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MECHANISMS OF POVERTY ALLEVIATION

A New Method for Disaggregating Anti-Poverty Effects into
Various Transfer Programs in Different Types of Welfare States
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ABSTRACT

Substantial cross-national differences in poverty alleviation are well documented, but the
extent to which different parts of the social transfer system account for this variation is still
relatively unexamined. This study analyses the redistributive effects of specific social policy
institutions in a comparative perspective. The main question is to what extent non-targeted
provisions and meanstested benefits reduce relative economic poverty in different institutional
settings. It is shown that the structure of non targeted entitlements is more important than
that of meanstested benefits in explaining differences in poverty alleviation across countries.
The study also presents a new method for estimating the anti-poverty effects of separate parts
of the social transfer system. This method decomposes the anti-poverty dfects of a set of social
transfers into independent and combined effects, which produces more valid results than
prevalent methods used to assess the impact of a particular transfer on poverty. The countries
included in this study are Canada, Germany, Sweden, the United Kingdom and the United
States. The empirical analyses are based on the Social Citizenship Indicators Program
(SCIP) and Luxembourg Income Study (LIS) for data points describing the situation in
the mid-1990s.



The alleviation of poverty is a central policy issue in all modern welfare de-
mocracies, although the ambition to mitigate economic hardship varies
among governments. Ringen (1987: 141), for example, writes that whereas the
responsibility placed on governments to reduce overall inequdity varies, all
welfare states share the common objective of eradicating poverty. To pursue
this objective, countries have developed extensive social transfer systems and
spend considerable amounts on redistributive policies. Nevertheless, cross-
national differences in relative economic poverty are substantial.

Poverty is generally lower in the Scandinavian and Continental European
welfare states than in the English-speaking countries (see Mitchell, 1991; For-
ster, 1993; Atkinson et al. 1995; Smeeding, 1997; Danziger and Jantti, 2000).
The anti-poverty effects of tax/transfer systems also tend to vary in a system-
atic fashion across nations. In terms of the relative size of social expenditures,
larger welfare states tend to reduce income inequalities more effectively and
have lower levels of poverty than smaller ones (see Mitchell, 1991; Forster,
1993; Korpi and Palme, 1998). However, the extent to which the different
parts of the social transfer system account for this variation in outcomes is
not sufficiently documented. Most studies do not analyze the different stages
of the distributive process, but rather the total impact of tax/transfer systems
on relative poverty. Therefore, several important questions remain to be al-
dressed or deserve greater attention. One such question concerns the linkages
between specific welfare state institutions and patterns of social stratification.

The purpose of this study is to specify the role of separate transfers in
the distrib utive process of the welfare state. | disaggregate the overall issue of
the redistributive impact of total tax/transfer systems into questions concem-
ing the separate contributions of two of its constituent parts. The main ques-
tion is to what extent non-targeted and targeted benefits reduce poverty in
different institutional settings. In this study targeted benefit programs are de-
fined as involving a means- or an ncome-test. The two terms, targeting and
means-testing, are used synonymously throughout the text. By analyzing the
anti-poverty effects of these two tiers of the social transfer system, the study



relates to the broader debate on how social policies are best structured to re-
duce poverty. Based on theories emphasizing the importance of middle class
support for redistributive policies (see Korpi and Palme, 1998), the hypothe-
sis is that differences among countries in the anti-poverty effectiveness of the
welfare state are largely explained by the structure of non-targeted entitle-
ments.

Disaggregated analyses of the anti-poverty effects of the welfare state are
challenging for several reasons. These analyses require not only high qualita-
tive microevel income data and in-depth institutional knowledge, but also
elaborate methods to empirically analyze how social transfers interact in the
distributive process and produce certain outcomes. Today, there is no method
that satisfies this last prerequisite. There has been an ongoing discussion in
recent decades on how to measure the contribution of different income com-
ponents to income inequality (see Rao, 1969; Pyatt, 1976; Shorrocks, 1982,
1983; Lerman and Yitzhaki, 1985; Aaberge and Aslaksen, 1996). The
strengths and weaknesses of different approaches of measuring the impact of
specific social transfers on poverty have received far less attention.

In the poverty literature, it is possible to discern two different methods
for estimating the anti-poverty effects of separate social transfers: the mar-
ginal method and the sequential method. The marginal method is the one
most frequently used in comparative research. In this method, pre-transfer
poverty is defined as that prevailing after a specific transfer has been deducted
from disposable income (see Deleeck et al. 1992; Jeandidier and Albiser,
1999; Behrendt, 2000a; Sainsbury and Morissense, 2002; Hoélsch and Kraus,
2002).! The impact of a certain social transfer on poverty is then equal to the
absolute or proportionate reduction in pre-transfer poverty. The gquential
method, on the other hand, analyses the reduction in poverty occurring at
each stage of the distributive process. It shows how much the addition of a

' By marginal, I mean the total deduction of one of several possible social transfers from
the income package. Thus, it does not refer to marginal changes in disposable income it-
self.



social transfer to disposable income reduces poverty (see Rainwater et al.
1986: 181-199; Haataja, 1999).

In this study, I show that none of the prevalent methods accurately spec-
ify the interplay between transfers in the distributive process. They both result
in misspecifications of the redistributive outcomes of the separated parts of
the social transfer system. The distributional interplay among various types of
social transfers is due to the income packaging within households, that is, the
ways in which households assemble economic resources from various
sources, such as earnings, private retirement plans, relative contributions and
social transfers (Rainwater et al. 1986). In this context, | refer to the concept
of income packaging in a rather narrow sense. It simply means that the dis-
posable income of households may consist of several different types of social
transfers. Consequently, two or more transfers may in some instances be suf-
ficiently large to move a household from poverty independently of each
other, whereas in other cases it takes the combination of several social trans-
fers to do the same job. Thus, in order to avoid problems of validity in as-
sessments of the net anti-poverty effect of specific social transfers, it is neces-
sary to take into account the income packaging within households. | propose
one alternative method where the reduction in poverty caused by a set of so-
cial transfers is decomposed into its independent and its combined effects.
An independent effect arises when a certain social transfer by itself is suffi-
ciently large to move a household from poverty, whereas a combined effect is
the result of the sum of different tran sfers.

