon to
the right of table 7 shows the naticnal youth unemployment index according to
which the youth unemployment rate for the corresponding year was between 1 %
to 3 times higher than the total unemployment rate. There is, however, no
correlation between the extent of over-representation of youth unemployment
and the extent of poverty among young families across countries.

It is interesting to compare age-specific patterns in two countries with
similar levels of overall poverty levels, France and Germany: whereas in
Germany low-income rates seem to decrease continuously with increasing age
{funtil 60), poverty in France is higher for families at the beginning and
towards the end of their working career.

The marital status

In table 8 the marital status of the family head in connection with the
presence of children is analysed. As expected, families where the head is a
single person have a higher incidence of poverty than married couples
throughout all countries. Couplesg without children have low-income rates below
the average whereas those who have children are closer to the average.

Lone parent mothers have, in general, very high low-income rates. The

situation is most dramatic in the three non-European countries: one out of two
single mothers in the United States and in Australia, and one out of three in
Canada are very pocor (income below 40% of the median income}. This contrasts
with the experience of some European countries, in particular Sweden (rate of
4% in the lowest segment) but alse the Netherlands, Luxembourg and Belgium
(rates under 10%) which might indicate a relative success of child care and
family allowance policy.

This picture gets even much sharper when comparing young single parent
families across countries. Table 9 shows that a clear majority of young single
parents have incomes below 50% of the median in Australia, Canada and the
United States whereas in the Netherlands and Sweden their respective
low-income rates do not exceed the national average for non-elderly families.
In Belgium, Italy, the Netherlands and Sweden, young single parents are
relatively better off than older ones which contrasts all other country
experiences. The age factor plays much less a role for gouples with children,
although in half of the countries young couples with children face a higher
poverty risk than older ones.

In general, when comparing families with children across countries,
poverty (at the 50% level) is highest in Australia (young and adult single
parents), the United States (elderly single parents), the United Kingdom
{(young couples with children) and in Ireland (adult and elderly couples with

children) .

Ages of children

What is the role of the age of a child, or a particular age combination of
children in a family for the low-income status of their family? Sometimes it
is claimed that the youngest among the children have the highest exposure to

poverty (e.g. Harris 1989). We tried to investigate if there is any
relationship between children’s ages and poverty - but did not find any, no
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matter which equivalence scale we used or how ages were regrouped (for example
near birth, preschool, primary schoocl, secondary school). This finding
corresponds to recent results based on a correlation analysis of families with
children in several countries in which the variable "age of the child™ was
found to be the only non~significant one (Gornick/Pavetti 1990).

Conclusion

Socio~demographic characteristics were found to be significant for the
low-income status of non-elderly families for at least three cases: young
families, single mothers, and large families with many children. Differences
in poverty levels across countries are rather pronounced, especially in the
cagse of single parents. Chapter VII, which will study the role of governments'’
tax and transfer policies to alleviate poverty, will therefore focus in its
analysis on families with many children and single parent families.
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Table 5
Low-income rates of non-elderly families, by size of family

1 family 2 family 3 family 4 family 5 family 6 and more All
member members members members members | fam members|| families
Australia 85/86 < 40% 038 8.7 99 6.4 10.6 11.2 89
< 50% 19.5 15.2 14.9 10.3 19.5 179 15.7
< 60% 23.7 18.6 18.8 16.9 29.2 324 21.3
Austria 87 < 40% 6.3 3.4 1.6 0.6 (a) {a) 3.0
< 50% 12.5 6.3 2.6 1.8 16 (a) 6.2
< 60% 19.2 11.4 6.3 6.1 9.1 6.3 11.2
Belgium 85 <40% 4.8 31 2.3 1.3 1.0 2.4 23
< 50% 11.1 5.7 6.0 34 29 6.3 54
< 60% 17.1 10.6 11.5 9.6 11.7 17.0 11,6
Canada 87 < 40% 18.4 8.5 9.7 54 6.3 12.6 10.5
< 50% 250 12.5 13.2 94 12.7 18.7 154
< 60% 31.5 16.3 19.4 14.6 18.2 32.1 21.1
France 84 < 40% 10.2 52 3.8 3.6 472 6.0 52
< 50% 144 7.9 7.1 7.1 9.8 11.6 8.9
< 60% 18.3 12.8 13.3 12.7 18.2 25.6 15.0
Germany 84/85 < 40% 7.8 34 29 1.2 2.6 2.6 38
< 50% 174 5.5 6.7 4.4 6.5 94 8.5
< 60% 23.6 8.7 11.8 13.9 13.4 15.9 14.5
Ireland 87 < 40% 8.2 53 54 6.0 41 5.8 54
< 50% 14.3 10.7 15.3 15.3 15.6 19.4 15.7
< 60% 24,5 17.3 19.8 23.3 254 26.5 23.4
Ttaly 86 < 40% 6.5 4.1 5.1 10.1 9.8 5.6
< 50% 13.7 6.5 10.1 15.3 20.3 10.1
< 60% 16.0 11.4 17.7 27.0 21.9 17.3
Luxembourg 85 < 40% 1.6 22 1.1 (a) (a) 1.6
< 50% 3.7 4.4 34 8.8 7.5 4.5
< 60% 10.6 9.0 13.2 15.2 11,9 10.5
Netherlands 87 <40% 2.0 27 20 4.7 13.8 24
< 50% 5.5 4.6 33 8.1 223 47
< 60% 9.0 14.2 11.4 2272 39.4 11.3
Sweden 87 < 40% 16.3 1.8 1.7 2.7 (a) 8.9
< 50% 212 33 3.6 4.5 (@ 12,1
< 60% 26.7 5.6 5.6 7.2 11.1 16.0
United Kingdom 86 <40% 59 53 6.5 5.6 9.9 5.6
< 50% 11.5 12.7 13.8 15.1 244 124
< 60% 20.8 20.2 224 24.0 36.6 20.6
United States 86 < 40% 17.1 12.9 11.3 13.7 26.2 13.9
< 50% 21.6 34.6 18.7
< 60% 28.5 41.1

Source: LIS micro data base.

Non-elderly families: Families headed by a person aged below 60.

Low income rate: percent of familics of each type whose adjusted disposable income is below a certain percentage
of the median adjusted income. Income adjusted for family size (equivalence elasticity = 0.55)

< 40%, < 50% and < 60% refer to below 40%, 50% and 60% of median income, respectively.

(a) sample size too small 29



Table 6
Low-income rates of non-elderly families, by presence of children

Families Families Families Families with All
_ without children with one child with 2 children | 3 or more children families
Australia 85/86 < 40% 6.5 10.5 10.4 4.3 89
< 50% 13.2 17.2 153 24.5 15.7
< 60% 16.7 21.5 227 36.8 21.3
Austria 87 < 40% n.a. n.a. n.a. n.a. 3.0
< 50% n.a. n.a. na. n.a. 6.2
< 60% n.a. n.a. na. n.a. 11.2
Belgium 85 < 40% 2.6 2.1 14 28 2.3
< 50% 5.5 5.7 38 7.3 54
< 60% 10,0 11.6 12.7 20.5 11.6
Canada 87 < 40% 10.9 9.7 8.6 13.7 10.5
< 50% 154 13.9 13.5 23.0 15.4
< 60% 20.3 19.1 19.4 33.5 211
France 84 < 40% 6.2 438 39 4.6 52
< 50% 9.4 8.3 7.6 10.5 8.9
< 60% 13.9 14.3 14.0 22.6 15.0
Germany 84/85 < 40% 4.4 34 1.7 52 3.8
< 50% 94 6.3 7.1 12.6 8.5
< 60% 13.1 12.8 19.8 227 14.5
Ireland 87 < 40% 5.1 52 6.0 5.9 54
< 50% 8.6 129 17.2 21.8 15.7
< 60% 14.9 19.0 24.5 31.8 234
Ttaly 86 < 40% 4.1 5.1 6.9 129 56
< 50% 7.2 94 12.8 20.5 10.1
< 60% 13.1 15.5 224 32.8 17.3
Luxembourg 85 < 40% 1.3 2.3 1.8 1.7 1.6
< 50% 30 4.8 4.6 121 4.5
< 60% 6.6 10.1 15.9 224 10.5
Netherlands 87 < 40% 1.5 2.6 29 6.3 24
< 50% 39 3.9 4.8 11.0 4.7
< 60% 7.4 10.8 14.6 292 11.3
Sweden 87 < 40% 12.4 2.2 20 2.0 8.9
< 50% S 16.2 3.5 43 4.1 12.1
< 60% 20.7 6.6 7.0 8.1 16.0
United Kingdom 86 < 40% 4.0 54 7.7 8.8 5.6
<50% 7.3 12.8 16.8 24.7 12.4
< 60% 12.7 22.5 27.1 38.8 20.6
United States 86 < 40% 11.0 12.4 15.9 28.1 13.9
< 50% 144 18.4 209 37.1 18.7
< 60%

Source: LIS micro data base.
Non-elderly families: Families headed by a person aged below 60.
Low income rate: percent of families of each type whose adjusted disposable income is below a certain percentage

of the median adjusted income. Income adjusted for family size (equivalence elasticity = 0.55)
< 40%, < 50% and < 60% refer to below 40%, 50% and 60% of median income, respectively.
Average excludes Austria 30



Table 7
Low-income rates of non-elderly families, by age of the family head

Head aged Head aged Head aged Head aged All Youth unempl

under 25 251034 351044 4510 59 families index

Australia 85/86 < 40% 17.6 9.5 79 5.9 8.9
< 50% 26.2 15.7 13.3 13.9 15.7 184

< 60% 32,2 21.7 18.6 19.2 21.3

Austria 87 < 40% 94 2.6 1.7 24 3.0
< 50% 13.5 6.0 46 5.6 6.2 n.a.

< 60% 19.8 12.0 8.8 10.1 11.2

Belgium 85 < 40% 6.2 1.9 1.9 21 23
< 50% 12.6 5.2 4.6 4.7 54 n.a.

< 60% 21.8 11.8 11.0 9.8 11.6

Canada 87 < 40% 21.6 9.4 9.0 8.2 10.5
< 50% 30.1 14.1 12.7 13.0 154 156

< 60% 40.4 19.9 17.3 17.2 21.1

France 84 < 40% 8.3 39 29 7.4 52
< 50% 11.9 6.7 6.3 12.1 8.9 260

< 60% 19.1 13.0 11.3 18.5 15.0

Germany 34/85 < 40% 15.0 4.2 2.0 22 38
< 50% 25.9 11.1 53 52 8.5 123

< 60% 36.6 17.8 12.8 8.7 14.5

Ireland 87 < 40% 34 5.4 38 7.0 5.4
< 50% 24.1 16.5 154 14.0 15.7 149

< 60% 34.5 259 23.1 19.7 234

Italy 86 < 40% 14,1 5.0 52 5.8 5.6
< 50% 23.6 10.1 9.1 10.1 10.1 311

< 60% 38.0 15,7 15.2 18.4 17.3

Luxembourg 85 < 40% 6.5 1.5 1.3 1.6
< 50% 6.5 6.1 39 4.5 n.a.

