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i A growing number of researchers have documented the phenomenon of
polarization in the Canadian labour market (e.g., Beach and Slovstve, 1993;
Burbidge, Magee and Robb, 1993; Economic Council of Canada, 1990; Freeman and
Needels, 1991; MacPhail, 1993, Morisette, Myles and Picot, 1993). Researchers
in the US have found evidence of an even greater degree of polarization in the
US (see Levy and Murnane, 1992 for a survey). Gottschalk and Joyce {1992} use
data from the Luxembourg Income Study to argue that evidence for polarization
can also be found for Australia, the Netherlands, Sweden and the United
Kingdom, though the severity of polarization varies across countries.

What are the implications of these labour-market developments fo; trends
in the experience of poverty? If workers at the bottom of the earnings
distribution are losing ground - in terms of wage rates, in terms of hours or
both -- does this mean that more families are poor? Given the systematic
patterns in who is losing out in the labour market, do we.a1so observe
systematic changes in the experience of poverty?

There is not, of course, a one-for-one connection between low earnings

and family poverty. Some individuals losing out in the Tabour market may be

shielded from poverty because they have spouses or other family members with

employment. Of course, in some cases, additional household members may be

induced to enter the labour market to help compensate for the labour-market
difficulties of other household members and to help held family income above
poverty level. Moreover, inadequate earnings from the labour market may not
result in poverty if sufficiently supplemented with government transfers.
This paper examines the link between labour markets and poverty in

- Canada and in three other advanced industrial countries -- Australia, Sweden

and the United States.



Section 1 outlines the data employed. Section 2 discusses changes

between the early and mid/Tate 1980‘s in the incidence and depth of poverty,

at the national level and for important demographic sub-groups. Section 3

uses probit analysis to assess which household characteristics are associated
with the highest probability of poverty. Section 4 concludes with a

discussion of social policy implications.

1. Data

Microdata for this research are drawn from the Luxembourg Income Study,

a unique collection of internationally comparable microdata surveys

contributed by individual countries and housed in Luxembourg. Data are easily

accessible to remote users via the EARN/BITNET system. See de Tombeur,

et.al., 1993 for a detajled description of this resource.
Data are available at two points in time -- the early and the mid/1ate

1980s -- for each of the countries included in this analysis. The countries

chosen for this project were, in part, dictated by the requirement that
changes over time be observable. {See Appendix A for a-description of the
data sets included in LIS for the countries studied here.) HNote, however,

that with data for only two time periods, we are limited to observing changes

from one period to the next rather than trends in the experience of poverty.

(Poverty rates may have fallen, then risen again between the first and second

survey year.) Note, as well, that unemployment rates were slightly higher in

the second time period than in the first for Australia, Canada and the US.
Unemployment rates were slightly Tower in the second time period for Sweden.

(See Appendix Table C.1.) In no case are we comparing time'periods at

dramatically different stages of the business cycle. Nonetheless, since



poverty is importantly linked with employment experiences (see, for example,
Phipps 1991), it would have been ideal to have, for each country, data '
available for two years with exactly the same rates of unemployment.
Unfortunately, this was not possibie for this project.

The basic unit of analysis was, where possible, chosen to be the family
(though the terms househald and family will be used interchangeably throughout
the text). The exception was Sweden, where ‘tax units’ were the only option
avajlable. Unmarried children greater than eighteen are counted as separate
‘tax units,’ even if they are still living with their parents. Thus, for

Sweden, we will be understating family size and over-estimating the number of

young, single individuals. It is also important to note that ‘married’ means

legally married or living in a ’'de facto’ married state for all countries
except the US, where only legal marriages are recognized in the data.
Finally, the definition of a ‘child’ differs across the countries. In Canada
and the US, no age restriction is.imposed. In Sweden, children must be less

than 18 years. In Australia, children must be less than 15 or between 15 and

20 years and full-time students.

Following the current consensus among researchers in the field of
international poverty comparisons, a family unit is defined to be poor if it
has an equivalent income less than 50 percent of median gross (i.e., post-
transfer but pre-tax) equivalent income for the country. This is a relative
definition of poverty. Equivalent income is defined as household gross
income divided by the appropriate household equivalence scale. The
equivalence scale chosen is that recommendéd by the OECD in which the first
adult in the family is assigned a value of 1.0, additional adults qu_0.7 and
children add 0.5.7 (This.gquivalence scale_dfffers s]ight]y from thét implicit
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in the Statistics Canada Low-Income Cut-offs.) A gross income poverty line is

chosen since this is the approach to measuring poverty most familiar to policy

analysts in Canada.’