The empirical sections in this study combine institutional information on
relevant social insurance programs with micro-level data on income distribu-
tions. The institutional analyses are based on data from the Social Citizenship
Indicators Program (SCIP) and national regulations, whereas the analyses of in-
come distributions are based on household-level income data from the



Luxembourg Income Study (LIS).2 The empirical analyses are confined to house-
holds headed by adults of working age. The countries included in the analysis
are Canada, Germany, Sweden, the United Kingdom and the United States.
Although these welfare states have established schemes of income protection
to reduce economic hardships, different strategies have been used to pursue
this objective. The institutional diversity is particularly evident in the area of
social insurance, which is captured in the typology of social insurance institu-
tions created by Korpi and Palme (1998). Based on institutional aspects of
relevance for the coverage and level of benefits, they discerned five ideal -
typical models of social insurance. Three of these models are re presented in
this study: the state corporatist model (Germany), the encompassing model
(Sweden) and the basic security model (Canada, the United Kingdom and the
United States). Since the basic security model is characterized by greater insti-
tutional diversity than the state corporatist and encompassing models, three
countries are chosen to represent this category. It should be noted that Korpi

2 SCIP is an ongoing research project at the Swedish Institute for Social Research, Stock-
holm University. The database includes quantitative institutional information on the bene-
fit generosity (both gross and net of taxes) and coverage of major social insurance pro-
grams — unemployment compensation, sickness cash benefits, co mpensation for work
injuries and old age pensions - for 18 OECD countries at fifteen points over the period
1930-2000. For detailed documentation of this data see Korpi (1989). In the LIS database,
micro-level incomes for a large number of countries has been collected and harmonized to
allow comparative analyses. For an overview of this d atabase see Smeeding (2002).

* This restriction is made for two reasons. First, the redistributive processes determining
the economic situation of the elderly and the young are rather different compared with
processes affecting working-age people. The level of economic wellbeing among the eld-
erly is less dependent on work income and more determined by cum ulative incomes from
previous earnings in the form of public and private insurances (Palme, 1996: 25-26).
Among young adults a large share of those with low incomes are students who finance
their education from a mix of work income, student grants, student loans and allowances.
Even though many students have low incomes, their economic situation is in most cases
voluntary and could be regarded as an investment for future income. Poverty among stu-
dents in this sense is not so much founded in market forces; therefore being a poor stu-
dent can be seen as something else than being a poor worker. Second, in the income data,
there is a lack of comparability in the household definition across countries. In the Swed-
ish daa all young adults from the age of 18 still living with their parents are treated as in-
dependent households, while this is not the case for the other countries included in this
study. The restriction to households headed by adults of working age is therefore also a
means of improving comparability of data across countries.



and Palme based their typology on the institutional structure of old age pen-
sions and sickness cash benefits. Single social insurance programs may there-
fore deviate from country classifications. When necessary, such deviations are
discussed in the text.

This study is organized into three sections. The first section discusses
theoretical aspects related to the redistributive impact of various social policy
measures. The second section focuses on the institutional structure of major
non-targeted and targeted benefit programs. The third section presents a new
method to decompose the reduction in poverty caused by a set of scial
transfers into program specific components and carries out reditributive
analyses of non-targeted provisions and means-tested benefits.

MINIMUM INCOME PROTECTION VERSUS INCOME SECURITY

The anti-poverty effects of the welfare state have been debated in academic
research over several decades. In this discussion on poverty, a distinction is
often made between non-targeted programs, among which social insurance is
important, and targeted benefits, where a prominent example is social assis-
tance. Whereas social insurance provides income security against such social
risks as unemployment and work injury, means-tested benefits guarantee a
minimum amount of economic resources precisely when other sources of
income are insufficient to provide protection against economic hardships.
Contrary to social insurance, means-tested benefits involve a ditinct vertical
redistribution from the rich to the poor and are ultimately measures designed
to fight poverty.

The academic debate on the pros and cons of different strategies to
eradicate poverty is not easily summarized in a few paragraphs, since support-
ers and critics of certain types of policy measures often use different concep-
tualizations of poverty and rely on different empirical criteria as baselines for
evaluation. A common argument among proponents of targeted benefits is
that the primary beneficiaries of important social policies are the non-poor,
and that too small a share of total social benefit expenditures actually reaches



those most in need (see Lerman and Townsend, 1974; Le Grand, 1982; Tul-
lock, 1983; Lee, 1987; Barry, 1990; Besley, 1990). Advocates of means-tested
benefits therefore typically place emphasis on various concepts of target effi-
ciency, i.e. the degree to which social expenditures are received by those de-
fined as needy (Beckerman, 1979a, 1979b). Not surprisingly, the general pol-
icy recommendation in the fight against poverty proposed by these authors is
that the poor should be given a greater share of the total money spent on re-
distributive policies, something that should be accomplished by a more pro-
nounced targeting of benefits to those below the poverty line. Underlying this
argument is a notion of a zero-sum conflict between the level of minimum
income protection and the level of income security, where the benefits dis-
tributed to the non-poor are assumed to lower the amount available for redis-
tribution to the poor.

Obviously, such a conflict is most likely to appear if governments are
committed only to obtain a fixed amount of economic resources to spend on
redistributive policies, which also is a common presumption in analyses of
alternative policy options. Besley (1990), for example, holds expenditure lev-
els fixed in his comparison of means-tested and universal benefits in the alle-
viation of poverty. According to Besley, both means-tested and universal
benefits create some form of costs to both the government and the claimant.
While universal provisions entail a leakage of resources to the non-poor,
means-tested benefits are costly to administer and they also tend to stigmatize
the recipient and impose psychic costs on the claimant. By comparing the
critical level of costs for the same total government expenditure at which
means-testing is preferred to a universal benefit, Besley (1990: 125) concludes
that there is a *...strong presumption in favor of means-testing’ and that the
results *...do proclaim the superiority of means-testing’.

Comparisons of alternative policy options on the basis of different can-
cepts of target efficiency and expenditure neutrality do not give an accurate
description of the redistributive mechanisms at work in the welfare state.
Creedy (1996: 174), for example, argues ‘...it is inappropriate to hold gross



expenditure fixed in comparing transfer schemes, and also to evaluate
schemes without any regard to the extent by which they actually reduce pov-
erty’. The emphasis on means-tested benefits as an anti-poverty strategy has
also been theoretically contested. Korpi (1980, 1983), for example, states that
while means-tested benefits may transfer a greater share of a fixed amount of
economic resources from the rich to the poor than do non-targeted provi-
sions, other factors are likely to make non-targeted transfers more redistribu-
tive in the long run. One such factor is the formation of political coalitions in
defense of the welfare state, which either can be facilitated or obstructed by
the structure of social policies. Whether social policies respond to the demand
for ncome security among middle- and higherincome groups is especially
important in this respect. Due to the emphasis on middle class support for
welfare state institutions, this perspective on social policy making is some-
times called the middle class inclusion thesis (Pedersen, 1999).

This thesis can be derived from a power resource perspective (Korpi,
1980, 1983, 1985a, 2001). In power resource theory, social policy institutions
are the outcomes of positive-sum conflicts related to the distribution of eco-
nomic resources in society. Once in place, these institutions are not only m-
bued with a redistributive potential, but they also exercise indirect conse-
quences over time for the formation of identities, interests and values among
citizens. The way in which social policy institutions are structured is therefore
relevant for people’s opinions, beliefs and preferences toward state interven-
tion in market inequalities. From a power resource perspective the redistribu-
tive budget need not be fixed. Instead, the amounts available for redistribu-
tion are expected to reflect the level of political support for social policies.
Accordingly, the budget constraints political actors are faced with in the for-
mation of social policy will, at least in the long run, be more flexible and ce-
pend also on the strategies chosen in the development of social insu rance
(Korpi and Palme, 1998).

