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l. Introduction

This paper explores differences in economic well-being across cohorts of the population in
four modern nations (Canada, Sweden, United Kingdom, and United States). It focuses on relative
incomes within countries, poverty rates and social expenditures by age group over the 1974 to 1994
period. Cross-national patterns of level (most recent year’s data) and trend are both explored.

Thiswork followsin the long tradition of Richard Easterlin to examine patterns of economic
change over the life cycle from a cross-national perspective. Ultimately, economists are primarily
interested in the ways in which individuals respond to economic conditions in terms of choice of
housing arrangements, marriage, childbearing, and work status (i.e., decisions such as schooling and
retirement) (Easterlin 1987; Easterlin, MacDonald, and Macunovich 1990). And our work will
eventually explore each of these arenas from a cross-national perspective. This paper should

therefore, be seen as an appetizer for awider range of in-depth explorations to follow.

Il. Data and Technical Details

The datafor this paper come from the Luxembourg Income Study (L1S) database, a collection
of almost 100 household surveys in 27 countries spanning the 1970 to 1995 period. LIS has been
widedly used over the past decade to examine relative economic well-being, poverty, and inequality
across a large number of nations (e.g., Atkinson, Rainwater, and Smeeding 1995; Gottschalk and
Smeeding 1997). Here we select four countries with consistent high-quality data over a 17 year
period. These nations were also selected because of their similarities and differences. The United
States and the United Kingdom have experienced rapid secular increases in inequality and in relative
poverty over this period (Gottschak and Smeeding 1997; Smeeding 1997). Inequality has increased
less in Canada and Sweden while poverty levels are generally lower in these nations as well. We

also examine social expenditures which vary across these nations and over time.



Our unit of account is the household and our main measure of well-being is household size-
adjusted disposable income (ADP1), where after-tax and transfer disposable income (DPI) is adjusted
for differencesin household size(s) based on alogarithmic equivaence scale: ADPI = DPI/S® where
e=.5. The unit of analysis is the household for income and socia transfers, but persons (within
households) for poverty measurement.

Two different approaches are used to interpret patterns of income by age of household head.
Thefirg displays the results by household head age groups. The second, presented in Part IV of the
paper, reinterprets the age groups in the most recent surveys as birth cohorts, providing some cross-
national insight into the question of whether particular cohorts have been relatively “fortunate.”

We employ three measures of the relative situation of age groups.

Relative median income (“income”’) which is the ratio of the ADPI of the household
containing the median income person within an age group to the ADPI of the household
containing the median income person among all households.

Relative poverty (“poverty”) is the fraction of the personsin an age group with incomes
lessthan hdf of the ADPI of the household containing the median income person among
al households. Thus, they show the percent of persons living with a head of a given age
where the household income is less than half the median for all households.

Socid trandfers (“transfer”) are the ratio of total cash social expenditures received by an
age group to the sum of pre-tax, pre-transfer market incomes received by that age group.
Market income is top and bottom coded to ensure consistency over time and across
nations.

Here we carry out only the relative median income comparison to contrast it to the age group

approach. The basic data are presented in a series of figures with the actual numerical values

contained in Appendix Tables 1 and 2.

lll.  Age Group Comparisons



Relative Income and Poverty: Levels and Trends

Patterns of (relative median) income and poverty are examined across countries and over
time within countries. Each country’s age-income profile displays the familiar inverted u-shape
(Figure 1, top) though the peaks occur at different points across the nations: earlier (aged 45 to 49)
in the United Kingdom, and later (aged 55 to 59) in Sweden, with Canada and the United States
peaking in between (aged 50 to 54). The United States profile is also more peaked than in the other
nations, particularly owing to the relatively lower incomes of younger households in the United
States. The second most peaked profile is the United Kingdom, reflecting the rapid decline in
average incomes among its aged. The profile declines least rapidly with age in the United States.