< 60% 17.8 13.5 8.3 10.5

Netherlands 87 < 40% 43 1.7 2.1 24
< 50% 10.3 32 5.3 4.7 156

< 60% 19.8 8.9 12.2 11.3

Sweden 87 < 40% 24.9 4.7 3.5 8.9
< 50% 31.0 7.2 5.1 12.1 221

< 60% 38.6 10.6 7.8 16.0

United Kingdom 86 < 40% 7.9 5.6 43 56
< 50% 18.8 15.0 8.9 124 167

< 60% 32.1 25.1 15.7 20.6

United States 86 < 40% 29.9 13.5 10.9 13,9
< 50% 37.3 19.1 14.5 18.7 184

60%

Source: LIS data base, OECD Labour Force Statistics 1979-1989, Part I11.
Non-elderly families: Families headed by a person aged below 60.
Low income rate: percent of families of each type whose adjusted disposable income is below a certain percentage
of the median adjusted income. Income adjusted for family size (equivalence elasticity = 0.55)
< 40%, < 50% and < 60% refer to below 40%, 50% and 60% of median income, respectively.
Youth nnemployment index = Unemployment rate for persons aged 31 1’5 (16) (o 24 divided by total unemployment rate.



Table 8
Low income rates for non-elderly familics, by marital status of the head of the family and presence of children

Single male Single female  Couple | Singlemale Single female  Couple All

without children with children families

Australia 85/86 < 40% 9.0 9.1 3.0 12.5 474 6.9 8.9
< 50% 16.4 20.5 6.5 18.8 66.4 12.2 15.7

< 60% 197 25.5 94 28.1 72.5 20,0 21.3

Austria 87 < 40% n.a. n.a. n.a. n.a. n.a. n.a. 3.0
< 50% n.a. n.a. n.a. na. n.a. n.a. 6.2

< 60% n.a. n.a. n.a. n.a. n.a. n.a. 11.2

Belgium 85 < 40% 56 58 1.6 4.5 10.3 14 2.3
< 50% 10.9 12.2 36 9.1 20.7 472 5.4

< 60% 16.5 18.5 7.5 13.6 37.9 11.9 I1.6

Canada 87 < 40% 15.8 18.4 3.1 9.3 40.3 6.0 10.5
< 50% 21.7 254 5.1 222 52.1 10.5 154

< 60% 27.0 33.6 8.0 29.6 61.5 16,6 21.1

France 84 < 40% 9.0 8.9 4.0 7.0 13.3 17 52
< 50% 13.2 12.9 6.6 8.1 21.9 7.5 8.9

< 60% 16.5 17.4 11.5 22.1 33.7 143 15.0

Germany 84/85 < 40% 52 9.4 2.0 (a) 19.1 21 3.8
< 50% 13.0 19.1 39 (a) 38.8 5.3 8.5

< 60% 18.3 26.1 5.6 (a) 49.5 144 14.5

Ireland 87 < 40% 11.5 @ 2.5 (a) 20.7 49 54
< 50% 19.2 (a) 49 {(a) 44.8 171 15.7

< 60% 26,9 12.2 9.9 (a) 55.2 252 234

Italy 86 < 40% 5.7 5.6 3.5 (a) 12.6 6.5 5.6
< 50% 8.4 12.5 59 (a) 21.1 11.7 10.1

< 60% 11.0 20.3 11.9 (a) 28.1 19.9 17.3

Luxembourg 85 < 40% (a} 1.7 1.1 (a) 7.8 14 1.6
< 50% (a) 5.0 2.8 (a) 17.6 49 4.5

< 60% 7.3 11,7 5.2 {a) 31.4 13.0 10.5

Netherlands 87 <40% 2.7 1.9 0.8 (a) 7.2 2.9 24
< 50% 6.1 6.3 1.6 (a) 10.6 4.8 4.7

< 60% 9.5 12.6 3.8 (a) 34.4 13.6 11.3

Sweden 87 < 40% 15.6 17.4 19 (@) 4.0 1.6 8.9
< 50% 20.0 229 2.8 (a) 6.0 32 12.1

< 60% 252 28.9 4.1 14.3 13.9 5.2 16.0

United Kingdom 86 < 40% 4.8 5.7 3.0 10.3 10.1 6.4 5.6
< 50% 9.0 11.1 5.2 15.5 304 14.5 12.4

< 60% 14.6 21.0 8.9 259 58.0 224 20.6

United States 86 < 40% 133 19.9 44 12.6 49.6 9.1 13.9
< 50% 17.1 25.8 6.1 20.8 59.8 14.2 18.7

< 60% 22.7 33.4 9.1 28.5 66.0 20.7 24.4

Source: LIS micro data base.
Non-elderly families: Families headed by a person aged below 60.
Low income rate: percent of families of each type whose adjusted disposable income is below a certain percentage
of the median adjusted income. Income adjusted for family size (equivalence elasticity = 0.55)
< 40%, < 50% and < 60% refer to below 40%, 50% and 60% of median income, respectively.
(a) sample size too small
32



Table 9
Low income rates for non-elderly single and couple parents by age of the head of the family

Single Parents Couples with children
under 30 30-44 45-59 under 30 30-44 45-59
Australia 85/86 <40% 59.0 36.4 174 8.9 6.8 5.8
< 50% 79.5 51.7 28.3 17.9 11.3 114
< 60% 85.9 57.6 39.1 27.2 18.9 18.7
Belgium 85 < 40% 54 10.2 14.3 1.9 1.2 1.7
< 50% 243 15.9 28.6 5.8 3.7 3.8
< 60% 514 28.4 28.6 12.9 11.3 12.8
Canada 87 < 40% 60.8 28.5 254 10.0 5.4 4.1
< 50% 70.8 42.7 317 174 9.3 82
< 60% 82.5 50.9 39.7 29.0 14.6 12.1
France 84 < 40% 220 7.4 18.3 4.0 24 7.1
< 50% 347 13.0 24.2 5.8 5.7 14.1
< 60% 46.6 25.9 35.8 13.7 11.9 22.1
Germany 84/85 < 40% 50.8 13.7 8.2 6.3 14 14
< 50% 62.7 32.6 24.6 13.4 48 3.1
< 60% 76.3 41.9 41.5 27.5 14.8 6.9
Ireland 87 < 40% 333 14.3 8.1 6.3 4.0 59
< 50% 50.0 38.1 18.2 22.5 16.9 4.3
< 60% 83.3 47.6 27.3 35.0 253 18.5
Italy 86 < 40% 6.3 10.7 13.8 9.0 54 7.7
< 50% 15.6 18.0 220 14.2 10.4 134
< 60% 25.0 20.5 374 23.1 17.6 23.1
Luxembourg 85 < 40% 10.0 9.7 5.3 5.1 0.5 19
< 50% 40,0 19.4 5.3 10.1 34 5.8
< 60% 80.0 29.0 10.5 20.2 11.8 11.0
Netherlands 87 <40% 64 5.8 12.5 5.6 2.5 29
< 50% 6.4 13.2 12.5 8.2 37 6.8
< 60% 21.3 36.4 37.5 22.6 11.6 15.5
Sweden 87 < 40% 6.7 2.7 4.8 0.9 1.5 2.4
< 50% 6.7 53 9.5 2.6 33 30
< 60% 15.6 14.2 9.5 4.4 5.4 54
United Kingdom 86 < 40% 9.6 11.8 6.8 8.7 6.2 44
< 50% 40.4 24.5 16.4 23.1 12.8 11.5
< 60% 76.5 46.6 30.1 33.8 20.2 18.3
United States 86 < 40% 65.9 39.6 246 14.6 74 8.1
< 50% 78.4 48.3 347 12.1 11.3
< 60% 81.7 55.2 44,5 15.3

Source: LIS micro data base.
Non-elderly families: Families headed by a person aged below 60.
Low income rate: percent of families of each type whose adjusied disposable income is below a certain percentage
of the median adjusted income. Income adjusted for family size (equivalence elasticity = 0.55)
< 40%, < 50% and < 60% refer to below 40%, 50% and 60% of median income, respectively.
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VI. ALTERNATIVE MEASURES TO ANALYSE LOW INCOMES
AND TO EVALUATE ANTI-PCVERTY POLICIES

A. The low-income gap

Up to now, we restricted the discussion on concepts for poverty estimates
to comparisons of head-count ratios, i.e. the number of persons, or families,
with low incomes as a proportion of the total population. This simple
indicator, the so-called low-income rate provides useful information on the
incidence of low-income situations but do not capture the intensity of such
situations, i.e. how far the low=-income population falls below a given
cut-off-line. Let us consider two countries as shown in fable 10 below, having
the same population (1 000 000} and low-income-line z. Although Country I has
a higher low-income rate than Country II, the amount necessary to pull all
families out of low income would be one and a half time higher for Country II.
Policy considerations might therefore differ when there is a lack of
information on the intensity of low incomes.

Table 10

Head counts and distance

number of low-income average income z necessary
low-income rate of these amount
families families
Country I 12 000 12% 10 15 60 000
Country II 10 000 10% 6 15 90 000

A common way to representing this intensity is the average low-income gap

{(ALG), which is defined as the difference between the average income of the
low-income population and the low-income line, as a percentage of that line.
Head-count ratio (LIR) and average low-income gap (ALG) are written in the
following way:

LIR=g / n
q

ALG = (z -~ ¥q) / z = (M@ *.2 (z - vi)/z,

where q: number of persons having incomes below z
n: total population
z: low-income cut-gff-line
yi:income of the i individual of the low-income population

When ALG is multiplied with the absclute number of people with low incomes
and expressed as a percentage of GDP or social expenditures rather than z, it
provides an illustrative measure for the magnitude of the part of the budget
which has to be spent in order to pull all people out of situations of
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poverty. Such estimates are illustrated in table 1l: it can be seen that the
percentage of GDP theoretically necessary to eliminate poverty below 40% of
the median income would in no country except the United States be bigger than
one percent. At the 60% level, low-poverty countries would have to spend
around 0.6 to 0.8% of their GDP to pull persons out of poverty. In high-
poverty countries, this percentage is between 1.5% and 2.5%, in the remaining
countries around one percent.

For the purpcose of cross-country comparison, an indicatcr which captures
both, incidence and intensity of low incomes, will be presented: the low-—

income index (LII) is defined as:
LII = LIR * ALG * 100

The first three columns in table 12 show low-income rates, average
low-income gaps and low-income indices using three different low-income levels
(40, 30 and 60% of the median adjusted income}. (Note: the last three columns
will be discussed further below in section B) The data refer to non-elderly
families (families with a head under age 60) as the following chapters will
analyse this reference group. In general, average low-income gaps are well
below the average for Austria and Germany, and above average for Sweden and
the United States.

Tt is interesting to note that for half of the countries the low-income
gaps are significantly higher for very poor families (below 40%): Belgium,
France, Luxembourg, the Netherlands and the United Kingdom, In these
countries, the part of non-elderly families which has very low incomes is, on
average, also far below the cut-off- line. In the other group (Australia,
Austria, Canada, Germany, Italy, Sweden, United States), the average income
shortfall is about the same in each of the three low-income levels.

Tt can be shown that countries with similar levels of low-income incidence
might, in fact, experience quite different patterns as to the intensity of low
incomes of the population concerned. This is for example the case for the
Ireland and Italy (at the 40% level), France and Germany (at the 50% level),
or Canada and the United Kingdom (at the 60% level): in the latter of these
countries, respectively, the same proportion of families with low incomes is
relatively better off.