2. Changes in the Incidence and Depth of Poverty
2.a Changes for the Population

Table 1 documents changes in the incidence and depth of poverty at the
national level using three alternative income concepts. First, we ask "How
many families would be poor if they relied entirely on the wages/salary of the
household ‘head.’? Next, we ask how many families would be poor if they also
had access to the earnings of other family members and to self-employment
income. These first two income concepts relate to ‘market generated’ poverty.
Finally, we ask how many families are poor in terms of gross income --
including transfers. Thus, the final category relates to poverty which

remains after government intervention through the welfare state.

Notice, first, that roughly 50 percent of families would be poor in all
countries studied if they had to rely solely on the wages/salary of the

head.? Thus, in aggregate, we observe very similar outcomes in terms of

' The 50 percent of median income definition yields poverty lines which are
very close to the Statistics Canada LICO’s, if the same equivalence scale is
chesen. See Sharif and Phipps, 1994 for an illustration. Notice that measuring
‘family’ poverty assumes that resources are shared equally within the family.
If this is not true, then we may be over- or under-estimating the poverty
experiences of individual members of families. See Phipps and Burton, 1993 for
a discussion and illustration of this point.

2 In most of the data sets employed, the man in a ma]e/fema]é cbuple is
designated as the household ‘head.’ Otherwise, a single individual or single

parent is the ’head.’

3 These numbers include the elderly, most of whom have no labour-market
earnings.
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market-generated poverty across the countries despite important differences in
labour-market institutions. For example, collective bargaining is much more
pervasive in Austraiia and Sweden than in Canada, or especially, the US. See
Appendix Table B.4.

Second, notice that for Australia and Canada there has been little
change over the study period in the incidence of perrty according to this
measure. However, more families would be poor in the mid/Tate 1980s in both
Sweden and the United States if forced to rely solely on the wages/salary of
the head.

When the earnings of other fam{Iy members as well as self-employment
income are added to household resources, the incidence of poverty drops
markedly in all countries from about 50 percent to roughly 40 percent in
Australia and Sweden and to about 35 percent in Canada and the US. It is
interesting to note that the countries with more centralized wage-setting
institutions actually generate higher levels of poverty in terms of family
earnings. (However, this is not true for all demographic sub-groups as will
be noted through the text.)

Additional earners are clearly vital to the prevention of poverty for
many families. However, by the mid/late 1980’s, family earnings were somewhat
less effective in keeping families out of poverty in Canada, Sweden and the
US. This was not true in Australia.

When we move from family earnings (including self-employment income} to
famiiy gross income (which involves adding capital income and most importantly
for lower-income families, transfers), the incidence of poverty again falls

markedly. For Australia, Canada and the US the incidence of poverty dropslby

roughly 20 percentage points (slightly less in the US). For Sweden, the



incidence of poverty drops by about 35 percentage points. Thus, when
transfers are added, the incidence of poverty is much lower in Sweden than in
any of the other countries. In Sweden, the state plays a much larger role in
eliminating poverty generated in the labour market.

Over the period under study, the incidence of poverty measured using
gross family income has increased in all countries except Canada where there
| has been a very small reduction.* The largest increase occurred in Sweden,
though it is important to remember that even with major increases in the
incidence of poverty between 1981 and 1987 in Sweden, the incidence of poverty
(11.1 percent) is still only about half what is observed in Australia (19.2
percent) or the US (21.3 percent). In all countries except the US, the

average depth of poverty has fallen slightly over the period.

2b. Changes in Family Poverty by Gender of Reference Individual

While interesting, aggregate measures of the experience of poverty in a
country can mask what is happening to important demographic sub-groups. This
section of the paper examines changes in the experience of poverty separately
for male- versus female-headed families.® Tables 2, 4 and 6 document changes
in the incidence and depth éf poverty separately for these two groups using
the three income concepts employed in section 2a (i.e., earnings of head,
family earnings, gross family income}.

A first very important point to notice is that female-headed families

* The small reduction in the over-all incidence of poverty in Canada is.due
to a reduction in the incidence of poverty among the elderly. If the elderly are
removed from the sample, the incidence of poverty in Canada increases over.the

period from 22.8 to 24.7 percent.

