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1. THE BACKGROUND

The phenomenon of poverty in wedthy societies is hot a new one. Throughout the whole
postwar period, a (more or less) smdl part of the society was not able to participate sufficiently in
economicandsocid life due to alack of income resources. This population was traditionally composed
of individuas and families who heavily depended on public and/or private transfers or who were
excluded from them, such as parts of the ederly, persons excluded from the labour market (e.g.
invalids), refugees or margindised groups.

Whet is new, however, isthe observation of insufficient income resources among families and
persons who were generaly shetered from poverty in the last decades, such as families within the
warking or warking-age population. A number of recent comparative poverty studies based on analysis
of the Luxembourg Income Study (L1S) come to the conclusion, that in the past two decades, the
inddence of poverty has, to some extent, shifted from the elderly population to younger, working-age
populations (see, for example Smeeding et a. 1988; Smeeding/Rainwater 1991; Forster 1993). The
pattern found was the following: whereas poor pensioner households are clustered towards relatively
higher low-income cut-offs (such as 60% of the median income), younger vulnerable families are
clustered towards very low income cut-offs (such as 40% of the median). This observation is not
resricted to the 14 OECD countries included in the LIS data base but has a so been found recently for
Spain (Stapf 1994, forthcoming) and Hungary (Forster/Toth 1994). This impliesthat |abour market
phenomena are increasingly important for a thorough analysis of poverty. Questions to be addressed
in the present paper are the following:

* whetisthe importance of employment, unemployment and non-activity for the income Stuation
of different types of families?

* whichtypesof ‘working arrangements (full-time/part-time distribution within afamily) give best
shelter from poverty?

* what isthe role of unemployment benefits?

Market incomes represent for the biggest part of non-dderly families the most importart
component of tota disposable income. Until the period of the first important recession in Western
indugtridised countries a the beginning of the seventies, employment of the household head was
corsdered a sufficient guaranty for (modest but certain) income resources. This Situation has changed
gnce then, in particular due to the emerging of unemployment. The disequilibria on the labour market
concern particular groups a risk such as younger families and lone parents?

1 Duetotheavalability of the income micro data, the following andysis covers ayear in the mid-
to the end eighties. The recent raise in unemployment in most of the OECD countries at the
beginning of the nineties might well have leed to even more dradtic results.
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Amaong tre working-age population, young people at the beginning of their working career are
of goead conoan. In the last ten to twenty years, this age group has experienced a substantive increase
in unemployment, in particular long-term unemployment (especidly in Western Europe). The
unemployment rate for persons aged under 25 doubled from 8.6 per cent in 1975 to 17.4 per cent in
1936 (averagefor 15 OECD countries). About one quarter of the young unemployed have experienced
long-term unemployment throughout the 1980ies (average for 17 OECD countries). As these young
people have either no or limited employment higory, they are, in generd, not digible for
employmentrdated socid insurance benefits (such as unemployment compensation) to dleviate periods
o uemdoymat. If they experience long periods of joblessness, they are very likely to be discouraged
from active search for work, and become dependent on publicly provided socid safety nets (e.g. on
meansteded socid assstance). In addition, withdrawa from the labour market at an early stagein the
life-cycle reduces the lifetime earning capacities.

Lone-parent families in particular sngle mothers, are a second group at risk. The number of
these families in OECD countries has substantially increased since the seventies to about 10 to 15 per
cent of dl families with children (OECD, 1990). Their family members, women and children, are
particularly vulnerable to economic disadvantages. A specific problem for lone parents is that a --
necessaty -- participation in the labour market increases at the same time the costs for education. One
guestion for the andysis is therefore whether [abour force participation and working patterns of angle
mothers have different impacts on their reative income status compared to couples families.

But not only groups at risk are concerned by labour market disequilibria. Also, the traditiona
work pettern of one-earner families -- afull-time employed family head with a spouse not in the labour
farce (caring for children and the home) -- has become more and more blurred and no longer makes
up the mgority of families.

Sveard devdgoments have contributed to these new patterns. First, there is the growing labour
force participation of women in al OECD countries. Second, structura changes in the labour market
for adult men resulted in growing unemployment in traditiond branches of the labour market (for
exampe menufaduring). But aso, employment per se condtitutes no longer a guaranty for relaive well-
bang. Ontheoneside of the income digtribution -- the top end -- there is a growing number of families,
inwhich bath partrer's have a full-time job and who decide to have no children (‘DINKS). On the other
sde of the income digtribution, however, we observe for the firg time Situations of long-time poverty
among (nat only large) familiesin which one partner has an unskilled full-time job and the other does
not (or cannot) work. This means that there is a growing economic need to rely on more than one
income. This latter aspect, the impact of different paiterns of employment among families on therr
relaive income pogition is akey aspect of the following andysis.