Which conclusions can be drawn with the help of the low~income index?
Table 13 compares the change in ranking of countries when using either the LIR
or the LII measure, at the 50% level. Whilst there is no change for the bottom
(Luxembourg, Netherlands, Belgium, Austria) and the very top end (United
States) of the country list, we observe a considerable variation for the rest
of the countries. Sweden, ranked eighth on the LIR scale, has a higher
low-income index than the United Kingdom, Ireland and Australia (we should,
however, bear in mind the remarks about the sensitivity of the Swedish results
to the household weighting, made in chapter IV, section D and in the Annex}.
on the other hand, both Ireland and the United Kingdom show lower rankings on
the LII than on the LIR scale.
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Table 11

Proportion of GDP and social expenditures which would have to be spent to pull all persons out of poverty

percent of percent of
GDP social expendifurey
Australia 85/86 <40% of median 0.4 2.1
<50% of median 0.8 4.0
<60% of median 14 7.2
Austria 87 <40% of median 0.1 0.2
<50% of median 0.3 0.8
<60% of median 0.6 2.0
Belgium 85 <40% of median 0.1 0.3
<50% of median 0.3 0.8
<60% of median 0.7 2.0
Canada 87 <40% of median 04 1.7
<50% of median 0.9 3.7
<60% of median 1.6 6.7
France 84 <40% of median 0.3 0.8
<50% of median 0.6 1.9
<60% of median 1.3 3.9
Germany 84/85 <40% of median 0.1 0.4
<50% of median 0.3 1.1
<60% of median 0.8 2.7
Ireland 87 <40% of median 04 1.5
<50% of median 09 31
<60% of median 1.6 5.8
Italy 86 <40% of median 0.3 1.0
<50% of median 0.6 2.3
<60% of median 1.2 4.4
Luxembourg 85 <40% of median 0.1 0.3
<50% of median 0.3 1.0
<60% of median 0.7 2.3
Netherlands 87 <40% of median 0.2 0.4
<50% of median 0.4 1.0
<60% of median 0.8 2.1
Sweden 87 <40% of median 0.2 0.5
<50% of median 04 1.0
<60% of median 0.7 1.8
United Kingdom 86 <40% of median 0.4 1.3
<50% of median 0.8 2.7
<60% of median 14 5.0
United States 86 <40% of median 0.8 4.4
<50% of median 1.5 8.0
<60% of median 2.5 12.9

Sources:LIS micro data base;OECD Annual National Accounts;OECD Labour Force Statistics;OECD Social Data base
Note: poverty estimates refer to the whole population and are based on per-capita income.
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Poverty indices for non-elderly families: headcount, distance, low-income index, distribution and the Sen measure

Table 12

Low inc rate | Low inc gap| Low inc index Gini Gini SEN
LIR ALG LI (all families) (poor) index*100

Australia 85/86 < 40% 8.9 33.5 3.0 0.2373 4.38
< 50% 15.7 307 48 0.3045 0.1952 6.94

< 60% 213 334 7.1 0.1934 9.86

Austria 87 < 40% 3.0 234 0.7 0.1202 0.98
< 50% 6.2 24.0 1.5 02153 0.1187 2.05

< 60% i1.2 24.5 2.7 0.1289 3.83

Belgium 85 < 40% 2.3 34.6 0.8 0.2482 1.17
< 50% 5.4 25.0 13 02285 0.1917 2.13

< 60% 11.6 213 2.5 0.1376 3.73

Canada 87 < 40% 10.5 30.3 a2 0.1885 4.56
< 50% 154 332 5.1 0.2995 0.1890 7.05

< 60% 21.1 34.4 7.3 0.1989 10.01

France 84 <40% 52 379 2.0 0.2343 2.73
< 50% 8.9 333 3.0 0.2920 0.2185 4,26

< 60% 15.0 206 44 0.1925 6.47

Germany 84/85 < 40% 3.8 234 0.9 0.1431 1.31
< 50% 8.5 23.2 2.0 0.2487 0.1340 2.86

< 60% 14.5 24.2 3.5 0.1379 5.03

Ireland 87 < 40% 5.5 422 23 0.2959 3.26
< 50% 15.7 249 39 0.3532 0.1730 5.94

< 60% 234 274 6.4 0.1567 9.08

Italy 86 < 40% 5.6 27.5 1.5 0.1631 2.20
< 50% 10.1 27.3 28 0.3007 0.1616 3.96

< 60% 17.3 26.3 4.5 0.1561 6.54

Luxembourg 85 <40% 1.7 329 0.6 0.2308 0.82
< 50% 4.5 224 1.0 0.2363 0.1513 1.54

< 60% 10.6 19.0 2.0 0.1181 3.03

Netherlands 87 < 40% 24 332 0.8 0.2546 1.20
< 50% 47 28.8 1.4 0.2555 0.1971 2.01

< 60% 11.3 20.9 2.4 0.1398 3.61

Sweden 87 < 40% 8.9 404 3.6 0.2392 4.86
< 50% 12.1 41.0 5.0 0.2368 0.2485 6.74

< 60% 16.1 40.0 6.4 0.2527 8.88

United Kingdom 86 <40% 5.6 383 21 0.2752 3.10
< 50% 124 276 34 0.3018 0.1907 5.13

< 60% 20.6 26.9 5.3 0.1649 8.03

United States 86 <40% 13.9 37.0 5.1 0.2249 7.12
< 50% 18.7 394 7.4 0.3394 0.2326 10.00

< 60% 244 39.8 9.7 0.2394 13.24

Source: LIS micro data base.
Non-elderly families: Families headed by a person aged below 60.

Low income rate: percent of families of each type whose a

Income adjusted for family size (equivalence elasticity = 0.55)
< 40%, < 50% and < 60% refers lo below 40%, 50% and 60% of median income, respectively

Low income gap (ALG): difference between average low income and the low income line, as percentage of that line

Low-income index: LI = LIR * ALG * 100
Sen index = LIR*(ALG+{1-ALGY*GINp)
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Table 13

Rank on low-income rate versus rank on low-income index for non-elderly
families (50% level)

LIR LIT
4.5 Luxemboury Luxembourg 1.0
4.7 Netherlands Belgium 1.3
5.4 Belgium Netherlands 1.4
6.2 Austria Austria 1.5
8.5 Germany Germany 2.0
8.9 France Italy 2.8

10.1 Italy France 3.0

12,1 Sweden United Kingdom 3.4

12.4 United Kingdom Ireland 3.9

15.4 Canada Australia 4.8

15.7 Ireland Sweden 5.0

15.7 Australia Canada 5.4

18.7 United States United States 7.4

10.6 Average 3.3

Source: LIS micro data base
Notes: Definitions of LIR and LII see table 12.
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B.  Svntheti ty indicators: the Sen Ind

However, a third aspect when comparing low incomes has not been introduced
yet, namely the fact that some of the poor families are (more or less) poorer
than others: the distribution of incomes among the poor families cannot be
captured with the low-income gap as it measures the distance below the average
low income and the low-income 1line and is therefore insensitive to
redistribution among the poor population.

The income distribution can be measured by the concentration coefficient
which is a synthetic indicator showing the concentration of an income source x
when recipients are ranked by amounts of their income y. The line which
connects the cumulative percentages of individuals with the cumulative
percentages of x is the concentration curve. The concentration coefficient is
equal to twice the area between the concentration curve and the 45° line (line
of perfect equality). In the special case where x = y, the concentration curve
is called Lorenz curve and the concentration coefficient Gini coefficient (G).
G lies between 0 - when all incomes are distributed equally -, and 1 - when
there is perfect inequality. The 1literature contains wvaricus methods to
express the Gini coefficient (for an extensive discussion of measures of
income inequality, and the Gini coefficient see OECD 1990b: 220 ff); a common
formula is:

n

2 4= . _
*y) ORIy - )

G=2/ (n

where the yi are ranked in ascending order by their subscripts

Summarising the aspects discussed in the former paragraphs, we can thus
conclude that the extent of poverty in a country depends on:

i) the npumber (or fraction) of persons/families below a defined
low-income standard (expressed as LIR),

ii) the severity of the low-income situation which is given by the
average low-income gap (ALG),

iii) the distxibution of income among poor population, expressed for
instance by a concentration measure.

Sen (1976) developed an approach to combine these three elements into a
single indicator: the Sen Index is defined in the following way:

S = LIR * {ALG + (1 - ALG) * Gp)

where LIR: low-income rate {(head-count ratio)
ALG: average low-income gap (income shortfall)
Gp: Gini coefficient of income inequality among the poor

It can thus be shown that the Sen Index is equal to the low-income index (LII)
in the case of perfect equality among the poor population, and equal to the
low-income rate (LIR) in the case of perfect inequality:

0
1

S
S

LIR * ALG = LII, for Gp
LIR, for Gp
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One interesting feature of the Sen Index has been found by McGregor/
Borooah (1991): comparing the Sen Indices for {aggregated) poverty according
to two different poverty definitions for the same country (United Kingdom) -
one based on income, the other on consumption expenditure - they conclude that
the two Sen Indices were virtually the same (the higher headcount of DPI-based
poverty being countered by the greater inequality among the poor according to
consumption expenditures).

Some authors have argued that the Sen index gives too much weight to the
low-income index (LIR * ALG) because the headcount and the income shortfall
both enter symmetrically in its formula. Generalising the Sen index, poverty
can be defined in the following way (Blackorby/Donaldson 1980) :

P = LIR * ALG * (1 + Dp)
where Dp is some inequality measure of incomes among the poor

Foster et al. (1984) have developed a poverty measure (known as Pg-class
measures) which gives more weight to the income shortfall among the poor. In a
discrete setting it is defined as:

9
Fo = 1/n * ig_l(z - y1)* /2%, for a > 0

where q: number of persons having incomes below z
z: low-income cut-off-line
yi:income of the it individual of the low-income population
n: population

Introducing a coefficient «, it is possible to derive a function which
normatively describes the intensity of poverty. It may easily be seen that Fg
equals the headcount LIR for o=0, and it equals LII for a=l. Similar measures
were developed by Thon (1983) and Chakravaty (1983). The central point,
however, is that all P, measures concentrate very much on the lower income
segment of a given population and do not give a particular weight to a
transfer which pulls somecne out of poverty (how close tc the cut-off-line he
or she may be). On the contrary, the Sen Index implies a non-zero social gain
for any such a transfer, and might therefore find a compensation for a
worsening in the severity of low incomes in a reduction in the number of low
incomes (Bourguignon/Fields 1990) .

Another advantage of the Foster Index is its quality to analytically
decompose the low-income population and thus to measure the contribution of a
chosen group (say, single mothers) to aggregate poverty. This cannot be done
with the Sen index, as this measure includes the Gini coefficient which is
using ranked income data. The Foster index for a given group k in the

population can be written as

a(k) o
Flk}g = 1/ * iﬁl(z -yi)% /2%, for e > 0

{ng / n) * (Fx / F):

would then be the contribution of group k to aggregate poverty.
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In the following sections, we will apply the Sen index as defined above,
as all alternative measures are to some extent variations (or special cases)
of the Sen index. Also, we are interested mainly in the effects of policy on
different components of low-income for a given group (non-elderly families
with children), rather than in a decomposition of aggregate low-income. The
basic idea to be kept is that low income has to be analysed through the three
elements incidence, intensity and distribution.