Overdl levels of inequality differ markedly across these nations and these differences are
reflected in their differential poverty rates. The United States has the highest relative poverty rates
and Sweden the lowest among the age groups shown here up to age 65 (Figure 1, bottom). Beyond
age 65, edersin the United Kingdom have higher poverty rates than do eldersin the United States;
and beyond age 70, Canada displays a lower elder poverty rate than does Sweden. The overal
poverty rates are 6.7 percent in Sweden, 11.6 percent in Canada; 14.6 percent in the United
Kingdom, and 19.1 percent in the United States.

The age pattern of poverty that emerges is clear. In general, younger households (under
age 30) are doing worse than are elders (over age 65) and both the young and the old have higher
poverty rates in the United States than in other nations. Middle-aged families, aged 40 to 54 who
generdly represent the baby boomers in most of these nations, tend to have the highest incomes and
lowest poverty ratesin every nation.

Trends within each nation are shown in Figure 2, with the earliest, middle, and latest year
coded the samein each country. There are some large movements in both incomes and poverty over

time. The relative position of young households in the United States has worsened considerably
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since 1979, producing amuch steeper age income profile through the working ages. This pattern is
consistent with other analyses of this age group using other data sources (e.g., Card and Lemieux
1997; Duncan et a. 1997). In contrast, the aged have greatly improved their relative income position
with the largest differences occurring at older ages (see aso Smith 1997). In general, changesin
poverty rates mirror this worsening for the young and the improvement in economic status among
the aged.

The evolution of the age income profile in the United Kingdom has been similar to that in
the United States, but much less dramatic. Although the relative median position of younger
households has not changed much, poverty is generally higher across the entire working age
population than it was in the 1970s, particularly among the young. Thisresult is due in large part,
to agenerd risein inequdity (Gottschalk and Smeeding 1997). The relative poverty position of the
elderly has not improved in the United Kingdom as it has in the United States. Indeed, poverty rates
among the very old in the United Kingdom have increased dightly since 1979 after improving from
1974 to 1979.

Canada has had minor but noticeable steepening in its profile across the working ages with
adecline in relative income and a rise in young household' s poverty rates. There has been no rea
effect on poverty among households over age 30. The relative income position of older Canadian
households has improved dramatically. Canadian old age benefits have become highly targeted on
the low-income ederly, producing alarge decline in poverty status (Banting 1997; Card and Freeman
1993).

The age/ADP profile in Sweden has been steepening across the working ages with the peak
income moving to older ages during the 1980s. The targeting of transfers upon low-income
working-age families explains why there has been no discernible change in poverty among working-

age families, which remains very low. Unlike the other countries, the profile among older
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households has actualy steepened in Sweden between 1981 and 1992. Although the relative
position of older households improved in Sweden between 1975 and 1981, it has not improved since.
Indeed, poverty among older households has increased in Sweden, and is similar to that in Canada,
though still much lower than in the United States or United Kingdom. We conclude that based on
these andlyses, the young appear to be doing worse now relative to 20 years ago, while the aged are

amixed group across these nations.

The Role of Social Expenditures via Income Transfers

In this section of the paper we examine the changing mix of socia transfers compared to
market income for these populations. Rather than show socid transfers as a fraction of total income,
we present the ratio of transfers to market income. The reason for this presentation is to show the
tradeoff between income support from government and income support from the market (earnings,
capital income, private pensions, etc.) over time and across nations.

We begin by noting the overal transfer to market income ratios in the most recent year
ranging from 10.6 percent in the United States to 48.8 percent in Sweden, with Canada (16.7 percent)
and the United Kingdom (16.3 percent) between these two. Given these differences in support
levels, Canada, the United Kingdom, and the United States have the most similar patterns of
transfers to market income by age group in the early 1990s (Figure 3).