2. DATA SOURCESAND METHODOLOGICAL CHOICES

Theardyssis based on the second wave of the micro data files from the Luxembourg Income
Sudy (LIS)i.e. for ayear between 1985 and 1987. It covers, where possible, ten European countries
-- Audtria, Belgium, France, Germany, Italy, Luxembourg, Netherlands, Norway, Sveden, United
Kingdom-- and three non-European countries -- Australia, Canada and the United States. A detailed
desyipionof LIS can be found in Smeeding et . (1990) and de Tombeur et &. (1994) (LIS Working
Paper 7). Questions of data quality and limitations are discussed in detail in Hackauf et d. (1990) and
OECD (1994, forthcoming).

The labour market affects firgtly the working-age population. As the present paper studies
labour market phenomena in the frame of families, the reference units of the subsequent analysis are
noneged families. These are defined as families with a head aged less than sixty. Pensoner households
are therefore excluded from al estimates.

Low dgpossble family incomeis used as a poverty indicator. The reference period for incomes
is one year. Negative incomes have been bottom-coded, according to a similar procedure proposed
inOECD (1994)2. The focus of this paper is cross-country comparison. Therefore, poverty is defined
inrdaiveterms, i.e. with respect to the average income in the society. The presented poverty rates are
dasscd head-count ratios based on the economic distance approach (Fuchs 1967): the percentage of
families with incomes below 50% of the median income.

Incomes have been adjusted for family sze with the help of an equivdence scde described as
fpalicy besed sca€ (Forster 1993: 17) since the assumed weights for additiona family members come
dosetothoseinherent in a number of socid programmesin many countries. This eguivalence scale®has
an eadticity of 0.55 and is flatter than the ‘classica’ one proposed by OECD (1982). However, in
recent years, comparaive studies for internationd organisations (EUROSTAT 1994, OECD 1994)
increesngly make use of such a policy based scae that assumes higher economies of scdein larger
families

Theavailable data dlow different methods of ng the role of the labour market. Chapter
3 below anayses the participation in the labour market making use of the number of earners and the
magnitude of earnings as proxies for employment; it dso uses labour force satus datawhich is linked
to the income datus of families. Chapter 4 looks in detall at different working time arrangements
pettams (fulHimeand part-time employment) among family members. Chapter 5 examines the incidence
and importance of unemployment benefits received by families.

2 Haf df the studied countries report negative disposable incomes. These have been recoded to
a andl pogtive vaue which corresponds to the lowest found percentage of the first decilein
those countries which report only positive incomes.

3 Theassumed weights are the following: 1 for one person, 0.5 for a second person, 0.38 for a
third person, 0.3 for afourth person, 0.225 for an additiona person.
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3. PARTICIPATION IN THE LABOUR MARKET

There is some evidence for a negative relaionship between the strength of economic activity
of family members and the risk of afamily being in poverty. In afirst gpproach, economic activity is
proxied by the presence of earnings for a person. Table 1 shows the significance of this relationship:
indl counnesstudied, the poverty rate decreases with additiona earnersin the family. The rates shown
rdfer tofamilies conssting of three or four persons: this family size condtitutes about hdf of al non-aged
families(between 40% and 60%, depending on the country). In families without earners, poverty rates
are extremey high, in particular in the three non-European countries (84 to 94%). In European
countries, ‘only" between one third and haf of these families are poor. A possible explanation for this
difference is that socid provisons in European countries are, in generd, more generous and help
keeping a least a amdl percentage of families without earners above the poverty line (50% of the
medan). By far the lowest poverty rate for those families (14.5%) is recorded for the Netherlands: this
couniry has, among other provisions, auniversal and quite generous programme for invaidity pensons
which, strictu sensu, can a least partly be seen as an income support programme. If thereisonly one
earner within afamily of three or four, poverty rates are dightly higher than for dl families in most
countries and sgnificantly so in Canada, the United States and Norway. As soon as a second earner
enters the family, poverty raiesfal a least by haf, in Austria, Luxembourg and the Netherlands even
down to haf a percent of dl three or four person families.