The Sen Ind ] L ! lici

The Sen Index is a most useful instrument to evaluate transfer policies to
alleviate low incomes. Typically, the policy maker will have to decide how to
best allocate a given anti-poverty budget. Should the budget be targeted to
the ’‘richest’ among the poor families, or, on the contrary, to the most
"needy’ ? Should policy opt for a mixture of both, or should there be targeting
at all? This will be illustrated with the help of the following example:

Exagpla 1
Let us assume a society with a population of 50 families. Five of these
families have equivalent adjusted incomes below the low-income line {z = 10},

so that the low-income rate (LIR) is equal to 10%. Let the budget to alleviate
poverty be 6. The initial distribution of incomes among the low-income
families would be:

YO = {1, 5, 5, 5, 9}

for which the corresponding average low-income gap (ALGg) is 50%, the
corresponding low-income index (LIIp) 5.00, and the corresponding Sen Index
(SENg) , multiplied by 100, is 6.28.

Let us consider four alternative policies to spent the anti-poverty budget:

1) "Type NT/: there is no targeting at all, each low-income family would
receive the same amount from the budget.

ii) 'Type TR’: targeting to the richest of the poor families, trying to pull
the highest possible number of families out of poverty.

iii) "Type TP’: targeting to the poorest of the families, trying to reduce
inequality among the low-income families.

iv) 'Type MT': a policy of mixed targeting, allocating a {strictly positive)
fraction of the budget to beoth, the richest and the poorest of the
low-income families.

Let us illustrate this typology with some examples from the ’real world’.
The /NT’ type policy would correspond for example to a system of child
allowances to all families having children, notwithstanding their income
status (thus, without means-testing}, such as in some of the former European
socialist countries. The ‘TP’ policy may be characterised by a strict
means-tested system ({(with a relatively low cut-off line}, elements of which
can be found in Australia and the United States. The ’IR’ policy may
correspond, under some circumstances, to an employment-related insurance
system in which transfers are not taxed (and therefore have re-distributional
effects - re-distributicnal towards the rich) and not all individuals in the
society have, directly or indirectly, an employment history {such is the case
for unemployment benefits in Austria up to 1992). The 'MI' policy finally may
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be described as an universal insurance system with elements of (generous)
means-testing, examples of which might be, in part, found in the Netherlands
and in Sweden. Of course, in no country does the whole social security system
correspond purely to one or the other type of policy described above; but
certain elements may be preponderant for cone or the other.

It should be noted that our assumption that the totality of the budget (6
units in our example) is allocated to the poor families implies an a priori
general targeting to the poor. Commonly, "no targeting" refers to the whole
population and would mean that the families in our example would receive only
0.6 out of the total budget since they constitute 10% of the whole population.

Let us now consider the effects of different types of policy, taking the
initial income distribution, poverty line and budget assumptions from exemple
1. Table 14 shows the resultant income distributions for these five families
under the four alternative allocation policies, as well as the corresponding
measures and indices. When regarding solely the head-count (LIR}, policy would
opt for an allocation of the budget to the richest low-income families (’/Type
TR’ policy). LIR would significantly £fall (although this is accompanied by an
increase in the low-income gap, which becomes even higher as in the initial
situation). The situation becomes much more difficult when the choice is to be
based on the low—-income index measure (LII). Clearly no choice can be made, if
not to reject the 'Type NT’ policy where there is no targeting at all. All
other new distributions have the same LIT. Only with the help of the Sen index
it is possible to opt for one of the four alternative policies, namely that of
'Type MT!. Under the Sen index which takes into account incidence, intensity
and distribution of low incomes, the optimal (i.e. poverty minimising)
allocation is a mixed targeting.

Table 14

Income distribution, LIR, ALG, LII and Sen Index under four alternative

policies
Policy Income distribution LIR ALG LII SEN
Yo {1, 5, 5, 5, 9} 10% 50.0% 5.00 6.28
Type NT {2.2, 6.2, 6.2, 6.2, 10.2} 8% 48.0% 3.84 4,44
Type TR {1, 5, 5, 10, 10} 6% 63.3% 3.80 4.36
Type TP {5.5, 5.5, 5.5, 5.5, 9} 10% 38.0% 3.80 4,33
Type MT {4.5, 5.5, 5.5, 5.5, 10} 8% 47.5% 3.80 3.95

Note: Sen Index multiplied by 100.

It should be noted, however, that the choice for one or the other poverty
index and, hence, type of policy, includes an element of value judgement,
namely about the social welfare function. (cf. Stiglitz 1988: 108 ff). Under
the assumption of an utilitarian social welfare function, society’s welfare
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would be represented as the sum of utilities of different individuals. This
implies that the increase in utility (but not: income) of any individual
should be weighted equally. The only reason to allocate relatively more income
to individuals at the bottom end of the distribution would be that their
marginal utility is likely to be higher than that of richer individuals. But
there exists a trade-off in any case. To the contrary, egalitarian social
welfare functions assume no trade-off: the welfare of society only depends on
the welfare of the worst-off individual. Under this view, the available budget
would always be allocated to the poorest (TP’ policy). Much like the
egalitarian view, the Rawlsian social welfare function is concerned with
maximising the welfare of the worst-off individual rather than with equating
marginal utilities. There is, however, the assumption of a non-zero social
gain for any transfer pulling a person out of poverty. The idea behind is,
that persons close to the poverty line {unlike the very poor population) would
in such a case be able to re-integrate into the labour market, hence
increasing the society’s output and the government’s tax revenues, thus
increasing what could be distributed to the remaining poor.

In the following, the Sen index is applied to the 13 countries studied to
describe the components of poverty. Columns four and five in table 12 show
Gini coefficients for the population of non-elderly families as a whole as
well as for the low-income groups among them. In a majority of countries,
incomes among families in the lowest income segment (under 40%) are
distributed more unequally than for the other low-income segments but more
equally than for the population as a whole. Only in Austria, Canada, Germany,
Italy, Sweden and the United States, the Gini coefficients are similar for all
three low-income groups. When regarding the families below the 50%~line we
observe that, in general, their incomes are far more equally distributed than
those of their respective whole non-elderly population. The only exception is
Sweden where low incomes show a higher inequality in their distribution than
all incomes.

When analysing the results for the Sen indices (shown in column six of
table 12), the findings derived earlier with the use of the low-income index
become more accentuated; we can distinguish four groups of countries:

(i) first, the Central FEuropean countries Austria, Belgium, Germany,

Luxembourg and the Netherlands with Sen indices below one third (40%
interval} or half the average (50% and 60% interval);

(ii) second, the remaining continental FEuropean countries France and

Italy (together with Germany at the 60% level) which have indices
close but below the average;

(iii) third, the pon-continental Furopean countries Sweden, Ireland and

the United Kingdom with indices just above the average. A2n
interesting result is to see Sweden at the top end of this group
with Sen indices higher than the average, in particular in the 40%
and 50% interval,

(iv) the fourth country group, Australia, Canada and the United States,

have very high Sen indices for low income among non-elderly
families. In particular, the United States show rates of more than
double the average.

Looking at its decomposition, we see that the high.rates of the fourth
country group are due, to its biggest part, to the high incidence of low
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incomes (expressed in the LIR); the intensity and distribution of low income,
however, are in the three countries close to the cross-country average. This
contrasts in particular with the case of Sweden which has a low-income
incidence and distribution patterns close to the average but the highest
low-income intensity among the countries studied which brings the Sen index
well above the average. It should be noted, however, that due to a particular
unit definition, the figures for Sweden are likely to be overestimated ({(see
Bnnex) . Another particular case is Ireland, with high low-income incidence (at
the 50% and 60% level) but well below-average intensity and inequality among
the poor which results in a lower ranking on the Sen index.
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vII. THE ROLE OF THE STATE IN ALLEVIATING POVERTY

2. The welfare gtate

So far, we have discussed concepts and measures for poverty based on the
disposable income. This means that we regarded the relative income positions of
families after state intervention through taxes and transfers. There is however
strong reason to believe that the state, in particular the welfare state,
influences the level as well as the composition of poverty.

In providing health, educational and social services and in guaranteeing
pasic security in the case of old-age, sickness, disability, unemployment and
family situation, the welfare state also tries to prevent its citizens from
poverty, at least in its harshest form. There are however substantive
differences across countries as to the extent and the functioning of the public
social sector. Some studies analyse the relationship between the size of the
welfare state and cross-national variations in poverty. Gustafsson/Uusilato
(1989: 6) for example claim that, "the bigger the welfare state the smaller is
the poverty rate."

This hypothesis can be tested with a simple cross-section regression for
the 13 countries included in our study. The independent variable, the size of
the welfare state, is measured here as the GDP-share of total social
expenditures on education, pensions, unemployment, health, family and other
allowances. The dependent variable is measured by the low-income rate at its
50% level of the whole society (i.e. including elderly persons, as we also
include old-age pensions in total social expenditures). Chart 3 shows that
there is a significant correlation between these two variables across
countries. The regression equation is

LIR = %5.8 - 0.58 * S0C,
with R® = 0.703, and standard error of coefficient = 0.11

This strong relationship also holds when testing the 60% level of poverty,
resulting in the following equation:

LIR = 35.10 - 0.68 * S0C,
with R = 0.736, and standard error of coefficient = 0.12

In both cases, we can distinguish three groups of countries: The United
States and Australia both have the highest poverty and the lowest social
expenditure share. On the contrary, the continental Eurcpean countries (except
Italy) have relatively low poverty and high social expenditures. Canada, the
United Kingdom, Ireland and Italy lie in between.

The purpose of the following sections is to analyse in more detail the
instruments that the welfare state wuses for alleviating poverty among
non-elderly families. In general, this aim may be achieved by the following
means:

(1) direct taxes (income taxes and social security contributions)
(11) indirect taxes (e.g. consumption taxes)

{iii) cash transfers

(iv) in-kind transfers

For technical reasons we will, however, examine only those instruments
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which can be estimated directly: (iii) cash transfers and (i} direct taxes.
Near—-cash transfers, where appropriate, are included in the underlying surveys
used for the analysis (e.g. food stamps). However, an imputation of itransfers
in kind (in particular education and health benefits) for the socio-demographic
groups studied has not been undertaken (results for seven LIS data files from
the ’first wave’ show that education and health benefits constitute between 13
and 22 % of the disposable income (Smeeding et al. 1992: 323)).

Furthermore, the analysis will not capture the effects of indirect taxes.
A more sophisticated approach would impute indirect taxes using consumption
patterns for specific families from national household budget surveys. At
present, no such micro-simulations for the countries and the periods in the
study are available. Different weighting of direct and indirect taxes within
the overall tax policy may influence the incidence but also the composition of
the low-income population: a gain in disposable income caused by a reduced
personal income tax may be offset by an increase in consumption taxes (e.g.
VAT), in particular for very poor families. For example, such a mechanism could
probably be observed in the United Kingdom at the beginning of the eighties.
This cannot be evaluated with the data available.
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Chart 3
Low-income rate and social expenditures
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The following two sections analyse the impact of net transfers (social
transfers minus income taxes) by means of the Sen poverty index and its
components as set out in chapter VI. Poverty of

(i) non-elderly families,
{ii}) non-elderly families with three and more children and
(iii}) non-elderly single parent families

is measured in relation to their market incomes and then is compared to poverty
related to their disposable income. We thus analyse the combined effect of
income taxes and transfers to capture the total anti-poverty impact of
re-distributional instruments. A separate evaluation of the effects of
transfers is not meaningful, as a significant decrease in poverty due to social
transfers for a certain population group may partly be offset by a relatively
high personal taxing of the same group; This is for example the case for very
poor non-elderly families with children in Sweden (table not shown).