Although it is difficult to establish any clear relationships between
macro-level variables, such as social policy institutions, and micro-level



indicators, such as citizens’ attitudes and opinions toward welfare state insti-
tutions, there is some evidence that institutional designs have an impact on
public opinions. Several national studies show that non-targeted provisions
receive greater support among citizens than do means-tested benefits (Svall-
fors, 1989, 1996; Kangas and Palme, 1993; Kangas, 1995; Forma, 1996).
Comparative attitudinal research also indicates that such feedback effects vary
by the degree of welfare state intervention in market processes. Public sup-
port for redistributive policies is generally greater in countries with encom-
passing and state corporatist social insurance systems than in countries with
basic security insurance (Svallfors, 1997; 1999: 54-62). Furthermore, in the
area of pension policy, public support for universalism is higher in Finland
than in Australia, which relies more heavily on selective programs (Forma and
Kangas, 1999).

Due to the potential for including broad categories of citizens, the level
of political support for redistributive policies is likely to hinge largely on the
institutional design of social insurance. Thus, the granting of a high level of
income security to people in middle- and higherincome groups may increase
the possibilities of also providing a high level of income protection to those
located in the lower parts of the income distribution. Fdlowing this line of
reasoning, a pronounced targeting of social benefits works in the opposite
direction, lowering the total amount of economic resources available for re-
distribution and reducing the possibilities of providing generous social protec-
tion to households in lower income segments. Both Palme (1990) and Peder-
sen (1999) put forth similar arguments, as they reject the idea of a conflict
between the level of basic and earningsrelated pension benefits. Instead of a
trade-off, they find that earnings-related pensions seem to foster the devel-
opment of basic benefits.

Another relevant factor in this context, which is often overlooked by
proponents of targeted benefits, is that social insurance, like means-tested
benefits, involves a vertical dime nsion as people with low incomes often face
greater risks of becoming unemployed, ill or subject to work injuries. For
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example, analyses based on Swedish data show that both short-term sickness
absence (Backman, 1998) and recipiency of unemployment compensation
(Korpi, 1995) are more prevalent in lower than in higher socio-economic
groups. Both social insu rance and means-tested benefits are therefore relevant
for vertical redistribution and the alleviation of poverty (Palme, 1999: 47-48).

THE GENEROSITY OF SOCIAL ENTITLEMENTS

In the middle class inclusion thesis outlined above, general support for the
welfare state is expected to be important for the quality of social berefits
provided to individuals in the lower tail of the income distribution. The de-
gree to which social insurance responds to the demand for income protection
among middle - and higher-income groups is particularly relevant. Hence, if
the welfare state includes the middle class, the political possibil ities are greater
for providing generous social protection to the less fortunate. Figure 1 gives
some support for this hypothesis. It shows an additive index of net benefit
replacement rates in sickness, une mployment and work accident insurance at
different levels of an average production worker’s gross wage in Canada,
Germany, Sweden, the United Kingdom and the United States in 1995. Since
the three programs differ in terms of their importance for the shape of the
final income distribution, a weighted index is used?

* The social insurance replacement rates are measured as the net benefit in percentages of
the net wage at different levels of gross earnings. Since replacement rates for each program
may vary across different types of households and over the duration of receipt of this
benefit, two types of households and two periods of duration are used: a single person and
a one-earner family with two children receiving social insurance benefits for 1 week and 26
weeks. Included in the replacement rates are also universal child benefits and refundable
tax-credits for which the type case households would be entitled. Means- or income-tested
benefits, such as social assistance and housing benefits are not taken into account. As
such, the figures reflect the quality of non-targeted provisions in a wider sense. The net
social insurance replacement rates have been calculated on the basis of information of na-
tional social security and tax regulations in Commission of the European Communities
(1996), US Social Security Administration (1995), OECD (1995), and International Bureau
of Fiscal Documentation (1995).

® In the index, unemployment compensation is given a weight of .70, whereas sickness
cash benefits and accident insurance are given weights of .27 and .03, respectively. These
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Figure 1. Weighted index of net benefit replacement rates in sickness, unemployment and
work accident insurance at different levels of an average production worker's gross wage in
Canada, Germany, Sweden, the United Kingdom, and the United States in 1995
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Note: The vertical axis shows the net benefit as a percentage of the net wage, whereas the
horizontal axis depicts different levels of an average production worker's gross wage.

Source: Own calculations based on Commission of the European Communities (1996), U.S.
Social Security Administration (1995), OECD (1995), International Bureau of Fiscal
Documentation (1995). Data on average production workers' wages is from SCIP.

Social insurance maintains normal or accustomed standards of living to
substantially varying extents across countries. Due to modest flat-rate benefits
or weak earnings-relatedness, the basic security programs in the three Eng-
lish-speaking countries have levels of income security clearly below those of
Sweden across the whole earnings spectra. The greater degree of earnings-

weights roughly correspond to each program’s share of total benefit expenditures for the
three schemes.
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relatedness in the Canadian system is accompanied by more generous benefits
than in the United Kingdom and the United States, but the graduation of
benefits by earnings is generally not enough to provide the same level of
compensation as in Germany and Sweden. The significant drop in the ocial
insurance replacement index in Germany at 1.4 times an average production
worker’s wage is due to the exclusion of high wage earners from sickness in-
surance. It should be noted, however, that there is a voluntary coverage in
sickness insurance for salaried employees earning more than the maximum
earnings level for benefit purposes.

Due to the absence of national sickness insurance legislation, the figures
for the United States are not stricly comparable with those of the other
countries.” One could argue that comparability across countries would be im-
proved if sickness cash benefits were excluded as a component in the social
insurance eplacement index for this country. However, this would clearly
over-estimate the generosity of social insurance in the United States, not the
least because work accident insurance would be given much greater weight
than in the other countries. In several countries, the structure of work-
accident insurance often deviates from that of other insurances. In general,
and specifically in the United States, workers’ compensation covers a larger
fraction of the labor force and provides more generous benefits than sickness
insurance and unemployment compensation, although the benefit levels in a
comparative perspective are low (Kangas, 2000).%

® Although not included in the figures presented here, the degree of earnings-relatedness in
maternity insurances often resembles that of sickness insurance in most Western countries.
The most distinctive difference between these two schemes is commonly found in terms
of benefit duration (Ferrarini, 2003).

" In the index of net benefit replacement rates shown in Figure 1, sickness cash benefits in
the United States are coded zero.