Among the elderly the ratio of transfersto other support (earnings, pensions, capital income)
rises rapidly beyond age 60, peaking at roughly a 1:1 ratio by age 75 in the United States, with
dightly higher ratios in Canada and the United Kingdom. The United States is the most frugal
transferor at al ages, Canada and the United Kingdom are very similar up to older ages where
Canada spends a bit more than does the United Kingdom. Sweden is literally off the chart at beyond

age 60, with ratios of 7 or 8 kronor of transfer to each kronor of market income at older ages.
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These expenditures are mirrored somewhat in the poverty ratesin Figure 1, up until the 55-59
age group. Beyond age 60 social expenditure and antipoverty performance differ greatly. The
United States, which spends the least, and Sweden, which spends the most, have predictable
outcomes. The most interesting difference is between Canada and the United Kingdom which spend
roughly the same overall amount on socia transfers. In Canada, old age expenditures have been
increasingly targeted toward those who would otherwise be poor. A strong income tested old age
supplement to the Canadian Social Security pension has produced Canadian old age poverty rates
at or below Swedish rates in recent years. In contrast, the United Kingdom lower tier benefit to their
SERPS retirement system is ineffective in reducing old age poverty while the upper tier of the system
produces high benefits for the nonpoor aged. Thus, it is not just what you spend, but how well you
spend it that matters in terms of antipoverty performance.

Trends in transfers relative to market incomes differ widely across nations (Figure 4). The
relative leve of trandfer in the United States is remarkably constant over the 1974 to 1994 period in
both level of outlay and pattern. Because poverty rates have risen from 16.4 to 19.1 percent over this
period, the transfer system has lost a bit of its antipoverty effectiveness, but the overall consistency
for each age range is remarkable.

In contrast, Sweden’ sratio of transfer to market income has risen from 26.6 to 48.8 percent
over the period, with most of the increase going to those over age 65. Poverty hasremained at 6.7
percent overall for Sweden, but the cost of benefits for the aged has skyrocketed, owing to the
relatively large fraction of Swedes who are now aged 65 or older.

In Canada, social expenditures grew from 1979 to 1994 and were targeted at the old and at
theyoung. In particular, we note a large increase in the ratio of transfer to market income at older

ages. This matches other recent evidence that Canada's male labor force participation rate has



declined more rapidly over this period than in any of the other nations studied here (Quinn and
Smeeding 1997; OECD 1996).

The United Kingdom offers the most interesting patterns of change in transfers across the life
cycle over time. After amore than doubling of the transfers to market income ratio from 9.7 to 19.0
percent from 1974 to 1979, under Margaret Thatcher’ s influence, the ratio fell back to 16.3 percent
by 1991. At younger ages, 1979 and 1991 look the same in Figure 4, while at older ages, 1974 and
1991 are smilar. While the United Kingdom did not receive much of an antipoverty dividend from
higher transfers between 1974 and 1979, the lowering of transfers from 1979 to 1994 was associated
with arisein overdl poverty from 9.2 to 14.6 percent. Most of the decline in transfer beyond 1979
were absorbed by the aged whose poverty rates rose with the partial privatization of the United
Kingdom socia retirement system and the relatively meager level of lower-tier assured old age

benefits that these reforms brought with it.

IV. A Synthetic Cohort Approach

A dlightly different approach to the relative median income data is to analyze the relative
fortunes of birth cohorts. Since the LIS surveys are not panels, and thus involve a different sample
of householdsfor different years, we continue to compare the relative median income within groups,
but this time the age groups are all in the same five-year birth cohort. The results are displayed in
Figure 5, based on the datain Appendix Table 2.

By choosing the particular birth cohort years shown, the adaptation of the United States data
is straightforward. The 1920-24 birth cohort, for example, was aged 50 to 54 in 1974, aged 55 to
59in 1979, and aged 70 to 74 in 1994, so the progress of that cohort can be inferred directly from

Figure 2. For other countries, however, the age groups do not match up so exactly.