It should be stressed that the following analysis cannot follow the
reasoning set out in example 1 in the preceding chapter, where the effects of
four alternative allocations under the same budget restriction have been
studied. Here, countries with different budget restrictions are studied and it
is possible that the ’success’ of one or the other country’s policy is not only
due to a particular ’‘policy mix/ but also to higher level of expenditures
allocated. Nonetheless, the application of the Sen index allows to draw
conclusions about different countries’ tax and transfer policies towards
particular populations.

The analysis in this chapter will include only ten countries, as estimates
for market income are not available for Austria, Italy and Luxembourg. Also,
the results shown for France (before net transfers) have to be treated with
care, as social security contributions are (unlike in other countries) not
regarded as part of the personal income tax, and therefore excluded. We show
poverty estimates for three low-income bands: 40, 50 and 60 % below the median,
as the setting of the cut-off line might be quite sensitive to the Sen indices
before and after taxes and transfers: means-tested transfer systems might be
close to the 40 % level in one country and close to the 60 % level in another.

i) All non-elderly families

Columns 4 and 8 in table 15 show the Sen index (S) before and after taxes
and transfers for all non-elderly families. Looking at the absolute values of §
for market incomes, we observe that poverty in all three segments is highest in
Irxeland and the United Kingdom, and lowest in Belgium, France and Germany.
After taxes and transfers, it is the United States and Aystralia which have the
highest values for S, and Belgium, the Netherlands and Germany showing the
lowest values. All countries reduce poverty through their tax and transfers
systems, but in quite different magnitudes. Not only the country rank ordering
changes but also the amplitude of poverty values between countries increases.
As we are using a relative poverty concept, this means that the market
"produces’ poverty to, more or less, the same extent across all countries (+
30%) . After state intervention, this amplitude rises to + 60%. This means, that
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some European countries significantly decrease poverty through taxes and
transfers: the Netherlands, Belgium, Ireland, the United Kingdom and Germany
{with above-average reduction rates for S). The smallest reduction takes place
in the United States.

In general, all countries reduce Sen poverty levels more for the lowest
income group than for those in the higher segments. However, Bustralia and the
United States, countries with strong means-tested characteristics in their
social protection systems, reduce levels in the lowest segment by twco to three
times more than for families in the 60%-segment. On the other hand, France, the
Netherlands and Sweden reduce poverty levels in all three segments to about the
same extent.

Chart 4 shows at a glance the relative positions of countries before and
after state intervention, for poverty at the 50%-level. The x-axis traces Sen
poverty values for 10 countries before taxes and transfers, the corresponding
Sen-values after taxes and transfers are traced on the y-axis. One pair of
outlayers is Ireland and the United Kingdem: in these countries, market
income-poverty is by far the highest across countries, but net transfers bring
these levels down to the average. The contrary is true for the United States:
average poverty before net transfers, but twice the average thereafter. The
continental European countries Belgium, the Netherlands, France and Germany
have below-average poverty levels before and after net transfers, with the
Netherlands showing the most performing state intervention after the primary
income distribution. The remaining countries Sweden, Australia and Canada have
Sen poverty levels close to the average before taxes and transfers and slightly
above thereafter.

ii) Families with three children and more

The values for Sen indices for this socio-demographic group are shown in
columns 4 and 8 of table 16. The pre-tax and -transfer poverty values for S are
higher for families with three and more children than for all families with
three exceptions: the Netherlands, Sweden and Germany (except the 60 % level).
These three countries together with Belgium have also the lowest poverty levels
for these families before taxes and transfers across countries. After public
intervention in form of net transfers, some countries succeed in bringing
poverty levels for families with three children or more closer to or helow the
average for all non-elderly families: Belgium, Canada, France, Ireland and the
United Kingdom. This is particularly the case in the very-poor segment. Sweden
keeps poverty levels for families with three children and more below the total
average for all families. Germany and the Netherlands, although reducing
substantially the absolute level, face higher poverty levels now for these
families than for all families, Australia and the United States do not achieve
a reduction of the difference in poverty between all families and those with
many children through taxes and transfers.

Tax and transfer policy benefits families with three and more children
most in Sweden, France, Belgium and the United Kingdom, with reduction rates
for 5 over 80% {very poor}, 70% (poor) and 55% (near poverty). Of these four
countries, France constitutes a quite particular case as it has the highest Sen
poverty levels for families with many children before taxes and transfers (the
other three countries have very low values). This means that France’s tax and
transfer policy towards families with many children seems to be very powerful
{nevertheless, the reservation made above about the interpretation of the
French data should be kept in mind).
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Concerning the absolute poverty levels for families with many children
after taxes and transfers, we can distinguish three country groups: the
continental and Scandipavian European countries with Sen values well below
average; a four-country group comprising Capnada, Australia,Ireland and the
United Kingdom (values around average), and the United States with Sen indices
as high as twelve to twenty times the Swedish one. In two countries, France and
Sweden, families with many children actually face a lower risk of being poor
{in all three segments) than all non-elderly families, after net transfers.

iii) Single parent families

The observation of a smaller amplitude for market income poverty than for
disposable income poverty is particularly true for single parent families. This
means that the extent (and, possibly, efficiency) of policies towards this
group varies greatly across countries. Before state intervention, Sen poverty
levels for single parent families are extremely high: about three times higher
than for all families, for any low-income segment and for any country. This is

shown in table 17.

Tax and transfer policies towards single parents are most effective in
Sweden, the United Kingdom and the Netherlands. Sweden actually achieves to
bring poverty levels for single parents well below the overall average for all
families. Sweden also has by far the lowest poverty level across countries.
This is meaningful insofar as in Sweden, (part-time) employment rates among
single mothers are higher than elsewhere. As market income poverty does not
differ significantly from other countries, this suggests that specific taxation
and (child and family) benefits are powerful policy instruments in Sweden. The
United Kingdom and the Netherlands, although showing the highest Sen values
before taxes and transfers (together with Australia), reduce their levels close

to the cross-country average.

On the other hand, taxes and transfers in the United States, Australia and
Canada reduce poverty levels among single parents much less. Interestingly,
these countries also experienced the most significant increase of single parent
families within the total population in the past decade (OECD 1990).

B.2__Components of poverty and poverty reduction
Below we will refer to the respective weights that different countries’
policies attribute to the reduction

{1i) of poverty incidence {the low-income rate),
(ii) of poverty intensity (the low-income gap) and
(iii}) of inequality among the poor.

The respective values are shown in columns 1 through 3 (for market income) and
columns 5 through 7 ({for disposable income) of tables 15 (all non-elderly
families), 16 (families with many children) and 17 (single parents). The
question is whether there are country-specific patterns to be observed,
favouring one or the other components of poverty reduction or whether there is
any weighting at all. Analysing components of poverty and poverty reduction for
the three low-income segments separately will also allow us to test the results
for sensitivity and to get some further insights on targeting features.

50



i) All non-elderly families

Firstly, we are interested whether some or all of the countries’ policies
can be described by the typology set out in chapter IV: targeting to the rich,
to the poor, mixed or no targeting. In general, we can find no country with a
"TR"-type of policy: Targeting to the rich (of the poor) occurs when the state
reduces the low-income rate substantially but at the same time increases the
low-income gap and inequality among the remaining poor. There is, however, one
notable exception for the 40%- and 50%- low-income segment: Belgium, the
country in which the market ’produces’ by far the least inequality among the
poor and the least poverty intensity across countries but about average
incidence reduces the low-income rate drastically to the lowest one after the
Netherlands but for the ‘price’ of an increase in intensity and inequality
among the remaining poorest. Nevertheless, this results in very low § values.

Targeting tax and transfer policies to the poorest segments is strongest

in Australia, Canada and the United States and, to a lesser degree, in Germany,
Ireland and the United Kingdom.

Concerning the reduction of inequality among the poor, half of the
countries reduce the Gini coefficient for the near-poverty segments more than
for the very poor: Australia, France, Ireland, the Netherlands, and the United

Kingdom.

For all non-elderly families, only Irelapnd, Sweden and the United Kingdom
seem to accord equal impertance to each of the three components, resulting in
similar values for poverty and its elements - although Ireland and the United
Kingdom starts from a quite less favourable situation, in particular regarding
inequality among the poor (the highest across countries) and intensity.
Australia and the United States, two countries with almost the same poverty
value S before taxes and transfers, give very little weight to the reduction of
the number of low-income families; in the near-poverty segment, poverty
incidence actually increases after taxes and transfers. The main elements of
their policies are the re-distribution among the poor, and to bring them closer
to the low-income line, with Australia showing higher performance in both
fields. The other extremes are Belglum, France and the Netherlands: these are
the only countries which influence less intensity and inequality than
incidence, reducing the low-income rate by about a half (60%-segment) and more
(other segments). lIreland and the United Kingdom show the same picture but at
the 40%-level only.

ii) Families with three children or more

Looking at policies towards families with many children, this picture gets
somewhat sharper. All countries reduce the low-income gap as well as ineguality
among poor families with three children or more. However, in one group of
countries - Australia, Canada and the United States - the incidence of poverty
does not significantly decrease. In the case of BAustralia and the United
States, the number of poor families stagnated or increased (at the 50% and 60%
level). The same is true at the 60%-level for Canada, Germany and the

Netherlands.

On the other side, Belgium, France and Sweden ({(in all three segments) as

well as Ireland and the United Kingdom (in the very-poor segment only) decrease
poverty incidence among families with many children significantly. France is
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particularly successful: it has one of the highest low-income rate before taxes
and transfers {almost one half of these families were poor, at the 50%
segment), reducing this rates to one of the lowest ones.

It can be seen that none of these countries attaches the same weight to
the reduction of incidence, intensity and inequality in all of the three
segments. Targeting to the poorest families (i.e. reducing primarily poverty
intensity and inequality) alone does not improve a country’s relative position.
The most successful results are obtained when each of the components of poverty
is reduced substantially, i.e. by more than the half, as is the case of Sweden
in all three low-income segments.

iii) Single parent families

If, on average, poverty incidence for single parents is two to three times
higher than for all non-eldery families, this is not the case for poverty
intensity (the low-income gaps are slightly lower), and even less for
inequality (Gini coefficients are about 10% lower).

As can be seen from tables 17, policies directed to single parent families
are quite diversified across and within countries. Only the three non-Buropean
countries focus their policy in all three poverty segments on the reduction of
the low-income gap and, even more, of inequality among the poor. On the other
side, only two of the European countries ~ Belgium and France - focus their
policy on incidence reduction. As in the case of families with many children,
Sweden’s policy shows the most successful results for combating poverty among
single parents.
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Chart 4

Sen index before and after net transfers
Non-elderly families
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C. The elements of child poverty

In chapter V (Chart 2}, we have seen that child poverty constitutes a
concern in some countries, in particular the United States, Canada and
Australia and, to a lesser degree, in Ireland, Italy and the United Kingdom.
Today’s policy debate in these countries very often addresses the question
whether transfers should be targeted on ’“children at risk’. For this section,
we have therefore used the children as the reference population rather than
their families (technically, the population of children is ’reconstructed’ by
multiplying the household sample weights by the number of children in each
family). The reason for that is to examine differences in child poverty and its
elements and to see to which extent net transfers yield different results from
those obtained when analysing families,

; 11 { ndi 1 ts £ hilg

Chart 5 and columns four and eight in table 18 compare Sen indices for
children before and after taxes and transfers. Child poverty before taxes and
transfers as measured by S is highest in Jreland and in the United Kingdom
(almost twice the average in the very-poor segment), it is the lowest in
Germany (about half the average). Overall child poverty based on the disposable
income of their families is highest for the Unjited States, and lowest for
Belgium, Germany and Sweden (values of S beleow 1.35 at the 50% level).