S pecall that in most of the countries studied, if a man is present in the
household, he is designated as the ‘head.’



experience a dramatica11¥ higher incidence of poverty in all countries,
regardless of the measurerf income employed. This basic fact has not changed
during the 1980’s. The average depth of poverty e*perienced by female-headed
families is typically deeper than that experienced by male-headed families,
though the differences in depth are much smaller than the differences in
incidence, particularly once transfer income is included. (In Sweden, and
using gross income to measure family resources, the depth of poverty is lower

for female-headed families than for male-headed families.)

If families only had access to the earnings of the head of household, 60
to 70 percent of female-headed families would be poor while only 40 to 45 v
percent of male-headed families would be poor. In all countries, there have
been small increases in the incidence of poverty among female-headed
households using only earnings of head as a measure of family resources.
However, in most cases, these changes have been quite small. (See Table 2.}
There has been no change in the incidence of poverty among male-headed
households in Australia and Canada, but noticeable increases in Sweden and the
United States.

When other family earnings are added to household resources, much larger
reductions in poverty are noticeable for male-headed households. Again,
recall that the male partner is almost always labelled the ‘head’, if present.
Thus, almost all couples will be Tabelled male-headed and will have the
passibility of using spouse’s earnings to reduce family poverty. Families
without a second potential earner do not have this potential ’‘escape route’
from poverty. {(Of course, it should be remembered that a second‘incomg
certainly does not ensure that a family will estape ﬁoverty._ Mofoe&gr;iét-is

quite possjble, in situations of highrpnemployment, that spouses will not be



able to find paid employment.)

Table 4 indicates that the incidence of poverty in terms of total family
" earnings is higher for both male-headed and female-headed families in the
mid/late 1980’s than in the earlier time pericd. (The one exception is for
male-headed families in Australia.)

Finally, when poverty is measured using family gross income (i.e., when
capital income and transfers are added), Table 6 indicates that the incidence
and depth of poverty drop substantially for both mé]e- and female-headed
households in all countries and years. Transfers are of vital importance for
the prevention of poverty for many fami]fes in all countries, though transfers
are most effective in Sweden. For example, in 1981 the incidence of poverty
"fell from 62.3 percent to 8.4 percent for female-headed households. In
Canada, in the same year, the incidence of poverty was reduced from 55.0
percent to 29.4 percent.

Table 6 indicates that the incidence of poverty was higher in the
mid/late 1980’s than in the early 1980‘s for female-headed households in
Australia, Sweden and the US and lower in Canada. The magnitude of the changé
was particularly noticeable in Sweden (from 8.4 to 17.1 percent), though again
it is important to note that the incidence of poverty among female-headed |
households was still much lower in Sweden than in any of the other countries

studied. The incidence of poverty increased over the period studied for male-

headed households in all countries.
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2c. Changes in Family Poverty by Age of Reference Individual

One of the most striking changes in family poverty between the early and
mid/Tate 1980‘s in Canada, Sweden and the United States was the increase in
the incidence of poverty among fami]ies with young (less than 25 years) heads.
First, Table 2 indicates that if young families had been forced to rely solely
on the labour-market earnings of the household head, very large increases in
the incidence of poverty would have been observed (7.9 percentage points in
Canada, 7 percentage points in Sweden and 13.4 percentage points in the US).°®
While the incidence of poverty falls in all years and countries when the
earnings of other family members are added to houséhon resources, there has
still been an increase in the incidence of poverty among young families in
Canada, Sweden and the US relative to the the early 1980's (an increase of 8
percentage points in Canada, 6 percentage points in Sweden and 10.7 percentage
points in the US). Of course, a majority of young people are not ’‘married’
and do not, therefore, have the potential support of spouse’s earnings to help
bring incomes over poverty level. (See Table B.2.)

Research on polarization in the Tabour market (see, for example, Beach
and Slotsve, 1993; MacPhail, 1993; Levy and Murnane, 1992; Gottschalk and
Joyce, 1992) has demonstrated that ycunger workers have been losing ground
relative to older workers in all of the countries studied. This growing
disadvantage in the labour market appears to have resuited in a growing

inability of younger families to support themselves above poverty level using

® In the first time period, the incidence of poverty among young families,
in terms of earnings of the head, was nearly identical in Canada, Sweden and the
US (about 40 percent). Canada and Sweden again appear very similar in 1987
(about 47 percent of young families are poor by this measure}, but conditions
became even more unfavourable for young families in the US (about 54 percent

poor).
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only their own earnings. .