® These peculiarities of work accident insurance are often related to the way in which social
insurance entitlements impede on the functioning of market principles, where worker’s
compensation serves broader political interests and is less politically contested than other
insurance schemes (Vaisanen, 1992; Carroll, 1999; Kangas, 2000).
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The intersection of the Swedish and German lines at the level of an a/-
erage production worker’s wage is due to the structural differences between
encompassing and corporatist programs, where core social insurance prov i-
sions in Germany are more intended to uphold market differentials than to
address poverty risks (Leisering and Leibfried, 1999: 267). The income ceil-
ings, defining the level above which lost earnings are not replaced by insur-
ance benefits, are higher in Germany than in Sweden, whereas no minimum
benefits exist at all in the German social insurance system. In Sweden, on the
other hand, there is a minimum floor in unemployment insurance amounting
to the flat-rate allowance received by those not qualifying for earnings-related
compensation.’

It should be mentioned that although net benefit replac ement rates have
extensively been used in comparative research to analyze benefit gene rosity
(see Myles, 1989; Esping-Andersen, 1990; Palme, 1990; Kangas, 1991; Brad-
shaw et al. 1993; Whiteford and Bradshaw, 1994; Korpi and Palme, 1998),
such comparisons may not always give an accurate description of the quality
of a country’s social security arrangements in the broader sense. One problem
is that replacement ratios show how the system should work, not how it actu-
ally works. The estimates may also be se nsitive to the wage series chosen in
the calculation of statutory entitlements (Whiteford, 1995). Although this
should be of minor importance in the analyses above, which take into account
the eplacement rates offered to workers at different levels of earnings, an
alternative would be to rely on absolute benefit levels. However, a compari-
son of the level of statutory entitlements adjusted for PPPs and standardized
by GDP per head (also at PPPs) does not alter the main pattern described in
Figure 1. Most importantly, what happens is that relative to Germany and
Sweden, social insurance benefits in Canada become more generous across
the whole earnings distribution taken into account.

® The flat-rate unemployment allowance was replaced in 2001 by a basic unemployment
benefit.
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The coverage of benefits is another relevant feature for the redstributive
impact of social policies and also here substantial cross-national differences
exist. Figure 2 depicts values of a weighted index of benefit coverage in sick-

ness, unemployment and work accident insurance in the five countries in
1995.° It also depicts values of a weighted index of net benefit replacement
rates in sickness, unemployment and work-accident insurance at the level of
one -half an average production worker’s gross wage.

Figure 2. Weighted index of coverage and weighted index of net social insurance
replacement rates in unemployment, sickness and work-accident insurance at the level of
half an average production worker's wage in 1995
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Source: Coverage of social insurance is from SCIP. For the index of net social insurance
replacement rates see sources for Figure 1.

* In each scheme, social insurance coverage is measured as the number of insured for daily
allowances as a percentage of the labor force aged 15-64. The same program weights are
used as in the social insurance replacement index above.
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Universalism is reached only in the encompassing social insurance sys-
tem in Sweden, where eligibility for benefit is based on citizenship.** It should
be noted, however, that in countries where flat-rate benefits are comple-
mented with an earnings-related component, eligibility for the latter type of
compensation is usually established with reference to past work record. Can-
ada is the only country that resembles Sweden, with coverage slightly above
90 percent of the labor force. The other two countries with basic security
programs, the United Kingdom and the United States, have significantly
lower levels of coverage. The extremely low coverage in the United States is
partly due to the absence of national sickness insurance legislation. Excluding
sickness cash benefits from the index would boost coverage in the United
States to approximately the same level as in the United Kingdom. The low
coverage in Germany is due to the corporative structure of ocial insurance,
which has excluded economically non-active citizens and, in some cases, also
high-income eamers.

Although comparisons of benefit replacement rates should be inter-
preted with caution for reasons stated above, the results show that in cases
where social insurance provides the middle class with a high level of income
security, individuals in lower income groups also tend to benefit from more
generous protection against losses in earnings. This result is not primarily due
to improvements in flat-rate basic benefits, but to the degree of earnings-
relatedness. Even for people earning one-half an average production worker’s
wage, earnings-related compensations generally tend to provide more gener-
ous protection against losses in earnings than do flat-rate basic benefits.
Hence, individuals with very low wages also seem to benefit most from earn-
ings-related compensation.

" Unemployment compensation was not provided on a truly universal basis in any national
scheme in the mid-1990s (Carroll, 1999: 128). In Sweden, for example, unemployment
insurance is characterized as a voluntary state-subsidized system of income protection
(Palme and Wennemo, 1998).

16



One possible objection to the evidence presented above is that the wel-
fare state consists of a complex set of social transfer programs. What is
achieved in one country by first-resort social insurance pa/ments may in other
instances be accomplished by last-resort means-tested benefits (Castles,
1997). In most cases where eligibility for social insurance provisions cannot
be established or when such benefits are inadequate to provide a certain stan-
dard of living, means-tested benefits are often the most important instrument
whereby governments attempt to maintain the economic well being of its citi-
zens. Therefore, countries with less generous social insurance schemes may
have more generous means-tested benefit programs. However, observed pat-
terns in the level of such benefits do not fully support this proposition (see
Eardley et al. 1996a; Kemp, 1997, Bradshaw and Finch, 2002). According to
the estimates provided by Eardley et al. (1996a), for example, means-tested
social assistance tends to be most generous in Sweden followed by Germany,
the United Kingdom, Canada, and the United States. Earlier | have also pro-
vided some evidence of a dependency between the degree of income security
in social insurance and the generosity of means-tested minimum income pro-
tection. Here, the structure of social insurance either has facilitated or ob-
structed the political possibilities of extending means-tested provisions fur-
ther up the income scale (Nelson, 2003).

ON THE MEASUREMENT OF REDISTRIBUTION

Below | present the method of disaggregating anti-poverty effects of a set of
social transfers into its independent and combined effects. The presentation is
restricte d to a case with two different transfer types, named (A) and (B). For
ease of presentation, Figure 3 provides a graphic illustration of independent
and combined effects.
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Figure 3. Graphic illustration of independent and combined anti-poverty
effects in disaggregated analyses of two transfer types, A and B

A B A B
Poverty
B A A B threshold
A B AorB Aand B
— —_ J
Specified Unspecified Combined
— —
N
Independent

If one of the two transfer types is sufficiently large to move a household
from poverty regardless of the level of the other, it is defined as an independ-
ent anti-poverty effect. In cases where the income package of a household
consists of two different types of transfers, for example non-targeted entitle-
ments and means-tested benefits, each transfer type may be large enough to
move the household above the poverty threshold on its espective own. In
such instances, it is not possible to ascribe the reduction in poverty to only
one of the analyzed transfers. Therefore, the independent anti-poverty effect
can be divided into two specified parts, denoted (A) and (B) in the figure, and
one unspecified part, labeled as (A or B). The former equals that part of the
independent effect due to a specific type of transfer that would not arise if
this income component were removed from the ncome package. The latter
amounts to that part of the independent reduction in poverty that alterna-
tively can be ascribed to either one of the two transfer types, and the unspeci-
fied independent effect can thus be attributed both to non-targeted
provisions and means-tested benefits. In contrast to the specified effects, the
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removal of one of the two transfer types from the analysis would leave the
unspecified effect unchanged. Finally, the combined anti-poverty effect is
equal to the reduction in poverty due solely to the combination of the two
transfer types, denoted (A and B). Consequently, in cases where the analysis
comprises two separate types of social transfer programs, we end up with
four different anti-poverty effects: two specified independent effects, one un-
specified independent effect, and one combined effect. The independent and
combined anti-poverty effects together represent the total poverty reducing
impact of the two transfers.