When comparing the picture from Chart 5 with that in Chart 4 (Sen indices
for all non-elderly families), we observe roughly the same patterns: Ireland
and the United Kingdom as one pair of ‘outlayers’ (very high pre-tax and
transfer and average post-tax and transfer S-values) and the three non-Eurcpean
countries where S-values move in the inverse direction. There is, however, one
significant difference: Sweden’s children have very low pre- and post- net
transfer values for $. This result may also be explained be the fact, that we
are using here person rather than household weights (see Chapter 1V, section D
and the Annex).

In two countries - Belgium and France - the relatively high incidence of
pre-transfer child poverty 1s ’counteracted’ by a small income gap and a more
equal distribution among poor children, resulting in Sen poverty indices below
the average. In both countries, a relatively great number of children are poor
{the low-income rates are in fact higher than in the United States), but the
market incomes of their families are more equally distributed and are much
closer to the low-income line (both values being lowest ones across countries).
The opposite (i.e. low incidence and a rather high intensity and inequality) is

true ~ to some extent ~ for Australia and Germany.

Concerning post-transfer child poverty, Canada’s high incidence in child
poverty is partly offset by a relatively small income gap and one of the
' fairest’ income distributions among poor children across countries. On the
other hand, Australia and, in particular, Ireland and the United Kingdom (which
have below average poverty rates for children in the 40% and 50% segments) have
the highest income gaps and a high concentration of low incomes after taxes and
transfers, resulting in high child poverty levels,

When comparing the effects of net transfers on the income position of

children with those for all families (table 15), it can be seen that the
poverty reduction (reduction in the Sen index) is higher for children in all

57



countries studied. This difference is most striking for Canada, France, Sweden
and the United States. This means that those four countries, although starting
from very different positions after market incomes, attach more weight to
alleviating child poverty than overall family poverty.

An overall view over different effects of net transfers across countries
confirms the earlier findings: the European countries reduce child poverty
(measured by S) in general by more than 80 % (in the 50% segment) while the
United States reduces it only by 40%; Canada’s and Australia’s performances lie
in between.

In the case of the United States, this is in particular due to a lack of
reducing the number of poor children (the incidence} - the reduction of the
low-income gap and of inequality among poor children being similar to most of
the other countries (decrease to about two thirds (gap) or half (distribution)
of the former level). The opposite tendency can be observed in all European
countries except Germany: the number of poor children is reduced to a large
extent (by more than three quarters in the 50% segment and by more than the
half in the 60% segment), giving much less weight to reductions in intensity
and inequality of low incomes. In the case of continental Europe and Sweden,
this bhas no substantial consequences, as those countries already have small
low-income gaps and low inequality among low incomes prior to net transfers.
For Ireland and the United Kingdom, however, this results in quite high overall
poverty values for children. The country which seem to give equal weights in
its tax and transfer policies to the three elements constituting poverty -
Cermany - also shows the highest overall performances for reducing the Sen
poverty levels for children.
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Chart 5

Sen index before and after net transfers
Children

11

10 - United States
- ¥

Australia

6 ¥

5 Canada
R * Ireland
¥*
4 Average ¥
* United Kingdom

Sen index after taxes and transfers
1

France
) Netherlands *

| Germany Belgium *

* *¥
1 — Sweden

0 | | l [ ! i ; [ | | ! | l | I ]
6 7 8 9 10 11 12 13 14 15 186 17 18 19 20 21 22 23
Sen index before taxes and transfers

Source: LIS micro data base
Note: Sen indices at the 50% poverly level

59



*Z1 919¥1 99§ SPOYISLl PUE SUOTITUIOP JI2YUN, "G5 () JO AIIONSE}2 20ud[eAnbo Ue Yuim paisnipe dwoou] *9seq 2Iep OO ST :20Mog

URIP[IYD J[& JO] ‘SIeJSUen PUE SOXE] J91Fe PUE 210J3q slusuodwos s pue damnseaw Audaod usg

81 21qeL

X 4 | R0 i B PLIR ) AL tofd

%BIee orel 687170 €9t 79T 8081 1232t L6y 6'9¢ |_ % (9 M01q
%BY0¥ 05’6 R0 6Tt 01e 1091 1650 IS £'eT % 06 MO1=2q
%ELS 66'¢ LT 0 Z0¢ vl 0¥l 0ELE°0 £18 (4} % OF mo12q 08 SSIE1S pAAUfy
%ETL o LLBTO 8'¢T Al XX TI0¥0 0zTs A % (9 ;0[=q
BLIB L0y L18TD 9'LE £L 00'Te 86¢¥°0 9'%s $6C % 0% MO[q
%L 98 08T £ore’0 99k 1 Q01T 8F6F0 6’85 £°6C % (1 M012q 98 WOPSUry] panun)
B1'8L 7T LTET0 L'TT L L0l ¥62¢°0 6y 0°L1 % (9 M013q
%G58 81 LTETO 9¥C L't 188 8E9E°0 98y 1'¢l % (S M0[2q
%106 0L0 SLP1°O O¥C 07 01'L LLGE'D |3 66 % O M09 L8 USPAMG
BEEL 86T 6861°0 6LT 19 99°6 £Vze 0 08y 6%l % 09 M01=2q
%¥ 03 6L°1 19270 1'9¢ 'y (AN ] 6820 0or 1| % Q6 #0129
%1 88 201 G8ZE0 T 68 81 76'8 169270 £'oF el % OF MO[=q LB SPUBTRYION
%Y 69 8FL 0sS1°0 [~ 31T I've 65CF 0 0LS ¥t % (09 mO2q
%808 [A%4 12620 6'8¢ 9L EPTC SS¥P 0 LLS £6C 9% (S MO1q
%098 76'C §67E°0 L8 Sy 91T 9880 £65 99¢ % OF MO12q L8 PUE[]
%E99 £9'T 99Z1°0 L6l 88 6L°L 69L£°0 08 £l % 09 M0[2q
%L08 ee'l eCs1o 7ET 8¢ 880 LB6ED L18 L6 % 0§ m0799q
%T 63 9°0 S081°0 LAY~ L'l £L'9 160%°0 s '8 % QF MO124 $8/78 Aueunog
BT SL STy ¢I91'0 €T €11 ¥L91 1STC0 €5t o¢e % 09 M09
%118 0¥z SER1°0 6'8C LS 89°C1 L8ETO 19¢ LT 9% 0F M012q
%H6'L8 1€°1 90170 |53 e G9E6 LOLTO T9E A % O M0129 ¥8 SOuelq
%y or 8L Looro 8'8C ¢81 S6¢l IL1E0 g §'TC % (O M0[2q
%L 8E 68'v 6L51°0 €L 9Tl eLTI £LTE0 1'ov #'8L % 0§ M0[2q
Yol LL 08¢ #8170 §'6T 'L 886 HEFED ¢'8r 6’71 % Ot M071=q L8 EPEUB])
%8LL 9T 6¥L1°0 gLl L6 £6'11 9LPI0 0°sC I'ee % 09 MO1=q
%S¥8 €1 1L8T°0 ¥re 9 1274 1¢LTD 65T 81T % 06 M0[Rq
%S 88 2] 6661°0 ¥ 6t L1 £F9 780Z°0 0¢e L€l % O MO ¢g wnid[og
%t O 8’8 ¥80T°0 1943 78l Tyl L¥OF O TES L6l % 09 MOT2q
B6TE £6°¢ 69¢T0 Lee 0Tt cIel CLTF O 9'g¢ ¢LT % (S MOTq

| %659 yi'y 786¢0 01y 'L (AN a1l 686 L1 % Qp M0[=29 08/CQ eljensny
XAANI 00 T+xapu1 (s00d) o L 1| 00T Xapu dn D1V 1
NES NI NAS o ded sut-mo7 |orel oul-moy NS (100d) 110y ded sur-mog | mer ou-mory

NOLLONATYT § SHANSNV L ANV SIXVI YHIIV JHIIV SHAASNVAIL ANV SHXV.L TA0JHd




VII. SUMMARY AND CONCLUSIONS

The main part of the present paper has focused its analysis on the
methodology of low-income and poverty definition and measurement: its
theoretical underpinning and its application to income micro data sets from 13
QOECD member countries for the mid- to end-eighties. The perspective of the
study was an international comparison of ten European and three Non-European
countries: Australia, Austria, Belgium, Canada, France, Germany, Ireland,
Italy, Luxembourg, the Netherlands, Sweden, the United Kingdom and the United
States. The choice for this perspective has several implications. Rather than
analysing in a most detailed way one society’s specific poor population, we are
interested in finding indicators which allow for meaningful conclusions as to
the relative risk of different socio-demographic groups of being poor and the
different policy answers acrosg countries.

Although economic analysis of poverty and, more globally, social
well-being is ultimately interested in consumption and consumption behaviour,
the use of dispogable income as a single indicator for well-being is justified
for the aim of short-term c¢ross-country comparisons. Ideally, this income
measure should include income in kind. This was, however, not possible with the
instruments used in this paper (except for certain transfer incomes in kind).

We have discussed three gquite different apprcaches to define and measure
poverty: absolute, relative and subjective approaches, For the purpose of
international cross-country comparisons, we have shown that the most suitable
approach is the gconomic distance approach. According to this approach poverty
is defined as a fraction of the median equivalent disposable income, using
low-income bands rather than a single cut-off line (40%, 50% and 60%). For the
analysis of effects of taxes and transfers, we have applied a more
comprehensive indicator for poverty - the Sen index - which allows for
decomposition of poverty, and anti-poverty policies, into incidence, intensity

The adoption of a particular equivalence scale to adjust family incomes
for need proved to be sensitive to poverty estimates, for some countries
{Australia, Austria, Sweden) more than for others. Ultimately, the choice for
any equivalence scale is subject to assumptions about the shape of Engel curves
for different populations. As the paper studied effects of net transfers on the
relative income position of non-elderly families, it wused a ’pelicy-based’
equivalence scale, with adjustment factors inherent in many countries’ social
programmes.

For the overall picture of poverty among non-elderly families as well as
for most of the specific groups at risk, we observe a clear grouping at the top
and the bottom among the 13 countries studied:

i) a first group comprises the United States, Australia and Canada,
where poverty rates are, in general, one and a half to twice the
average of all countries. The country at the top is the United
States, where poverty indicators are highest throughout all
socio-demographic groups studied.

ii) A second group, lIreland, Italy and the United Kingdom, has wvalues for
poverty close to or above the average. The above average values are
found in particular for higher low-income segments (below 50 and 60

percent of the median).
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iii) A third group comprises countries France, Germany and Sweden. In
these three countries, values for poverty lie, in general, around the
average.

iv) Poverty is lowest among the Central European countries: Austria,

Belgium, Luxembourg, and the Netherlands. For most specific groups,
we find Luxembourg at the bottom end of the poverty scale.