From a policy perspective, it is important to remember that a
significant number of young people (less than 25) have children to support.
In Canada, 16 percent of families with a reference individual Tess than 25
years of age contained children in 1987 (about one third of these were single
parents). In the US, 27.4 hercent of families with a young reference person
contained children (about equally divided between single parents and couples
with children -- see Table B.2). Thus, increased poverty among young adults
means increased poverty among some children, with all of the associated
negative externalities.

It should also be noted that when economic times are difficult, some
young people return to their parent’s home for support. Except in the case of
Sweden,’ these young people who had previously formed family units of their
own will disappear from the sample of families. It seems important to
remember that in such cases there may still be labour market problems, though
these difficulties ’disappear’ from our analyses when parental units are re-
joined.

Table 6 addresses the question: "To what extent do transfers relieve
the boverty which would otherwise be experienced by families with young
heads?” While extremely important, the evidence presented in this table
suggests that transfers do not go as far in relieving the poverty experienced
by youth as they do for the population as a whole. For example, in Canada in

1987, the ratio of the incidence of poverty for the entire population using

? Qacall that the Swedish ‘tax units’ treat all young people over the age
of 18 as separate units, whether or not they still reside with their parents.
Thus, we will be over-estimating the number of Swedish youth who live alone and

over-stating the incidence of poverty among them.
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_fami]y earnings to the incidence of poverty for the entire population using
gross family income is 2.32. For families with young heads, the equivalent
ratio is 1.18. For the US in 1986, the ratio of the incidence of poverty for
the population using family earnings to the incidence of poverty for the
population using gross income is 1.80. For families with young heads, the
equivalent ratio is 1.11. For Sweden in 1987, the equivalent ratios are 4.07
for the population and 2.63 for young families.

Thus, while transfers certainly assist young families, many are still
left in poverty. In Sweden and Canada, they constitute the poorest age group
in both years. In the US, the elderly had a higher incidence of poverty in
1979, but poverty among young families was highest by 1986. There has thus
been a change between the early and mid/late 1980°'s in the direction of
markedly increased poverty among young families. Transfers help, but do not
entirely offset the adverse labour market experiences of the young.

Australia is the interesting exception to the story of deteriorating
economic circumstances for young families. In Australia, even if young
families were forced to depend solely on the earnings of the household bead,
poverty rates would have fallen over the time period studied. ' Moroever,
poverty rates are much lower . in absoluté terms in any year than those observed
in Canada, Sweden or the US. (In 1985, 32.1 percent of young Australian
families would have been poor if they relied only on earnings of the head;

47.1 percent of young Canadian families would have been poor in 1987; 47.6

percent of young Swedish families would have been poor in 1987; 53.8 percent

of young US families would have been poor.) The lower poverty rate§
experienced by Australian youth at the end of the study period is also

observed when total family earnings or family gross income are used as the
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measure of resources.
While the period of study for Australia {1981-1985) ends slightly sooner

than for the other countries (1981-87 for Canada and Sweden; 1979-86 for the
US), these changes nonetheless seem extremely interesting and suggest that
study of the Australian labour market would be worthwhile for policy-makers in
other countries concerned about the plight of the young. Gottschalk and Joyce
(1992) report that young Australian full-time workers have fallen behind older
full-time workers -- the ratio of median real wages Qnd salaries fell from
0.911 to 0.862 between 1981 and 1985. However, the equivalent comparison for
the US (1979-86) is 0.784 to 0.676. Thus, Australian young people started in
a much better position relative to older workers.

A rather informal investigation of the unique characteristics of the
Australian labour market suggests several hypotheses about why Australian
youth may fare relatively well. Perhaps most importantly, wage levels are not
purely market-determined in Australia. Basic wages -- ‘award levels’ -- are
established for each occupation by State and Federal wage tribunals. These
are legally enforceable minimum wages. Award levels were orginally determined
as ‘that which is necessary to support a man, his wife and their children
1iving in a civilized community"” plus a margin for the'value of the work
performed. (For example, occupations deemed to require greater skill would
receive a higher award level.) In 1983, about 83.6 percent of men and 89.7
percent of women were covered by this system of wage setting. While ‘over-
award’ wages are possible, they are not common (Gregory and Anstie, 1987).