One can sdect from among several ways to display synthetic cohort results. What we show
in Figure 5 is a comparison of the actual relative median income in the most recent survey year for
the particular birth cohort to the relative median income of that same age group in the previous
survey year. For the United States, the comparison is just an alternative depiction of the Figure 2
data: in Figure 2 we see that those aged 70 to 74 in 1994 had a higher relative median income than
those aged 70 to 74 in the earlier surveys; in Figure 5, the same point is made by saying that those
born between 1920 and 1924 had a higher relative median income in the 1994 survey than the
comparable age group (aged 70 to 74) had in the earlier surveys. Because of different survey years,
the relationship of Figure 2 to Figure 5 can be more complicated for other countries. In Sweden, for
example, the 1920-24 birth cohort was aged 68 to 72 in the most recent survey year, 1992, so
Figure 5 compares the relative median income of those aged 68 to 72 in 1992 to those aged 68 to 72
in the previous surveys.

Although the individua panels in Figure 5 may be considered as little more than a
reinterpretation of Figure 2, the cross-national comparison in Figure 5, can be more directly
employed to shed light on the question of whether certain birth cohorts have been relatively
“fortunate” in different nations.

For example, one can make the following claim about the United States based on Figure 5:
if persons born between 1920 and 1924 had predicted their relative median income in 1994 based
on the relative median income of the aged 70 to 74 age group in 1974 or 1979, they would have
underestimated their actual outcome, and the same underestimate characterizes every United States
cohort born before 1955. For the United States, that result is a reinterpretation of the fact that the
US94 curve in Figure 2 lies above the other two curves for every age group over age 40. In that

sense, all of the United States cohorts born before 1955 have been “fortunate.”



Looking at the other panels of Figure 5, we see that except for the Depression-era cohorts,
the relaivey “fortunate’” experience of older cohorts is common in other countries also. The 1930-
34 cohort was relatively “unfortunate”’ in both Canada (aged 60 to 64) and the United Kingdom
(aged 57 to 61). The 1935-1939 cohort was likewise relatively “unfortunate” in the United
Kingdom. The youngest cohort depicted in Figure 5, born between 1950 and 1954, was dightly
more “fortunate” than the preceding survey would have predicted, except in Sweden.

In fact, the question of whether the pattern observed for older cohorts in the United States
will persist for the younger cohorts of baby boomers as they age is a prime policy question.

Continued analyses of thistype with later data can help us answer this question.

V. Discussion and Future Research

Based on four nations, the L1S data offer a rich opportunity to explore the changing fortunes
of age groups (and of cohorts) over time. Our next steps are to look more closely beneath these
trends to separate the changes in living arrangements, retirement, marriage, and fertility which
underlie the patterns we observe. Clearly, most of the action comes from economic and demographic
changes at young and old ages.

Card and Lemieux (1997) find that, at earlier ages, Canadian youth responded to the
deteriorating Canadian labor market of the late 1980s and early 1990s by living with their parents,
while in the United States fewer youth returned to the parent’s nest. These findings are entirely
consistent with the relatively greater steepening of the age income profile in the United States versus
Canadain Figures 1 and 2. The earnings related incentives for added years of education and their
effect on emerging patterns of labor market participation are playing themselves out in each of these

nations. The implications for the cost of education, choice of living arrangements, age at first



marriage, and fertility need to be further examined within each of these nations in the Easterlin
tradition.

A second line of further inquiry deals with the transfer costs of an aging society. Theratio
of transfers to market income have risen dramatically in Canada and in Sweden from age 55-59
onward in recent years. Like the United States, Canada and Sweden face a steep future cost of an
aging society. Sweden is, in fact, well into the aging of their population while Canada and the
United States are not going to feel the pressure for another decade or longer (Gruber 1997).
However, the trend toward early retirement (and early take-up of socia transfers) in Canadais much
greater than in these other nations. The United States has, in fact, halted its decline in labor force
participation for older men and is experiencing a dight reversal (Burkhauser and Quinn 1997). But
while the Socid Security spending implications of more work at older ages seem rosy for the United
States, the effectiveness of the old age transfer system in preventing old age poverty in Americais
far lessthan in Canada (or in Sweden). The United Kingdom has managed to largely avoid afuture
old age retirement cost crisis by its two-tiered scheme whereby only the first tier depends on tax
revenues to fund transfers, with the second tier of SERPS largely self-funded by retirees own
contributions. But the bad news of high and rising old age poverty rates in the United Kingdom
emerges from this anaysis.