In order to illustrate the advantage of decomposing the reduction in
poverty into independent and combined effects, I apply the method to a ficti-
tious income data set. | restrict the example to the most simple and frequently
cited statistic in the poverty literature, the so-called head-count measure
(Mitchell, 1991), although the method also can be applied to more intensity -
driven measures, such as the poverty gap. The head-count measure estimates
the number of families whose incomes are below a specified poverty thres-
old. Based on this statistic the anti-poverty effectiveness of social policies is
measured as the absolute or relative reduction in the number of individuals in
pre-transfer poverty.*?

The fictitious income distribution is shown in Table 1, and comprises
eight persons with an individual income package consisting of market income
(MI), and two types of transfers (A) and (B). The disposable income of each
person is equal to the sum of MI and transfers A and B. The yardstick
whereby the extent of relative economic poverty is evaluated is 50 percent of
the median disposable income, which in this example amounts to 22.5 more-
tary units. Figures in italics indicate whether the person is defined as poor or
not. The last row displays the number of market income and disposable

" In the measurement of redistribution, some studies have instead used a system of s-
quential probability equations in order to estimate changes in the risk of being relatively
poor (see Danziger and Jantti, 1992; Bavner, 2001: 121-154), or have alternatively made
use of partial pre- and post-transfer country orderings (see Mitchell, 1991: 52).
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income poor. Together transfers A and B reduce pre-transfer poverty by 85.7
percent [(6/7)*100].

Table 1. Fictitious income distribution

Person Ml A B Dpi
1 ] 90
2 20 50 70 B
3 10 20 20 50 AorB
4 20 30 50 A
5 0 20 20 40 Aand B
6 10 10 10 30 Aand B
7 10 20 30 A
8 10 10

Nr. 7 1
poor

The column to the right in Table 1 indicates whether we have a specified
or an unspecified independent effect. Once again, the former effect is cb-
noted (A) or (B), whereas the latter is denoted (A or B). It also shows whether
we have a combined anti-poverty effect, denoted (A and B) in the table. In-
dependently of each other, transfers A and B move three persons (3, 4 and 7)
and two persons (2 and 3), respectively, out of poverty. Since both transfers
move the third person out of poverty, we cannot ascribe this achievement
specifically to either of the two transfers. The unspecified independent reduc-
tion of poverty resulting from the presence of the third person corresponds
to a reduction in pre -transfer poverty by 14.3 percent. The computation of
reduction coefficients is shown in the Appendix. The specified ndependent
anti-poverty effect of transfer A is constituted by the effects for the fourth
and seventh person, and amounts to a reduction in pre-transfer poverty by
28.6 percent. The corresponding reduction attributed to transfer B is 14.3
percent (yielded by the second person). Two persons (5 and 6) are ®cured
from poverty only due to the combination of receiving both transfers, and the
combined anti-poverty effect therefore amounts to 28.6 percent. The sum of
the three independent anti-poverty effects and the combined reduction in
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pre-transfer poverty is 85.7 percent, which corresponds to the total impact of
the social transfer systtm on poverty in this example.

From the decomposition presented above it follows that the anti-poverty
effect of transfer A is greater than that of transfer B. Transfer A reduces pov-
erty by 42.9 percent (28.6+14.3) independently of the level of the other trans-
fer, whereas the corresponding reduction attributed to transfer B is 28.6 per-
cent (14.3+14.3). However, in about one -third of the cases where transfer A
lifts a person out of poverty (14.3/42.9), this person would also have been
secured from poverty by the other transfer.

To what extent do findings based on the marginal and sequential meth-
ods correspond with those of the decomposition by independent and com-
bined effects? Table 2 gives a preliminary answer to this question. Displayed
are the results when the marginal and sequential methods are goplied to the
fictitious income distribution described above. At first glance the marginal
method seems to generate almost the same finding as above; transfer A is
more effective in reducing poverty than transfer B. Here it should be noted,
however, that the difference between the two transfers is not as great as in the
decomposition by independent and combined effects. Furthermore the sum
of the two anti-poverty effects in the marginal method is not equal to the to-
tal reduction in poverty.

In the application of the sequential method, transfer A is assumed to
enter the distributive process at an earlier stage than transfer B. The sequen-
tial method exists in two versions, which can be distinguished by the way in
which redistribution is measured. In the first version, the initial stage of the
distributive process is used to estimate the reduction in poverty at subsequent
stages (see Haataja, 1999), while in the second version the reduction in pov-
erty at each stage of the distributive process is estimated from the baseline of
that achieved in the previous stage (see Rainwater et al. 1986: 181-199). Ac-
cording to the first version of the sequential method, it turns out that the two
transfers are equally effective. When the second version is used, the anti-
poverty effect of transfer B is greater than that of transfer A. Note that the
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latter result is completely the opposite of what was found by the marginal
method and by the decomposition by independent and combined effects.

Table 2. Poverty reduction coefficients of the marginal and sequential methods
(fictitious ncome distribution)

Marginal [(5-1)/5]*100 =80.0
Transfer A
Marginal [(4-1)74]*100 =75.0
Transfer B
I. Sequential [(7-4)/7]*100 =429
Transfer A
I. Sequential [((7-1)/7)-((7-4)/7)]*100 =429
Transfer B
I1. Sequential [(7-4)/7]*100 =429
Transfer A
I1. Sequertial [(4-1)74]*100 =750
Transfer B

In sum, the marginal and sequential methods may provide very different
results, although they are applied to the same data. To some extent this re-
flects the way in which the two methods handle the distributional interplay
between the analyzed transfers. In the marginal method, this inte rplay is built
into each of the social transfers under investigation. More formally, the mar-
ginal method ascribes the combined anti-poverty effect to both transfers un-
der investigation, whereas it fails to pick up the unspecified independent re-
duction of poverty. Consequently, the direction and degree of misspecifica-
tion in the marginal method depends on the nature of the distributional inte r-
play between the analyzed transfers.