An example of the powerful influence of the wage tribunals in.Auﬁtfa1ia
can be found in the story of the implementation of a bo]icy of equal péy fo;

men and women. Before 1975, award levels for women were typically set at 75
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percent of the award levels for men in the same occupation. In 1972, the
federal wage tribunal, The Commonwealth Conciliation and Arbitration
Commission, decided in favour of a policy of equal pay for equal work, to be
fully implemented by June 1975. Researchers agree that this action was
extremely effective in reducing the male/female wage gap (Gregory and Anstie,
1987, Mitchell, 1984). Gregory and Anstie (1987) report that the ratio of the
average award rate for women to the average award rate for men climbed from
about 72 percent (1950-69) to about 92 percent after 1975. Moreover, female
employment continued to increase as a share of male employment throughout the
périod regardless of the measure of employment used (e.g., hours, full-time
Thus, the large change in relative male/female wages did not seem

workers).
to affect relative employment levels of male and female workers {Gregory and

Anstie, 1975; thche1], 1984} .

The powerful Australian wage tribunals may also have had an important
influence on relative youth/adult wages. First, according to Mitchef] (1984},
‘the Australian award decisions tend to compress the wage structure because
the system attempts to be equitable, thereby protecting the weak at the bottom
of the wage ladder’ (p. 182). Mitchell (1984) presents statistical evidence

that the Australian wage distribution is compressed relative to the market-

determined wages received in the US. Since young workers, other things equal,

are at the bottom of the wage ladder, this wage compression will be to their
advantage. Further, in the mid-1970's, there was an explicit increase in
youth awards relative to those for adults in response to local shortages of
entry-levg] workers. This may help to explain why youth started in a_bétfer
position relative to adults in Adstralia than in the other countrfes studied

(see Gottschalk and Joyce, 1992). Further, continuous indexation of wages
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from 1975 (with the exception of 1981 and 1982) would help to preserve real
wages for Australian youth. |

Mitchell (1984) also discusses a variety of job-training and vocational
programmes aimed primarily at youth which were initiated in the mid-1970's.
While these may have had an influence, he argues that the influence would have
been relatively small, since job-training programmes will only be of real
benefit in periods of low unemployment.®

The other interesting trend which appears when we examine the poverty
experiences of different age groups separately is that trends in poverty for
the elderly have been quite different in the four countries studied. (This
discussion focusses on poverty measured in terms of gross income since few
"~ elderly families depend primarily on labour market earnings.) The incidence
of poverty has increased slightly for families with elderly heads in Australia
and decreased slightly in the US. In Canada, there has been a large drop in
the incidence of poverty among elderly families (from 22.0 percent to 12.8
percent) with Tittle change in the depth of poverty. On the other hand, in
Sweden there has been a large increase in both the incidence and depth of
poverty (from 5.8 percent to 11.4 percent and from 0.08 to 0.14,

respectively). These trends are important, but since they are not directly

linked to labour markets, they will not be pursued here.

8 Another important institutional difference between.Australia .and, for
example, Canada, is that young adults in Australia are eligible to receive
unemployment insurance benefits, although at a lower rate than adults, without
any previous labour-market attachment. Many would argue that this should
generate labour-market problems, though Australian econometric studies cannot

find evidence of any dis-incentive effects.
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2d. Changes in Poverty by Family Type

Tables 3, 5 and 7 report the incidence and depth of poverty for families
categorized as ‘singles,’ ‘couples,’ ‘couples with children’ and ’‘single
parents.’? A first very important point to notice is that despite small
changes, the basic fact that single-parent families are overwhelmingly the
most poor group in Australia, Canada and the US has not changed over the
period of the 1980‘s. (For example, in the later time period, 53.2 percent of
single-parent families were poor in Australia, 48.8 percent were poor in
Canada and 53.9 percent were poor in the US. See Table 7.) This issue
remains a critical social policy problem in all three countries.

While single parents are also a relatively poor group in Sweden, only
8.5 percent of such families were poor in 1987 -- a much smaller share. It is
also interesting to note (see Table 3) that the earnings of single parents in
Sweden are better able to suppdrt their families than are the earnings of
single parents in the other countries studied. Table 3 indicates that (in the
second time period) 52.5 percent of Swedish single parent families would have
been poor if relying solely on the earnings of the head. In Australia, 72.4
percent would have been poor. In Canada, 69.0 percent would have been poor
and in the US 69.1 percent would have been poor.