At a first glance, the size of the welfare state is negatively correlated
with the level of poverty across the countries studied. Social transfers
constitute an important part of the income composition of non-elderly families
in European countries, in particular in the Netherlands and in Sweden. The
model of ’transfer dependency’ cannot exhaustively explain the phenomenon of
poverty. Sometimes, it is claimed that transfer incomes for certain poor
families are too high to induce their members to sell their workforce on the
labour market. On the other hand, it may be argued that returns on work (if
available) are too low to do so.

In order to assess the combined effects of taxes and transfers, our
analysis has compared poverty after market income with poverty after disposable
income. We have applied the Sen indicator for poverty which allows the
assessment of different tax and transfer policies and the weights which they
give to reducing the three elements of overall poverty incidence, intensity and
distribution.

The application of this measure to micro data on incomes of non-elderly
families, families with children, single parents, and children, shows quite
different patters across countries. In general, the three non-European
countries focus their tax and transfer policies on the reduction of the
low-income gap and inequality among the poor. On the other side, some European
countries - Belgium, France, Ireland and the United Kingdom - give most of the
weight in their policy to reducing poverty incidence, 1.e. the number of poor.
These two types of policies might - in a very schematic way - be described as

'targeting to the poorest’ and ’targeting to the better off {among the poor)’,

respectively.

Further analysis leads us to the preliminary conclusion that a policy of
mixed targeting (which attributes the same weight to reducing numbers of poor,
to decrease the severity of poverty and to make the income distribution among
the poor more equal) seems to be the policy which results in the highest
reductions of overall poverty. In the case of policies directed to families
with children, single parents, and children, we may observe this type of policy
in the mid- to end-eighties in Sweden, Germany and the Netherlands.

It should be stressed that budget constraints differ across countries. It
is not only the relative weighting of different policy aspects but primarily
the absolute 1level of reduction measures which contributes to successful
poverty alleviation. This is notably the case of Sweden.

Comparing pre-tax and -~transfer incomes with those after taxes and
transfers assumes absence of behavioural responses. In a society without taxes
and transfers, there would at the margin be more market income, so the
percentage of the population who would in fact be below a given level of
incomes without net transfers would be less than the static estimates given in
our tables. On the other hand, this might also change the income distribution
through the market. Further research on poverty would include applying
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techniques of micro-simulation of incomes, taxes and transfers which integrate
behavioural responses in models of poverty.
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ANNEX

DATA QUALITY

This Annex describes the surveys stored at the Luxembourg Income Study
which have been used for the analysis, the structure of the demographic and
income variables and presents the derived poverty lines in national currencies
and in 1985 US Dollars. It also discusses questions of data quality and
limitations, such as coverage and non-response rates.

To date, some 40 data files are stored at LIS, covering 17 countries, 15
of which are OECD member countries. Tables A.l and A.2 show the OECD countries
in the LIS data base, their reference year, and the underlying national
household survey.

Our quantitative analysis is limited to the countries from the "second
round". The reason for that is that we want to focus on country comparison
rather than comparison over time., The periods between the two benchmarks are
quite different between the countries and often too short. Also, the benchmark
years refer to quite different stages in the business cycle of the various
countries included. In addition, the recent country files include additional
information on persons’ characteristics, as for instance the children’s ages.

LIS variable structure

The LIS data files consist of micro data, as collected by member countries
through the above cited surveys. On the household (family) level, there are 12
socio-demographic and 50 income variables available for each household in each
country. The demographic variables would include information such as number of
persons, of earners, of children in the household, geographic location etc.
Furthermore, a number of variables relate to characteristics of the household
head and his or her spouse (sex, age, marital status etc.}. In addition, the
"second round" data sets contain some 130 variables on an individual level,
i.e. characteristics of other persons in the household.

The income variables refer to the household (family). Teotal gross income
is defined as market income plus social and private transfers. Disposable
income is gross income minus income tax and mandatory contributions. Figure A.1
illustrates the relations between the different aggregates.

The derived median equivalent disposable incomes are used to calculate the
poverty estimates. In general, our paper applies three poverty lines: below 40
% of the median (’'very poor’), below 50 % ('poor’) and below 60 % (’'near
poverty’). For sensitivity testing, three different equivalent scales, in
addition to per capita income and unadjusted family income, have been applied:
EQl (referring to an equivalence elasticity of (.33}, EQ2 (equivalence
elasticity of 0.55) and EQ3 (equivalence elasticity of 0.73) (see chapter II).
Table A.3 shows the respective poverty lines for the three equivalence scales,
on a person and on a family basis, in national currencies. Table A.4 transforms
these values into 1985 US $, using 1985 purchasing power parities for private
final consumption expenditure, for the respective year.
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Table A.1

OECD countries in LIS data base (June 1992)

First round data sets Second round data sets
Australia 1981/82 Australia 1985/86
Austria 1987
Belgium 1985
Canada 1981 Canada 1987
France 1979 France 1984
Germany 1981 Germany 1984/85
Ireland 1987
Italy 1986
Luzembourg 1985
Netherlands 1983 Netherlands 1987
Norway 1979
Sweden 1981 Sweden 1987
Switzerland 1982
United Kingdom 19279 United Kingdom 1986
United States 1979 United States 1986
Table A.2

Surveys used for LIS data files
{in parenthesis unweighted household sample size)

Australia 1985/86 Income Distribution Survey (7563)

Austria 1987 Mikrozensus (11147)

Belgium 1985 The Living Conditions of Bouseholds in 1985 (6471)

Canada 1987 Survey of Consumer Finances (10299)

France 1984 Revenus Fiscaux (11044)

Germany 1984/85 Das sozio-dkonomische Panel, Welle 1/Welle 2
{Socio-economic Panel Study, Wave 1/Wave 2) (5174)

Ireland 1987 Survey of Income Distribution (3297)

Italy 1986 Indagine Campionaria sui Bilanci Delle Famiglie (Bank
of Italy Income Survey) (8022)

Luzembourg 1985 Panel Socio-Economique "Liewen zu Letzeburg"
{Luxembourg Household Panel Study) (2012)

Netherlands 1987 Aanvullend Voorziengengebruik Onderzoek {(4833)

Sweden 1987 Inkomstférdelningsundersckningen (Income Distribution

Survey) (9421)
United Kingdom 1986 The Family Expenditure Survey (67935)
United States 1986 March Current Population Survey {11614)
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Figure A.1

Structure of LIS income variables

V1l (gross wage and salaries) |
+ I
V4 (farm self-employment income) | ——=-—- EARNING
+ | {total earnings)
V5 (nonfarm self-employment income) |
+ I
V8 (cash property income)
+
V16 (sick pay) i
+ I
V17 (accident pay) I
+ I
V18 (disability pay) I
+ I
V19 (social retirement benefits) |
+ I
V20 {(child or family allowances) | SOCI
+ | --({social insu~
V21 {(unemployment compensation) | rance transfers)
+ I
V22 (maternity pay) |
+ |
V23 (military/veteran/war benefits) |
+ I
V24 (other social insurance) |
+ I
V25 {(means tested cash benefits) | MEANSI
+ | -—- (means-tested
V26 (near cash benefits) | income)
+ I
V32 (private pensions)
+
V33 (public sector pensions)
+
V34 (alimony or child support)
+
V35 (other regular private income)
+
V36 (other cash income)
GI (total gross income)
MI (maket income} = FI + PENSIOI

------- FI
{(Factor income}

----- SOCTRANS
{Social transfers}

PENSIOI
—-{occupational
pensions)

PRIVATI
- {private transfers)

DPI (disposable income) = GI - V7(mandatory contributions for self-employed)
- Vll{income tax) - V13(mandatory employee contrib.)
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Table A3

Poverty lines in national currencies, for three different equivalence scales

non-¢lderly all all all
farmilies, persons persons persons
EQ2 EQ1 EQ2 EQ3
Australia 85/36 < 40% 4860.0 5648.0 43522 3495.4
Australian Dollars < 50% 6075.0 7060.0 5440.3 4369.2
< 60% 7290.0 8471.9 6528.4 5243.0
Austria 87 < 40% 63465.1 77941.4 61600.0 51541.4
Austrian Schillings < 50% 79331.4 97426.7 77000.0 64426.8
< 60% 95197.6 116912.0 92400.0 77312.1
Belgium 85 < 40% 1462.2 1822.7 1393.4 1128.8
Hundred Belgian Francs < 50% 1827.8 2278.4 1741.7 1411.1
< 60% 2193.4 2734.0 2090.0 1693.3
Canada 87 < 40% 6949.4 8636.4 6678.1 5384.9
Canadian Dollars < 50% 8686.7 10795.6 8347.6 6731.2
< 60% 10424.0 12954.7 10017.1 80774
France 84 < 40% 24170.2 29889.6 23125.8 18938.9
French Francs < 50% 30212.8 37362.0 28907.2 23673.6
< 60% 36255.3 44834.3 34688.6 28408.3
Germany 84/85 < 40% 8437.8 10202.0 8044.4 6708.6
German Marks < 50% 10547.3 12752.5 10055.5 8385.8
< 60% 12656.8 15303.0 12066.5 10063.0
Ireland 87 <40% 1878.6 2482.6 1765.2 1369.4
Irish Pounds < 50% 2348.3 3103.2 2206.5 1711.7
< 60% 2818.0 3723.8 2647.8 2054.0
Italy 86 < 40% 42920 5261.0 4068.0 3255.7
Thousand Italian Lira < 50% 5365.0 6576.3 5085.0 4069.6
< 60% 64379 7891.6 6102.0 4883.5
Luxembourg 85 <40% 185250.0 231785.4 178027.2 144000.0
Luxembourg Francs <50% 231562.5 289731.7 222534.1 180000.0
< 60% 277874.9 347678.0 267040.9 216000.0
Netherlands 87 <40% 7484 .8 8773.8 6904.8 5652.8
Dutch Guilder < 50% 9356.0 10967.2 8631.0 7066.1
< 60% 11227.2 13160.6 10357.2 8479.3
Sweden 87 < 40% 29760.0 35640.0 29294.0 24935.6
Swedish Kroner < 50% 37200.0 44550.0 36617.5 31169.6
< 60% 44640.0 53460.0 43941.0 37403.5
United Kingdom 86 < 40% 2117.6 2448.7 1910.8 1559.5
British Pounds < 50% 2647.1 3060.9 2388.5 1949.4
< 60% 3176.5 3673.1 2866.2 2339.2
United States 86 < 40% 5357.8 6515.0 5081.3 4143.6
US Dollars < 50% 6697.3 8143.7 6351.6 5179.5
< 60% 8036.7 9772.4 7621.9 6215.3

Source: LIS micro data base

Notes: < 40 %, < 50 % and < 60 % rcfers to below 40 %, 50 % and 60 % of median adjusted income, respectiv
EQ1 refers to an equivalence scale with elasticity = 0.33 (survey-based scale), EQ2 to elasticity = 0.55
(’policy based’ scale) and EQ3 10 elasticity = 0.73 (OECD Social Indicators scale)
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Poverty lines in 1985 US $, using 1985 purchasing power parities for private final consumption expenditure