The sequential method is sensitive to both the nature of the distribu-
tional interplay between the analyzed transfers and to the ordering of trans-
fers in the distributive process. In the sequential method, the first-ordered
transfer is given all credit for the unspecified independent reduction of pov-
erty, whereas the combined anti-poverty effect only is ascribed to the second-
ordered transfer. Another problem with the sequential method is that it re-
quires social transfers to be perfectly ordered. At best such an ordering is
possible only in the case of means-tested benefits that enter in the last stage
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of the distributive process. However, if the focus is on means-tested benefits
and if the second version of the sequential method is applied, the measure-
ment procedure is identical with the marginal method described above and
therefore shares the same limitations. Furthermore, depending on how certain
social transfers are administered, the sequential method would also, at least in
the ideal case, require monthly or weekly income data. Unfortunately, how-
ever, this type of data is seldom possible to acquire, particularly in compara-
tive research.

ANTI-POVERTY EFFECTS OFSOCIAL TRANSFERS

The institutional description above showed that the structure of social insur-
ance differs significantly among the five countries under investigation. The
generosity of social insurance benefits provided to citizens in lower wage
classes tend to be greatest in Sweden, followed by Germany, Canada, the
United Kingdom and the United States. The coverage of social insurance en-
titlements has a slightly different pattern. Here, the Swedish welfare state with
nearly complete coverage is followed by Canada, the United Kingdom, Ger-
many and the United States. The cross-national variation in the generosity of
means-tested minimum income protection is similar to that of social insur-
ance, with Sweden fo llowed by Germany and the English-speaking countries
(Eardley et al. 1996a).

On the basis of the institutional differences sketched above, the anti-
poverty effects of social transfer systems are expected to also show substan-
tial cross-national variation. However, here it should be emphasized that it is
difficult to theoretically and empirically relate institutional structures to dis-
tributive outcomes. The final redistribution achieved by the social transfer
system is not only dependent on the structure of social policies, but also can-
ditional upon a number of other factors, such as labor market behavior and
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demographic factors® These confounding factors may in turn also be &-
fected by the structure of social transfers, something that usually is eferred
with respect to ‘behavioral’ effects of social policies. Furthermore, usually
employee and employer social security contributions are assumed to be pure
burdens on taxpayers, hence, lowering the level of disposable income. Some
researchers have contested this idea and argued that these taxes instead
should be treated as part of the income package as deferred earnings (White-
ford, 1995).

There are at least two problems with measuring income this way. First,
the amount of benefit received in return for social insurance contributions is
not perfectly in proportion to payments made into the schemes, particularly
in the case of insurance benefits for working age people. Therfore, treating
social security contributions & postponed earnings requires detailed knowl-
edge of the exact proportion of social security contributions that should be
treated as part of the net wage package of workers rather than as part of the
tax burden, information that that is very difficult to ge t. Second, even if social
security contributions are treated as deferred earnings, they differ from nor-
mal cash earnings since they are not readily accessible for people to use for
consumption until the individual becomes, for example, ill or unemployed.
Nevertheless, due to the problems involved in cross-country comparisons of
income distributions, the results in this section should be interpreted with
caution.

Based on the institutional structure of social transfers, a few hypotheses
may be formulated. The greatest impact on pre-transfer poverty should be
found in Sweden, where nearly complete coverage is combined with generos-
ity. The anti-poverty effects in the other countries are more difficult to

3 In previous analyses where some of these confounding factors have been cortrolled for,
either by use of multivariate regression techniques (Danziger and Jantti, 1992) or micro-
simulations (Kangas and Ritakallio, 1998), the structure of tax/transfer systems is found
still to have explanatory power in accounting for cross-country differences in relative pov-
erty.
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foresee. Due to the generosity of social entitlements, the German system is
expected to reduce poverty more effectively than corresponding systems in
the English-speaking countries. However, the low coverage and the absence
of minimum social insurance benefits should make the German system less
effective than its Swedish counterpart. Among the English-speaking coun-
tries, the greatest alleviation of poverty should be found in Canada, which
provides more generous benefits and has higher levels of social insurance
coverage than the United Kingdom and the United States. Finally, the &-
sence of national sickness insurance legislation combined with a compara-
tively low quality of social benefits should make the United States least redis-
tributive of the five countries.

Table 3 shows the level of poverty before and after social transfers and
the proportional reduction in pre-transfer poverty in Canada, Germany, Swe-
den, the United Kingdom and the United States in the mid-1990s.** The level
of poverty is measured by the head-count statistic, and to adjust for the needs
of families of different size and composition the equivalence scale used
throughout this study gives the first adult in a family a weight of 1. Every
other adult is given a weight of 0.7 and every child a weight of 0.5. This is the
‘classical’ scale suggested by OECD, and it assumes modest economies of
scale in the family. Since the results may be sensitive to the choice of equiva-
lence scale (Buhmann et al. 1987; Forster, 1993), sensitivity tests with alterna-
tive scales that assume more and less substantial economies of scale are car-
ried out. However, these tests do not alter the main findings presented te-
low.”

" Taxable social insurance benefits are measured after direct income taxes and social secu-
rity contributions by the use of a proportional tax estimation technique (Nelson and Fer-
rarini, 2002b). This tax estimation technique causes an under-estimation of the level of
non-targeted provisions in countries where direct income taxes are levied at the individual
level. In a previous study, however, Ferrarini and Nelson (2003) show that this underesti-
mation is almost negligible.

 The square root scale, which assumes more substantial economies of scale within the
family, generally increases the relative contribution of non-targeted provisions to the total
reduction of poverty, whereas the contribution made by means-tested benefits is some-
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Table 3. Relative poverty rates before and after social transfers and proportional reductions
in pre-transfer poverty in Canada (1994), Germany (1994), Sweden (1995), the United
Kingdom (1995) and the United States (1994) among hougholds headed by adults aged
25-59 (head-count measure)

Country Pre-transfer Post-transfer ~ Relative poverty
poverty poverty reduction
Canada 210 114 45.7
Germany 16.9 6.8 598
Sweden 28.3 3.3 88.3
United Kingdom 28.8 16.4 431
United States 22.9 18.6 188

Note: The formula for calculating relative poverty reductions is [(P m-Pori)/Pwmi]*100,
where Pw is the market income poverty level and Pori is the disposable income poverty
level.

Source: Own calculations based on LIS.

The empirical evidence suggests that social transfer systems reduce pov-
erty, yet there are marked differences in the magnitude of this impact across
countries. The ranking of countries corresponds with the expectations. Swe-
den achieves the greatest alleviation of poverty, followed by Germany, with
Canada, the United Kingdom, and the United States lagging clearly kehind.
The most surprising result is that the difference in poverty alleviation between
Canada and the United Kingdom is not as great as one might expect, only 2.6
percentage points. However, it should be recognized that the United King-
dom has a higher pre-transfer poverty rate to start with and thus a greater
share of poor persons to lift out of poverty than Canada.