With respect to changes in the poverty experiences of families of

different types, the most significant have been for families with children

® More precisely, ’singles’ are families in which the head is not married
“and there are no children present. ‘Couples’ are families in which the head is
‘married’ but there are no children present. ‘Couples with children’ are
families in which the head is ‘married’ and children are present. :’Single
parents’ are families in which the head is not married and children are present.
Recall that 'married’ includes common-law relationships in all countries except

the US.
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present.’® If couples with children were forced to rely only on the |

earnings of the head of household, there would have been more poor families by

the mid/late 1980's in Sweden and the US and fewer poor families in Canada and

Australia. For couples with children, earnings of other family members
significantly reduce poverty. S5till, the same changes -- increased incidence
of poverty in the US and Sweden and reduced incidence of poverty in Canada and
Australia -- are apparent. Finally, transfer income helps reduce the
incidence of poverty for couples with children in all countries, but the
degree of assistance provided varies markedly. For example, there is a 12.7
percentage point reduction in the incidence of poverty in Sweden in 1987 and
only a 3.4 percentage point reduction in the US. The adverse effects of
labour market conditions are offset to a much larger degree in Sweden than in
the US -- Teaving relatively few couples with children poor in Sweden.

Over-all, using gross income to measure poverty, there has been a
significant upward trend in the poverty experience of US couples with children
(from 13.3 to 17.1 percent), very small increases in Australia and Sweden and
virtually no change in Canada.

For single-parent families, there has been a decline in the ability of
head’s earnings to keep families.out of poverty in Canada and Sweden, an
improvement in Australia and almost no change in the US. (Again, notice that
the earnings of the family head are much more likely to keep Swedish single
parents out of poverty than is true in the other countries.} In terms of

gross incomes, Table 7 indicates an increase in the poverty experience of

" one exception is the significant increase in the incidence of poverty --
measured using gross income -- for single individuals in Sweden (from 9.9 percent
to 17.7 percent). This change does not appear to be linked with labour-market

experiences.
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single parent fami]igs in Australia, Canada and the US and a small decrease in

Sweden (again, despite a change in the opposite direction in terms of

earnings).

2e. Changes in Family Poverty by Number of Earners

Table 5 indicates that employment is far from a guarantee that a family
will escape poverty (see also 0'Connor and Smeeding, 1993). In all countries,
earnings became less able to support the family above poverty level . By the
end of the study period, roughly 40 percent of Swedish families with one
earner would have been poor based solely hn family earnings, about 30 percent
of Canadian and US one-earner families would have been poor and about 20
percent of Australian one-earner families would have been poor. Even two
earners often did not generate enough income to lift families above poverty
level based on earnings alone, and the severity of this problem increased in
all countries through the 1980’s. At the end of the study period, about 13
percent of two-earner families in Canada, Sweden and the US would have been
poor based on family earnings; 8.4 percent of Australian two-earner families
would have been poor.

Government transfers in all cases reduced the incidence of poverty among
one-earner families, but the trend observed in Table 7 is nevertheless toward
increased poverty for families with one earner. Similarly, after the
inclusion of transfers, the trend for two-earner families is to a higher
incidence of poverty {though in Canada this change is rather small)}. Thus,

labour markets do seem to have generated a higher incidence of poverty which
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has. not entirely been off-set by goverament transfers.’

Further, it is interesting to note that the proportion of familfes with
one earner dropped and the proportion of families with two or more earners
increased through the 1980‘s in every country. (See Appendix Table B.i.}
This change is particularly marked for Australia where 24.5 percent of
families had two or more earners in 1981 while 36.0 percent had two or more

earners in 1985. In Canada, 43.1 percent of families had two or more earners

in 1981 and 45.2 percent had two or more earners in 1987. The rate of

increase is not so large in Canada, but both starting and ending Jjevels are
higher. Thus, it seems likely that many families responded to poor labour
market conditions with increasing rates of labour-force participation for

family members as one way of attempting to avoid poverty.

3. Probit Analysis of the Determinants of Family Poverty

This section of the paper supplements the descriptive statistical
analysis of changes in the incidence of poverty by conducting a simple probit
analysis of the characteristics associated with a higher probability of
poverty in each country and year. In this way, we can determine whether, for
example, young families are more likely to be poor once we have control]ed for
other important influences such as number of dependant children and employment

status.
For each country and year, the dependent variable is a dummy variable

M Given the focus in the polarization literature on the role of education
(e.g., Bound and Johnson, 1992; Freeman and Needels, 1991; Katz and Murphy, 1992;
Levy and Murnane, 1992) it would be interesting to compare trends in poverty
4internationally for families in which the head has different levels of education.
However, the Swedish data do not provide the information necessary for this

analysis.
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set equal to one if the family is poor, equal to zero otherwise. The list of
explanatory variables include a set of dummy variables to indicate the age of
the household head {the excluded category is 45-64), dummy variables to
indicate whether the household head is a single man or a single woman (with
couples the excluded category), a continuous variable denoting the number df
children present in the family,'? a set of categorical variables to .indicate
whether the family had zero, two or more than two earners (with the excluded
category being one earner) and, finally, for all countries but Sweden'a
dummy variable indicating that the head is employed full-time, full-year
outside the home.'