Table 1.
Poverty rates of non-aged families with three or four persons,
by number of earnersin the family

no one 2 and more All3or4

earner earner earners person families
Augraia85/86 90.8 14.8 3.6 12.8
Austria87 37.0 3.0 0.5 25
Belgium 85 30.1 5.3 0.9 4.7
Canada 87 84.4 22.6 4.1 111
France 84 47.0 8.2 2.7 7.6
Germany 84/85 25.9 7.2 2.1 5.6
Italy 86 50.5 13.6 3.3 10.1
L uxembourg 85 26.0 4.3 0.5 39
Netherlands 87 14.5 4.3 0.6 4.2
Norway 86 @ 23.4 19 2.7
Sweden 87 @ 7.5 29 35
United Kingdom 86 57.7 135 2.1 13.8
United States 86 93.7 29.9 7.3 16.6
Aver age (unweighted) 50.7 12.1 2.5 7.6

Source: LIS micro data base; own calculations



Non-aged families: families with a head under age 60.
Poverty rate: percent of families with an adjusted family income below 50% of the median income.
(a) sample size too smdll.

Andtamative way to assess the importance of employment is through the earnings of afamily.
Defined in this way, employment would then refer to aggregate employment in each family. We have
sentheauad rde of employment for the well-being of families. The following andyss tries to measure
theimpect of the abosence of earnings on families with children (absence of earnings means that we can
asumethe there is no family member employed); a the same time, the relative importance of different
family typesisregarded. The results are shown in Table 2 in the form of a poverty representation index
for diffget family types with children. The representation index is the proportion of poor families of one
typein dl poor families divided by the proportion of this family type in the reference population (here:
non-aged families with children). For example, if a family type comprises 30 per cent of the poor
populaionbut only 6 per cent of the total population, it is represented five times more often in the poor
population -- the representation index is5.0.

Table 2.
Absence of earnings. Representation index for poor families with children

Lone Coupleswith Coupleswith All non-aged

parents lor2 3 or more familieswith

children children children

Audtralia 1984/85 50 4.7 5.2 5.0
Canada 1987 5.9 5.9 6.0 5.9
France 1984 6.7 9.2 10.2 8.2
Germany 1986 8.8 7.6 13.7 8.7
Netherlands 1987 2.0 25 4.7 24
Sweden 1987 31 10.6 12.6 7.6
United Kingdom 1986 1.0 4.2 4.0 3.3
United States 1986 4.2 35 3.8 4.0
Aver age (unweighted) 4.6 6.0 7.5 5.6

Source: LIS micro data base; own calculations
Non-aged families: families with a head under age 60.
Poverty rate: percent of families with an adjusted family income below 50% of the median income.



It is not surprising that dl family types without earnings are highly over-represented in the
poor population (in relation to their proportion in the total population). However, there are marked
differences as to the extent of this over-representation across countries. For al families with
children, the Netherlands, the United Kingdom and the United States have relatively low
representation indices (families without earnings are represented 22 to 4 times more often in the
poor population). On the other Sde, in France, Sweden and Germany having no earnings (i.e. no
enployed persons in the family) increases the proportion of families with children among the poor
population seven to eight times.

Sgle parent families account for around haf of dl families with children without earnings,
exogat in the United States where they congtitute a considerable mgority (75 per cent) (tables not
shown). However, they are -- in relation to couple parents -- less represented in the poor
popuaionin the included European countries: France, Germany, the Netherlands, Sweden and the
United Kingdom. In these countries, it isin particular large families without earnings (couples with
threechildren or more) which are over-represented in the poor population. This means that having
no employment and, thus, relying on transfers has rdatively more impact on the poverty status of
these families in European countries.

In Augrdia, Canada and the United States, there is no sgnificant difference in the
representation indices for sngle parents, couples with one or two children and couples with three
and more children, without earnings. All these family types are represented four to Six times more
often in the poor population.

A rdated question is therefore: what is the importance of earnings, versus net trandfers, for
moving different types of families (or persons) above defined poverty levels? A study based on
andysds of LIS data on the economic well-being of children and adults in nine OECD countries
(Ranweter 1989) examines this question. For children in single mother families the study concludes
thet"... not having mother's earnings would have made more children poor than would the
lack of social transfers’, the only exception being the Netherlands. This is not the case for
children in two parent families.