To what extent do the different parts of the social transfer system a-
count for this variation? One answer to this question is shown in Table 4,

what lowered. The results given by the ap plication of the ‘modified” OECD scale, which
ascribes weights of 1 for heads of the households, 0.5 for each additional adult and 0.3 for
each child, shows the opposite. The relative contribution of non-targeted entitlements to
the total reduction in poverty is slightly lower than in the application of the ‘classical’
OECD scale, whereas the co ntribution of means-tested benefits is slightly higher.
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which displays the independent and combined anti-poverty effects of non-
targeted entitlements and means-tested benefits in the five countriesl®

Table 4. Independent and combined anti-poverty effects of non-targeted provisions and
means-tested benefits at various poverty thresholds in Canada (1994), Germany (1994),
Sweden (1995), the United Kingdom (1995) and the United States (1994) among
households headed by adults aged 25-59 (head-count measure)

Po verty Independent effect Combined Total
threshold effect effect
Specified Specified Unspecified
non-targeted  means-tested effect
benefits benefits
Can 40 20.7 22.3 74 11.9 62.3
50 20.9 113 55 7.9 45.6
60 18.8 6.1 3.3 6.3 345
Ger 40 48.4 10.2 35 11.6 73.7
50 42.9 6.6 4.2 6.4 60.1
60 33.6 3.7 04 7.1 44.8
Swe 40 60.5 112 14.8 4.5 91.0
50 61.5 7.0 104 9.5 884
60 59.8 3.6 5.6 12.3 81.3
UK 40 124 25.5 6.3 22.1 66.3
50 115 16.0 2.8 12.7 43.0
60 11.6 7.6 15 9.3 30.0
USA 40 12.6 8.9 3.2 5.6 30.3
50 9.9 4.0 15 3.3 18.7
60 7.5 2.4 05 1.7 12.1

Source: Own calculations based on LIS.

The high degree of poverty reduction in the Swedish welfare state ema-
nates from a remarkable level of redistribution by non-targeted provisions. At
the 50 percent poverty threshold, non-targeted entitlements in Sweden reduce
poverty by 7.9 per cent (61.5+10.4) indeperdently of the level of means-
tested benefits. However, of this reduction about 10.4 pe rcentage points are

** Due to rounding errors the total anti-poverty effects in table 4 differ on the first decimal
from those depicted in Table 3.
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also obtained through means-tested benefits, as indicated by the unspecified
independent effect. The independent anti-poverty effect of non-targeted enti-
tlements in Sweden is even higher than that of the total social transfer system
in the other countries, irrespective of the poverty threshold chosen for com-
parison. For example, compare the independent anti-poverty effect of non-
targeted provisions in Sweden referred to above (71.9 percent) with the total
reduction in poverty at the 50 percent poverty threshold in the other coun-
tries. The high degree of redistribution in the German welfare state is also
mainly due to the structure of non-targeted provisions. However, the modest
performance of means-tested benefits in Germany diminishes the distance to
the English speaking countries in the alleviation of poverty at lower thred-
olds.

From an institutional perspective the anti-poverty effects of means-
tested benefits in Germany may seem remarkably low. To some extent this
result may in part reflect the qudity of German income data. Two problems
with this data need to be addressed. First, market income includes parts of the
wage continuation paid in the form of sickness and maternity insurances
(Rainwater, 1993). Relative to the other countries, market income is therefore
more equally distributed in Germany, which obviously not only affects the
performance of means-tested benefits, but also the anti-poverty effects of
non-targeted entitlements. Second, government transfers, in particular social
assistance, are more underreported in Germany than in, for example, Britain
and Sweden. According to estimates made on an older data-set from the mid-
1980s, means-tested social assistance (Sozialhilfe) and the income-tested hous-
ing allowance (Wohngeld) in Germany are under-reported by about 38 and 85
percent, respectively (Berntsen, 1989; Kassella and Hochmuth, 1989). The
anti-poverty effects of means-tested benefits in the United States are also very
low. At the 50 percent poverty threshold, the independent reduction of pov-
erty attributed to means-tested benefits in the United States amounts only to
5.5 per cent (4.0+1.5), which can be compared to a reduction in Sweden by
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17.4 per cent (7.0+10.4). However, the modest impact of means-tested bere-
fits in the United States is in line with the institutional description above.

The redistributive effects of means-tested benefits take on a more mixed
pattern across welfare states than that for non-targeted entitlements. Ince-
pendently of the level of non-targeted provisions and at the lowest poverty
threshold, means-tested benefits achieve a greater alleviation of poverty in
Canada and the United Kingdom than in the other countries. This result,
however, probably has less to do with the generosity of means-tested benefits
than with the structure of non-targeted programs. For example, at the 40 per-
cent poverty threshold, non-targeted transfers in the United Kingdom only
reduce poverty by 18.7 percent (12.4+6.3), independently of the impact of
means-tested benefits. Corresponding reductions in Germany and Sweden are
51.9 and 75.3 percent, respectively. The modest performance of non-targeted
entitlements in the United Kingdom, and to some extent also in Canada, -
viously creates a greater demand for means-tested benefits as a safeguard
against poverty.

It is interesting to note that means-tested benefits in Sweden achieve a
fairly high degree of redistribution, even though non-targeted transfers d-
ready have moved a large proportion of pre-transfer poor out of poverty ke-
fore these benefits come into play. In fact, at the 50 and 60 percent poverty
threshold and independently of the level of non-targeted entitle ments, means-
tested benefits achieve almost the same degree of poverty reduction in Swe-
den as in Canada and the United Kingdom. Compare, for example, the inde-
pendent effect of means-tested benefits in Sweden at the 50 percent poverty
threshold (7.0+10.4=17.4) with the United Kingdom (16.0+2.8=18.8).

The decomposition of poverty alleviation into independent and com-
bined effects also shows that, compared with Germany and Sweden, a greater
share of individuals receiving non-targeted provision in the three English-
speaking countries must complement their income with means-tested benefits
to escape poverty. This finding is indicated by the relative sizes of the com-
bined effects, which are greater in Canada, the United Kingdom and the
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United States than in Germany and Sweden. For example, at the lowest pov-
erty threshold, the combined anti-poverty effect of the two transfer types in
the United Kingdom amounts to a reduction in poverty by 22 percent, which
approximately corresponds to one third of the transfer system’s total effect
(22.1/66.3). In Germany and Sweden, corresponding shares of the total effect
are about 16 and 5 percent, respectively.