Results of the probit analysis are reported in Table 8. In general,
these confirm the results of the descriptive analysis discussed in section 2.
The probability of being poor increases, other things equal, if the family
head is less than 25 years of age in Canada, Sweden and the United States and
falls in Australia.’® There is a decreased risk of being poor for families

with elderly heads, other things equal, .in Australia and Canada and an

2 The rationale for using the number of children rather than the total
number of family members was that additional adults are more likely to be self-
supporting than are children. This will not be true, of course, in the case of

the very elderly or disabled.

'3 The 1981 Swedish data indicated only whether the head of household worked
for pay full-time and not whether he or she worked full year. Experiments with
using just the full-time indicator did not prove successful. The 1987 data do
provide this information and probit estimates for 1987 including the full-time,
full-year variable are provided in Appendix Table C.1 for comparison with the

other countries.

* Full-time is defined as 35 or more hours per week. Fu]]-year’is defined
as 40 or more weeks of emp]oyment per year. '

'S If we construct conftdence ‘bands of two standard errors around the
earlier and the later parameter est1mate for each country, the bands do not

- overlap.
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increased risk in Sweden.'® There is no change in the probability of
poverty for elderly families in the US.

Additional children are associated with a higher risk of poverty, other
things equal, in all countries and time periods. This risk has increased
significantly over the time period studied in Australia and the US. (Again,
confidence bands of two standard errors do not overlap.)

Being a single parent is associated with a higher probability of poverty
in all time periods in Australia, Canada and the US. .(The estimated
coefficient is particularly high in the US.) However, for Canada and the US,
there have not been major changes in the probability of poverty for single
parents. For Australia, there has been a significant increase in the
probability of poverty for single parents. In Sweden, single parents are
significantly less likely to be poor than are couples, controlling for other
factors. This is a major difference between Sweden and the other countries
which is not evident from the descriptive analysis presented earlier.

Not surprisingly, families with zero earners are significantly more
likely-to be poor than families with one earner in all countries and time
periods except Sweden, 1987. Moreover, quantitatively, this effect is very
large; In Canada, over the period under study, the difference in
probabilities of poverty for zero and one-earner families fell significantly.
For Australia, the difference increased.

Again, not surprisingly, families with two earners are always
significantly less 1ikely to be poor than families relying on just one earner.

This is true for all countries and time periods. However, the difference in

18 pgain, confidence bands of twoc standard errors do not overlap for Canada
and Sweden. Confidence bands of one standard error do not overlap for Australia.
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probabilities of poverty for one- and two-earner families is smaller than the
difference between families with zero and one earner. The only significant
change in estimated relationships is for Australia, where the difference in
probabilities of poverty between one- and two-earner families fell over the
period of study.

Finally,.fami]ies in which the head is employed full-time, full-year
outside the home are in all cases less likely to experience poverty than other
households. This effect is large in all cases and unchanging over the 1980's
for Canada and the US. For Australia, having a full-time/full-year head is

less important for reducing poverty probabilities at the end of the period

than at the beginning.'’

4. Policy Discussion and Conclusions

Micro-data from the Luxembourg Income Study indicate that through the
1980‘’s, labour market earnings became less adequate to support families in
Canada, Sweden and the United States. {This was not true in Australia.)
Roughly 40 percent of all families would have been poor if they had relied
only on the labour market for resources. Moreover, for these potentially
poor families, average income pre-transfer was only about 20 percent of
poverty income.

Given the existence of government transfers in these countries, the
actual experience of poverty was much lower -- roughly 20 percent in

Austra]ia,VCanada and the US and roughly IO'percent in Sweden. For Canada,

7 Recall that the full-time, full-year dummy variable could not be included
for both years of the Swedish data. See Appendix Table C.1 for the 1987 probit
results using this variable. As for the other countries, hav1ng a fu11 time,
- full-year head reduces a fam11y s chances of being poor.,' :




23

aggregate poverty measured using gross income fell very slightly over this
period as a result of large reductions in the incidence of poverty among the
"elderly. (If the elderly are excluded, the incidence of poverty increased in
Canada.) For the other three countries, aggregate poverty measured using
gross family income increased -- very slightly for Australia and the US but
quite markedly for Sweden. (However, it should be kept fn mind that the
actual level of poverty in Sweden even at the end of the period was much lower
-- about half-- than that which existed in the other countries.)