Table A4

non-elderly all all all
families, persons persons persons
EQ?2 EQ1 EQ2 EQ3
Australia < 40% 3919.7 4555.2 3510.2 2819.1
< 50% 4899.6 5694.0 4387.7 3523.9
< 60% 5879.5 6832.8 5265.3 4228.6
Austria < 40% 4201.6 5159.9 4078.1 34122
< 50% 5252.0 6449.9 5097.6 4265.2
< 60% 6302.4 7739.9 6117.2 5118.3
Belgium < 40% 3589.6 4474 4 3420.5 27711
< 50% 4487.0 5593.0 4275.6 3463.9
< 60% 5384.3 6711.6 5130.7 4156.7
Canada < 40% 5004.9 6219.9 4809.5 3878.2
< 50% 6256.1 77749 6011.9 4847.7
< 60% 7507.3 0329.8 7214.3 5817.3
France < 40% 3851.6 4762.9 3685.1 3017.9
< 50% 4814 4 5953.7 46006.4 37724
< 60% 5777.3 7144 4 5527.7 4526.9
Germany <40% 3900.8 4716.4 37189 3101.4
< 50% 4876.0 5895.5 4648.6 3876.7
< 60% 5851.2 7074.6 5578.3 4652.1
Ireland < 40% 2437.0 3220.4 2289.8 1776.3
< 50% 346.2 4025.5 2862.3 2220.4
< 60% 3655.5 4830.6 3434.7 2664.5
Italy < 40% 3300.7 4046.0 31285 2503.8
< 50% 4125.9 5057.5 3910.6 31297
< 60% 4951.1 6068.9 4692.7 3755.6
Luxembourg < 40% 4538.7 5678.9 4361.8 3528.1
< 50% 5673.4 7098.6 5452.2 4410.1
< 60% 6808.1 8518.3 6542.6 5292.1
Netherlands < 40% 3064.7 3592.5 2827.2 2314.6
< 50% 3830.9 4490.6 3534.0 2893.3
< 60% 4597.1 5388.7 4240.8 3471.9
Sweden < 40% 3389.7 4059.4 3336.6 2840.2
< 50% 4237.1 5074.3 4170.8 3550.2
< 60% 5084.5 6089.2 5004.9 4260.3
United Kingdom < 40% 3703.0 4282.0 3341.3 2727.0
< 50% 4628.8 5352.5 4176.7 3408.8
< 60% 5554.6 6423.0 5012.0 4090.5
United States < 40% 52164 6343.0 49472 4034.2
< 50% 6520.5 7928.8 6184.0 5042.7
< 60% 7824.6 9514.5 7420.8 6051.3

Source: LIS micro data base, and OECD Annual National Accounts, 1992

Notes: <40 %, < 50 % and < 60 % refers to below 40 %, 50 % and 60 % of median adjusted income, respectiv
EQI refers to an equivalence scale with elasticity = 0.33 (survey-based scale), EQ2 to elasticity = 0.55
("policy based’ scale) and EQ3 to elasticity = 0.73 (OECD Social Indicators scale)
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Data limitati

Any research using the LIS data bhase must be restricted to the analysis of
money . income. Although some data files are actually based on family budget
surveys (Italy, United Kingdom), information on consumption expenditure of
households is not included in the LIS data bank. Also, the complex question of
income and benefits in kind can - for the time being - not be tackled with the
LIS data. This concerns, in particular, imputing values for education, health
care, housing, and food produced for own consumption. Initial results have been
computed for the United States (Smeeding 1985), but the attempt to assess
in-kind benefits on a comparative level for seven LIS countries is still in an
ongoing stage. A recent LIS Working Paper (Smeeding et.al. 1992) describes the
findings of a three~years research on this topic.

Many of the detailed secial income variables (V16 to V26 in Figure A.1l)

are not available separately for the several country files but are rather
incorporated in other variables, according to different social regulations in
member countries. For instance, the variables "disability pay" or "accident
pay" are, for some countries, included in "social retirement benefits™, for
others in "unemployment compensation"™. The variable V20 ("child or family
benefits") may include orphans pensions for one country, maternity pay for
another. It is therefore difficult to assess the role of one specific transfer
programme payment for cross-country comparisons. The study rather tends to
analyse aggregates, i.e. the effects of total transfer payments on the income
position.

Other data limitations are inherent in the sample design of the basic
surveys. First, there 1is a difference in the population c¢overage across
countries., The institutionalised population as well as the homeless are
excluded from all surveys except the ones for Germany and the Netherlands.
Moreover, there is the question whether the inclusion or exclusion of migrants
in the surveys has important consequences for the representativeness of the
data, In general, most of the Furopean and all non-European surveys try to
include all households, including illegal immigrants -~ sometimes through
oversampling. However, some Eurcopean countries {Germany, Italy, the
Netherlands) only cover the national civilian population. This may cause some
bias in the results for the very poor population.

The results for Austria have to be treated with care as this is the only
countyy which excludes entrepreneurs, and hence: entrepreneurial income, from
its survey (more precisely: entrepreneurs, if they are head of the household).
Sensitivity tests for other countries excluding this population showed that
this does not introduce serious bias for overall estimates of low income and
poverty based on disposable income: low-income rates at the 40%, 50% and 60%
level, using the 'policy~based’ equivalence scale differed not more than 2 to 5
percent (upwards or downwards), except for the Netherlands and Sweden where
this difference was between 10 and 20 percent (downwards) (see table A.5).

Another common problem of all surveys is that of nep-response. It has been
shown (Wolf 19290), that these are highest among the sub-population at the
bottom and at the top of the distribution. Hackauf et.al. (1991) show for the
German Transfer survey, that income non-response rates are 6% and 11% for
unemployed and self-employed, respectively, with an average non-response rate
of 4.7%.

A particular problem encountered during the computations was the coding of
missing values and pnopn-answers in the income variables of the micro data. Both
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are coded 0, as well as 'real’ zero income (which is possible in the case of
specific transfers). If this does not lead to serious bias in the case of
aggregates for disposable and gross income, there were problems for estimates
of distribution (Gini coefficients, and low-income gaps) for the very poor
population. It has therefore been decided to exclude all missing values for
computations of the Gini coefficient. This solution has also been adopted by
Saunders (1989) who came across the same problem in the German Transferumfrage.

About half of the country files contain cases with pegative disposable
income. This is particularly worrisome in the case of Ireland and the
Netherlands, where these concerns young families and single persons (see table
A.6). Although negative disposable income is theoretically possible (e.g. in
the case of debts), these cases are traditionally re-coded to a very low value
near zero. However, as in our comparative study five countries do not report
negative incomes at all, it has been decided to exclude these cases as well.

Another important question is that of the unit definition: it is not
possible for all country files to distinguish between households and families.
The data for Italy and the Netherlands are available only on household basis.
The Swedish definition is that of combined tax/administrative units. A specific
problem of the Swedish file relates to young units: Young adults, economically
independent but still living with their parents in a household are counted as
separate families; the share of the young population and, ceteris paribus, the
level of poverty, are therefore overestimated when using a family definition
and weighting {(as we did in the analysis in chapters V.B, VI, and VII.B). For
all other country files, data were available on a standardised family basis.
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Table A.5

Overall low income rates, for all persons and non-entrepreneurs

All All persons

persons excluding entrepreneurs

Australia 85/86 <40% of median 59 5.7
<50% of median 12.9 12.7

<60% of median 21.0 20.8

Austria 87 <40% of median 2.6 2.6
<50% of median 6.7 6.7

<60% of median 12.2 122

Belgium 85 <40% of median 1.9 1.9
<50% of median 4.4 44

<60% of median 10.7 10.7

Canada 87 <40% of median 1.5 7.5
<50% of median 12.1 12.2

<60% of median 18.1 18.0

France 84 <409% of median 39 38
<50% of median 7.1 6.8

<60% of median 13.2 124

Germany 84/85 <40% of median 27 28
<50% of median 6.4 6.5

<60% of median 124 12.2

Ireland 87 <40% of median 4.4 43
<50% of median 12.3 101

<60% of median 20.1 19.7

[taly 86 <40% of median 5.6 5.5
<50% of median 11.0 9.3

<60% of median 18.0 16.6

Luxembourg 85 <40% of median 1.7 1.6
<50% of median 5.1 52

<60% of median 10.8 10.6

Netherlands 87 <40% of median 1.9 1.4
<50% of median 39 3.1

<60% of median 8.3 7.5

Sweden 87 <40% of median 4.2 3.6
<50% of median 6.8 6.1

<60% of median 11.8 10.3

United Kingdom 86 <40% of median 39 34
<50% of median 8.7 7.3

<60% of median 17.3 15.8

United States 86 <40% of median 12.8 13.0
<50% of median 18.4 18.7

<60% of median 24.1 244

Source: LIS micro data base.
Entrepreneurs; Persons having incom
Low income rate: percent of families of each type whos

percentage of the median adjusted income. Inc

ome adjusted for family s

¢ from non-farm self-employment
e adjusted disposable income is below a certain
ize (equivalence elasticity = 0.55)

< 40%, < 50% and < 60% refer to below 40%, 50% and 60% of median income, respectively.
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Table A6

Units reporting negative and zero DPI (pereent of all units)

Total | Young familics] Old familics | Single persons Single parcnts | Sclf-cmployed

Australin 85/86 negative DPI 0.8 0.3 0.9 1.0 0.2 2.2
zero DPL 0.2 0.5 0.5 1.2 0.0 0.3

Austria 87 negative DPL 0.0 0.0 0.0 0.0 0.0 na
L zero DPI 0.0 0.0 0.0 0.0 0.0 na
Belgium 85 negative DPI 0.0 0.0 0.0 0.0 na na
zero DPL 0.2 1.8 0.0 1.9 na na

Canada 87 negative DPI 0.1 0.0 0.0 0.0 0.0 0.6
zero DPI 0.2 0.4 0.0 0.7 0.4 0.0

France 84 negative DPI 0.5 0.1 0.0 0.3 0.0 24
zero DPI 02 0.7 0.0 1.3 0.0 0.2

Germany 84/85  negative DPI 0.0 0.0 0.0 0.0 0.0 0.0
zero DPI 0.0 0.0 0.0 0.0 0.0 0.0

Ircland 87 negative DPI 2.2 0.0 1.5 0.6 0.0 na
zcro DPI 0.0 0.0 0.2 0.0 0.0 na

laly 86 negative DPI 0.0 0.0 0.0 0.0 0.0 0.0
zor0 DPI 0.0 0.0 0.0 0.0 0.0 0.0

Luxembourg 85  megative DPI 0.0 0.0 0.0 0.0 0.0 0.0
zcro DPI 0.1 0.6 0.1 1.3 0.0 0.0

Netherlands 87 negative DPI 1.2 14.5 0.0 5.7 0.0 4.7
zero DPI 0.3 4.8 0.0 1.9 0.0 0.0

Sweden 87 negative DPI 0.3 0.0 0.2 0.4 0.0 1.8
zero DP] 0.1 1.1 0.0 0.4 0.0 0.0

United Kingdom 86 negative DPI 1.1 0.9 0.1 1.0 0.5 1.8
zcro DPI 0.1 0.1 0.0 1.0 0.0 0.0

United Stalcs 86 negative DPI 0.3 0.1 0.0 0.4 0.1 na
zero DP1 0.4 2.8 0.2 1.6 1.1 na

Source: LIS micro data base

Y ounyg families: familics headed by a person below age 25
Old amilics: families headed by a person ol age 65 or over
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