Asthe United States faces areform of its old age social transfer system, there is much to be
learned from cross-nationa comparisons of transfer cost, socia policy design and outcomes such as
old age poverty rates. Can the United States reform its system to encourage greater market incomes
(viahigher savings rates, better occupational pensions, and increased market earnings) at older ages?
Can it avoid the high social transfer costs of old age which will beset many other nations? The
British seem to have achieved this avoidance of higher taxpayer cost, abeit at the price of rising old-

age poverty rates. And so, unlike Britain, can the United States reform its old age Social Security
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system to avoid an increase in old age poverty, and perhaps like Canada, further reduce economic
misery and poverty in old age? Further cross-nationa analyses along the lines suggested here may
revea apath for the United States Social Security system which produces both a slower growth in
overal outlays and greater antipoverty effectiveness. If so, thisline of research will be well worth

the effort.
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Figure 1
Relative Median Income and Relative Poverty by Age of Household Head
in the Early 90's for Four Nations
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Figure 2

Relative Median Income and Relative Poverty by Age of Household Head
from the Early 70's to the Early 90's for Four Nations
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Figure 3
Ratio of Social Transfer Income to Market Income of Household Head
by Age in the Early 90's for Four Nations
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Figure 4

Trend in the Ratio of Social Transfer to Market Income by Age of Household Head
from the Early 70's to the Early 90's for Four Nations
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Figure 5
Relative Median Income by Birth Cohort of Household Head for Four Nations *
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Appendix Table 1
Generational Differences in Well Being: The Basic Data