However, from the perspective of social policy, it is not sufficient
merely to observe changes in aggregate measures of poverty. The more
important question to ask is whether systematic changes in the labour market
experiences of particular sub-groups have resulted in significant changes in
the poverty experiences of these groups. This paper provides evidence for.the

following policy-relevant ’changes’ in poverty:'®

1. Families with young heads have experienced significant increases

in poverty, except in Australia.

2. Single-parent families continue to experience shockingly high
rates of poverty. Single-parent families have much lower rates of
poverty in Sweden than in the other countries studied, both

because they fare better in the labour market and because they

receive more generous transfers.

8 The absence of .a change can sometimes be very important -- for example,
when there. is no improvement in the poverty experiences of a highly vulnerable

group such as single-parent families. '
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3. In all countries, more families had multiple participants in the
labour force by the mid to late 1980‘s than at the beginning of
the period, but having two earners was less of a guarantee against
poverty. While employment is an extremely important means of
reducing poverty for many families, significant numbers of
families with two earners did not generate sufficient earnings to

avoid poverty (about 13 percent in Canada, Sweden and the US in

the mid/late 1980's).

Consider, first, the policy implications of increased poverty among
youth. Improved programmes for training and education are vital. However,
this alone will not be enough if labour market conditions remain as bad for
young people as they have been in recent years. Excellent training is
obviously of limited use to those who cannot find jobs -- preferably good jobs
with long-term prospects fbr advancement. Preliminary investigations suggest
that centralized wage-setting institutions in Australia may help to explain
the superior labour-market experiences of young people. Future research
should seek a more detailed explanation of_this possibinty.

The continuing extremely high rates of poverty experienced by single-
parent families is also a vital issue for social policy. In this case, an
examination of the Swedish situation might generate helpful policy options.
First, it is important to emphasize that Swedish single parents are much less
likely to be poor both because they receive generous transfers and because
their tabour-market earnings are more likely to Support families ébove poverty
~ level than are the labour-market earnings of single parents in the other
' countries studied,"Sincg most single pargnts-are women, it is re]evant“that
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gender differences in labour-market outcomes are much smaller in Sweden than
in Canada.'® Equal pay policies are very important for single-parent
families. They are also very important for any families depending on a
women’s earnings to stay above poverty level -- this is true of a large and
growing number of couples as well.

Swedish single parents may also fare betfer in the labour market because
Sweden provides a number of policies which are very supportive of parents in
the labour market -- acknowledging some of the difficulties women face in
combining workplace and family responsibilities. For example, 80 percent of
Swedish children (aged 3 to school age) attend publicly funded childcare while
only about 15 percent of Canadian children are enrolled in publicly funded
childcare (Gauthier, 1993)}. Moreover, Swedish parents receive more generous
and flexible maternity/parental leaves and are entitled to temporary leave for
the care of sick children (up to 10 years of age) of up to 60 days per child
per year. Canadians might consider adopting similar programmes which would
also be of tremendous benefit to the increasing number of two-earner families
with children.

Swedish single parents also fare better because they receive more
generous transfers than do Canadian single parents. One important example is
the universally provided family a]]ﬁwance payment which is available to
families with children in Sweden.?® (Such a transfer could be of enormous

benefit to poor couples with children as well.) Advance maintenance payments,

9 phipps and Burton, 1993 report that in 1987 the ratio of female to male
earnings for individuals aged 25-55 with some positive earnings was 54 percent

in Canada and 63 percent in Sweden.

2 phipps, 1993 reports that in 1987 average child benefits received by
Swedish families with children consituted 9.7 percent of average Swedish income.
In the same year, the equivalent figure for Canada was 2.5 percent.
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ensuring that 100 percent of Swedish single mothers receive child support,
also provide an important source of income. {See Phipps, 1993 for a more
detailed discussion of the programmes available in Sweden.)

Much of the policy discussion above is also relevant for the growing
number of two-earner families living in povekty. Not just ‘any job’ {or any
two jobs) will provide a family with a standard of living above poverty level.
As was true for youth, we need to think about the creation of 'good jobs’ with
security and decent wages. We must also remember that with a growing number
of two-parent families, labour-market institutions must be structured to

recognize that workers have home as well as workplace responsbilities.
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