Earnings are only a proxy for employment. The |abour force status of a person can be
defined with the standardised labour force concept (ILO 1982). It distinguishes between:

- employed (including underemployed persons)
- unemployed
- inactive (including discouraged workers)

Altrough this disaggregation is available only for some countries in the LIS data base, and
not generdly in sandardised form, the results of the analys's of labour force status in conjunction
withinoome status are worth presenting. Chart 1 decomposes the labour force status of the family
head into employed, unemployed and not in the labour force (inactive), for poor and non-poor
(non-aged) families in saeven countries. Labour force patterns among family heads in non-poor



families are remarkably smilar across six of the seven countries. about 90 per cent of them are
employed, 6 to 10 per cent are not in the labour force, the rest being unemployed. Only in the
Nethalandsarethere less family heads employed (with an equdly higher proportion of unemployed
and non-active heads).

In the case of poor families employment rates of family heads are much lower in dl
countries However, there are substantid differences between the European and the non-European
countries: whereas about half of the heads of poor families in Audtrdia, Canada and the United
States are employed, they are only around one third in Audria, Belgium, Germany and the
Netherlands. Since a the same time overd| family poverty raes are higher in the three non
European countries, this means that a rdatively high proportion of employed is poor in these
countries A dudy on working hours of the Canadian low-income population (Evans/Chawla 1990)
aorfimsthisresult for Canada 1988: One fifth of the poor population had a full-time full-year work
(50% in the case of large families, 12% in the case of lone parent families). Thishaslead to are-
aforced discussion about the "working poor”. A concrete socid policy result in the United States



Chart 1
Labour force status of the familiy head
in non-aged families
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wastheexpanson of the Earned income tax credit (EITC) under the Clinton adminigtration in 1994,
according to the guideline of "making work pay".

Aningeding finding refers to labour force patterns of the family head in families with many
dhldren(three or more) (the tables not shown). For non-poor families, there is no difference in the
decomposition of the labour market status of the family head between families with many children
ard al families. However, in dl countries sudied, the labour force participation (employment and
unemdoymen) o family heads in poor families with many children is higher than in al poor families.
Non-adivity accounts for only for 20 to 30 per cent. This means that the phenomenon of ‘working
poor" is sronger in families with many children, and that it concerns dso the European countries.

Bath unempdoymat and non-activity among family heads are four to Six times higher anong
poor families (with the notable exception of unemployment in the Netherlands). The conclusonis
thetitisnat only unemployment but rather non-employment which can be defined as a determinant

for poverty.

Onthegpply sde of the labour market, decisons of individuds are not only influenced by
paramda’s such as wage and indtitutiona setting. Also, the socid and the family Stuation represent
an important factor, i.e. the digposable family income and the labour force participation of other
persons in the family. Chart 2 shows the labour force status of the spouse in couple families in
those where the head is employed and in those where he is unemployed.

Regarding non-poor families, unemployment of spousesis as twice as high when the family
head is unemployed himself, in dl four countries. In the first case, the employment rates are lower
in Augtrdia and in Canada, and higher in Germany and the United States. But a0 in the case of
poor families unenployment among spouses (but not necessarily in-activity) is higher in families with
an unemployed family head in dl four countries (subgtantialy higher in Audrdia and the United
States) and employment rates of spouses are lower when the head is unemployed.

Thisleeds to the conclusion that, under certain circumstances, there exists an accumulation
drisks if in a couple the family the head is unemployed, and the family has low incomes, then there
isaso abigger risk that his or her spouse is unemployed.

4 Dueto smdl sample sizes, results can be presented only for Austrdia, Canada, Germany and
the United States.
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Chart 2
Labour force status of the spouse

In non-aged couple families
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Inaddition, these findings illugtrate wdl| the "poverty trap” problematiquein socid systems
which are based on meansteding: in Audrdia -- the only country in which this sysem is aso
applied to unemployment compensation” -- the spouses of employed persons
in poor families have the highest employment rate among the four countries anaysed, while
Ausdraian spouses of unemployed persons have by far the lowest employment rate. In a (family
income based) means-tested system the partner of a person relying on transfers might be reluctant
to work insofar as the totd family's trandfer income is reduced as earnings increase: the tota
disposable family income would therefore not increase even when the partner would start (p
working.

4. WORKING TIME ARRANGEMENTSOF FAMILY MEMBERS

It has dready been noted that the growing disequilibria on Western [abour markets have
leed to new forms of organisation of economic activities within families, in particular increasing part-
time work. Table 3 shows that the ‘traditiond’ work arrangement in families with two partners --
afull-time employed family head with a spouse not in the labour force (caring for children and the
home -- no longer condtitutes the mgority of families. This type of work arrangement appears,
however, more often in families with children than in those without. Across countries, we find a
higher proportion of the ‘traditiond’ work pattern in the Continental European countries. the
Netherlands and Luxembourg (over 50%), Austria, Belgium and Germany (about 40%)©

This paper will not consider to which extent part-time work is or can be interpreted as
'voluntary' and as ‘involuntary'”. Rather, the question here is which combinations of full-time and
part-time employment for agiven family structure (couples, singles) provide best shelter from the
risk to be poor.