Canada Sweden UK us
Age Group 1975 1981 1994 1975 1981 1992 1974 1979 1991 1974 1979 1994
A. Relative Median Income* <25 0.85 0.83 0.57 0.81 0.86 0.66 0.93 0.90 0.72 0.71 0.73 0.51
25-29 101 0.96 0.93 1.07 1.08 0.98 0.88 1.00 0.95 0.94 0.92 0.73
30-34 0.97 0.94 0.93 1.08 1.02 0.99 0.92 0.94 1.00 0.96 0.98 0.87
35-39 0.98 0.98 0.96 1.08 1.04 1.03 0.95 0.98 0.96 1.01 1.00 1.00
40-44 1.05 1.05 1.06 111 111 1.09 1.06 111 114 1.05 1.09 112
45-49 1.13 111 1.16 1.16 114 122 124 1.26 134 117 121 132
50-54 1.18 1.23 1.27 1.13 112 1.29 1.30 1.27 1.26 1.29 121 1.37
55-59 1.19 121 122 1.07 1.19 1.29 1.23 115 1.18 121 1.25 1.30
60-64 1.08 1.06 1.01 0.99 1.08 1.19 1.05 1.00 1.04 1.05 1.08 112
65-69 0.80 0.86 0.93 0.79 0.95 0.97 0.74 0.71 0.80 0.84 0.91 1.00
70-74 0.62 0.76 0.85 0.70 0.83 0.85 0.63 0.62 0.71 0.73 0.80 0.91
75+ 0.57 0.62 0.73 0.59 0.72 0.67 0.58 0.57 0.61 0.62 0.66 0.77
B. Relative Poverty ? <25 0.24 0.24 0.42 0.21 0.21 0.36 0.05 0.15 0.34 0.30 0.29 0.49
25-29 0.11 0.13 0.18 0.03 0.04 0.04 0.08 0.10 0.18 0.16 0.18 0.31
30-34 0.13 0.12 0.14 0.03 0.05 0.05 0.07 0.08 0.14 0.16 0.16 0.22
35-39 0.13 0.12 0.12 0.02 0.04 0.02 0.07 0.07 0.13 0.13 0.15 0.18
40-44 0.10 0.09 0.10 0.03 0.05 0.03 0.05 0.04 0.09 0.14 0.11 0.14
45-49 0.09 0.08 0.09 0.03 0.05 0.03 0.03 0.05 0.07 0.10 0.12 0.10
50-54 0.10 0.09 0.07 0.04 0.05 0.04 0.03 0.04 0.09 0.10 0.11 0.10
55-59 0.12 0.09 0.10 0.04 0.05 0.03 0.04 0.07 0.12 0.12 0.13 0.12
60-64 0.16 0.14 0.16 0.06 0.04 0.03 0.09 0.10 0.12 0.19 0.16 0.16
65-69 0.24 0.19 0.06 0.08 0.01 0.03 0.22 0.16 0.16 0.22 0.20 0.16
70-74 0.32 0.17 0.04 0.08 0.01 0.05 0.26 0.19 0.20 0.28 0.24 0.18
75+ 0.40 0.25 0.05 0.21 0.05 0.09 0.36 0.25 0.28 0.35 0.32 0.23
Overall Average 0.14 0.13 0.12 0.07 0.05 0.07 0.09 0.09 0.15 0.16 0.17 0.19
C. Social Transfers <25 0.06 0.06 0.22 0.15 0.26 0.41 0.03 0.20 0.19 0.05 0.04 0.08
and Market Income * 25-29 0.06 0.06 0.11 0.16 0.25 0.33 0.02 0.11 0.09 0.04 0.03 0.05
30-34 0.06 0.05 0.10 0.12 0.22 0.31 0.02 0.12 0.08 0.03 0.03 0.04
35-39 0.07 0.06 0.10 0.14 0.18 0.26 0.04 0.11 0.09 0.03 0.03 0.04
40-44 0.07 0.05 0.08 0.12 0.14 0.21 0.03 0.10 0.07 0.03 0.03 0.04
45-49 0.06 0.05 0.07 0.09 0.14 0.15 0.03 0.08 0.06 0.03 0.04 0.03
50-54 0.07 0.05 0.08 0.10 0.15 0.15 0.03 0.08 0.08 0.04 0.04 0.04
55-59 0.07 0.06 0.09 0.17 0.22 0.26 0.06 0.10 0.11 0.05 0.05 0.05
60-64 0.09 0.09 0.22 0.31 0.56 0.66 0.11 0.22 0.21 0.11 0.08 0.14
65-69 0.44 0.48 0.71 172 311 332 0.56 0.84 0.69 0.48 0.50 0.46
70-74 0.77 0.74 1.05 3.63 5.09 6.21 0.83 1.28 0.79 0.76 0.71 0.71
75+ 1.01 0.89 1.27 6.40 5.89 7.89 112 1.64 1.09 1.06 1.02 1.02
Overall Average 0.10 0.10 0.17 0.27 0.41 0.49 0.10 0.19 0.16 0.09 0.09 0.11
Source: Luxembourg Income Study
Notes:
! See Figures 1 and 2

2 see Figures 1 and 2
% see Figures3and 4



Appendix Table 2
Synthetic Cohorts: The Basic Data on Relative Median Incomes of a Birth Cohort in a Given Year to the Same Age Group in the Previous Survey Year

Canada Sweden UK us
Birth Cohort Age Group 1975 1981 1994 Age Group 1975 1981 1992 Age Group 1974 1979 1991 Age Group 1974 1979 1994
1920-24 70-74 062 076 085 68-72 071 085 090 67-71 067 069 077 70-74 073 080 0091
1925-29 6569 080 086 093 63-67 084 09 103 62-66 095 084 096 65-69 084 091 1.00
1930-34 60-64 108 106 101 58-62 102 115 127 5761 117 111 109 60-64 105 108 112
1935-39 55-59 119 121 122 53-57 113 116 1.29 52-56 131 124 124 55-59 121 125 1.30
1940-44 50-54 118 1.23 127 48-52 1.15 117 127 47-51 128 1.30 132 50-54 1.29 121 137
1945-49 45-49 113 111 116 43-47 113 113 117 42-46 113 117 125 45-49 117 121 1.32
1950-54 40-44 105 105 106 3842 109 109 106 3741 097 099 103 40-44 105 109 112

Note: * Age groups are the ages achieved by the birth cohort in the most recent survey.