Another finding is that non-targeted benefits achieve almost the same
degree of poverty alleviation at each of the three poverty thresholds. This is
most evident in Canada, Germany and Sweden, where social insurance
provides comparatively high levels of income security across the whole eamn-
ings spectrum. The anti-poverty effects of means-tested benefits, on the other
hand, decrease sharply when we move to higher poverty thresholds. Precisely
this characteristic of means-tested benefits renders welfare states with basic
security insurance and a strong emphasis on selective policies less effective in
reducing poverty among the moderately poor than among those living in
harsh poverty. Here, it is interesting to compare the results of Canada with
those of the United Kingdom. Both countries have implemented a basic secu-
rity model of social insurance, but they none theless show marked differences
in distributive outcomes. The most distinctive difference is that the relative
importance of means-tested benefits is much greater in the United Kingdom
than in Canada, which probably reflects the low level of social insurance gen-
erated by the flat-rate benefit structure in Britain. Due to the quality of social
insurance, in particular the flat-rate benefit structure, the British social trans-
fer system is less effective than its Canadian counterpart in reducing poverty
at higher thresholds.

DISCUSSION

The criterion by which welfare states should be evaluated is a contested issue.
Fighting poverty is not the only goal of social policies. Nevertheless, the alle-
viation of poverty may be seen as an important indicator of how effectively
the welfare state performs on one of its core objectives. Both the philosopher
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John Rawls (1971) and the political scientist Stein Ringen (1987), for example,
argue that societies should be judged by how they treat the worst off. The
analyses conducted in this study show that welfare states achieve very differ-
ent policy success in this respect, which in turn seem to be linked to the
strategies chosen in the formation of social insu rance.

Although social insurance in general is not directly designed to alleviate
poverty, the pooling of risks and resources across socio-economic heteroge-
neous population groups within such schemes creates certain conditions rele-
vant for an effective alleviation of poverty. Despite that analyses of the gen-
erosity of social benefits involve several problems that in some situations may
bias the results, the institutional analyses gave some support to the so-called
middle class inclusion thesis. In essence, this thesis assumes that the introduc-
tion of social transfer programs responding to the demand for income secu-
rity among middle - and higher-income groups helps to promote generous
social benefits to citizens in lower income segments. Although the empirical
analyses only nclude five countries, the results showed that he higher the
degree of income security in social insurance is, the higher the level of social
benefits provided to individuals in the lower tail of the income distribution
tends to be, either in the form of social insurance payments or means-tested
social assistance berefits.

These institutional differences were largely mirrored in the way ®cial
transfer systems reduce poverty. Mainly due to the degree of income ®curity
in social insurance, the Swedish welfare state achieves the greatest reduction
in pre-transfer poverty, followed by Germany, Canada, the United Kingdom
and the United States in that order. Furthermore, social insurance systems
that provide a high degree of income security not only tend to reduce poverty
more effectively than systems where benefits are only weakly income -related
or paid as flat-rate amounts, social insurance yielding income security also
restricts the extent of less generous means-tested minimum income protec-
tion policies. Hence, the reasons why means-tested benefits sometimes move
greater proportions of pre-transfer poor individuals out of poverty in
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countries with less generous social insurance schemes should be sought pri-
marily in developments in the non-targeted parts of the social transfer system,
not only in the structure of means-tested minimum income protection poli-
cies.

Issues related to the redistributive impact of the welfare state, in particu-
lar to poverty alleviation, have become increasingly important in recent dec-
ades. With the expansion of the welfare state in the early post-war decades
there was a general belief among scholars as well as politicians that the West-
ern countries had finally ended the problem of economic suffering. The dis-
tribution of economic resources in recent years shows that this belief was too
optimistic. Although all Western countries by the end of the 1960s had devel-
oped extensive social transfer systems, there are still large proportions of
households struggling to manage on very low incomes in nearly all welfare
states. One estimate is that about one out of ten households live in relative
poverty in the OECD countries (Atkinson et al. 1995). Several countries have
also experienced an increase in relative poverty in recent decades (Smeeding,
1997; Ritakallio, 2001). However, as have been shown above, cross-national
differences remain substantial regarding both the extent of poverty and the
redistribution achieved by social transfers.

The general recommendation for future policy changes suggested by the
results presented stands in opposition to those espoused by some current
dominant interests among policymakers in the Western countries. | would
argue that a greater targeting of economic resources to those defined as most
needy is not the most effective strategy to alleviate poverty. Instead, the com-
parative analyses conducted here show that more may be gained from an ex-
tension of existing non-targeted entitlements, in particular in the area of social
insurance. It should also be pointed out that the level of unemployment is
important in this respect. In fact, the low extent of poverty in the Swedish
welfare state in the post-war period up to the 1990s is often related to the
successful struggle against unemployment, together with significant im-
provements in wage replacement policies. Here it should be noted that the

32



level of unemployment increased sharply in the early 1990s in Sweden. Never-
theless, poverty is in a comparative perspective low, something that largely
seem to be explained by generous earnings-related and universal social insur-
ance benefits.

Several questions about the redistributive effects of the welfare state still
need to be addressed, such as the importance of confounding factors. Never-
theless, the results presented in this study show the fruitfulness of disaggre-
gated redistributive analyses of social transfer systems. An explicit focus on
the anti-poverty effects of separate social transfer programs improves the
possibilities of identifying and justifying some of the redistributive mecha-
nisms at work in the welfare state. In conducting such analyses | have argued
that it is necessary to take into account the distributional interplay ketween
social transfers. If we refrain from analyzing how separate social transfers and
benefits interact in the distributive process and produce certain outcomes, we
are likely to end up with misleading results and mistaken conclusions about
the linkages between certain social policy structures and outcomes. Therefore,
I have argued that it is possible to accurately assess and evaluate the degree to
which specific welfare state institutions reduce poverty only if the distribu-
tional interplay between various social transfers is brought into the analysis of
redistribution.

To achieve this objective, a new method in the measurement of redistri-
bution has been presented. This method decomposes the anti-poverty effects
of a set of social transfers into independent and combined effects. In cases
where the anti-poverty effects of two separate transfers are analyzed, as ck-
scribed above, we end up with four different poverty -reducing effects. If we
add a further transfer to the analysis, the number of anti-poverty effects dras-
tically increases. This obviously complicates interpretations of the results.
However, depending on the topic of research, it is possible in such instances
to suppress some of the anti-poverty effects or combine them into more a-
gregate effects to reduce complexity. The decomposition of anti-poverty ef-
fects into independent and combined effects is still under development. It s
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beyond the scope of the present study to extend the method to analyses of
more than two different income comp onents, or to apply it to other poverty
indices than the head-count measure. These questions will be dealt with in
more detail in forthcoming work. Still, the new method presented is a valu-
able contribution to the methodology of redistribution. In any case, it pro-
vides more valid estimates than prevalent methods used to measure the m-
pact of separate transfers on poverty.
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APPENDIX

Table A.1. Independent and combined anti-poverty effects of transfers

A and B (fictitious income distribution)

Specified independent effect (2/7)*100 = 28.6
of transfer A

Specified independent effect (1/7)*100 =143
of transfer B

Unspecified independent effect (17 7)* 100 =143
of transfers A and B

Combined effect (2/7)*100 = 28.6
of transfers A and B

Total impact 286+143+143+286 =858

of transfers A and B
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