Table 3.

> The unemployment benefit sysem has been changed recently in Austrdia, partly in response
to phenomena pointed out above; in 1994, the receipt of unemployment compensation is no
longer drictly tied to afamily income meanstest.

Sncetrebenchmark of our analys's, the importance of ‘traditiond’ working time arrangements
hesfuther decreased. As an example, arecent study for Luxembourg (Gailly 1994) shows that
onethird of employees have 'atypica’ working timesin 1993.

" In1991, around 3 % of the labour force have been estimated to work involuntarily part-time
(uweaghted OECD average for 17 countries), with percentages of over 5 percent in Audtrdia,
Canada, the Netherlands and Sweden (OECD 1993: 17).
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Couples with a full-time working family head and an inactive spouse,
in percent of al non-aged couple families

families families All couple
without children with children families
Australia 85/86 24.4 39.3 34.4
Austria87 n.a. n.a 41.0
Begium 85 42.0 40.6 41.2
Canada 87 20.5 31.0 27.1
Germany 84/85 32.3 47.8 40.9
Luxembourg 85 45.8 66.2 58.0
Netherlands 87 317 61.7 50.1
United Kingdom 86 16.0 30.1 24.9
United States 86 22.5 339 29.6
Aver age (unweighted) 26.1 39.0 38.6

Source: LIS micro data base; own calculations.
Non-aged families. families with a head under age 60.
Full-time defined as working 35 hours or more per week.

4.1 Couplefamilies

Table 4 compares poverty rates for couple families for different combinations of
employment arrangements of the family head and his or her spouse. First, it is confirmed that the
presence of a second worker in a family reduces significantly the poverty rate. In couples where
both the head and his or her spouse are working full-time the risk to be poor is minimised
Nondhdess intwo countries -- Australiaand the United Kingdom -- poverty rates for these couples
aeashighas 6.6 per cent and 6.3 per cent, respectively. On the other hand, we observe the highest
poverty rates for families in which neither of the partners is working: between 15 and 49% of dll
couple families. But aso families in which the head is part-time working and the partner is not
working have a higher risk to be poor, athough poverty rates vary greatly across countries: from
aound 6% in Belgium and the Netherlands to around 30% in Australia and the United Kingdom; the
other countries having rates of between 10 to 20%. In genera, thereislittle difference in poverty
raes between couple families where both partners are working full-time and those where the head
isworking full-time and the spouse part-time. Exceptions are Canada and the United States where
the low-income rate doubles when the partner is working part-time instead of full-time.

12



Table4.

Working patterns of non-aged couple families, and respective poverty rates

both partners head full- head part-time]  head full-timel  both partnerd  head part-timg  both partnerg All
time
working spouse spouse spouse not working partner not not couple
full-time part-time full-time working part-time working working families

Austrdia85/86  percent 25.9 26.4 14 344 0.8 11 7.7

poverty 6.6 7.5 6.8 9.7 151 30.7 40.6 111
Belgium 85 percent 24.6 12.3 @ 41.2 @ 25 12.0

poverty 19 0.2 (@ 25 (@ 6.4 152 3.8
Canada 87 percent 371 21.2 14 27.1 09 15 56

poverty 21 4.9 10.9 10.8 19.8 21.0 41.8 85
Germany 84/85 percent 195 19.0 12 40.9 1.0 17 59

poverty 11 10 10 31 7.0 109 37.6 4.8
L uxembourg percent 214 7.6 (@ 58.1 (@ (@ 6.5

poverty 0.0 15 (a) 4.3 (a) (a) 137 4.0
Netherlands 87  percent 110 16.7 (a 50.1 (a 30 115

poverty 0.0 04 @ 4.4 @ 5.8 114 3.8
Sweden 87 percent 335 46.0 29 9.1 3.7 14 11

poverty 2.1 21 1.7 6.6 5.2 151 32.5 3.3
United percent 21.3 28.3 0.9 24.9 14 394 21.9
Kingdom 86 poverty 5.2 7.6 6.9 11.7 6.2 15.2 36.3 12.1
United percent 345 153 2.7 29.6 19 29 6.6
States 86 poverty 3.9 8.8 9.7 119 175 27.2 38.3 11.2
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Source: LIS microdata bas's, own calculations.

Poverty rate: percent of families with an adjusted income below 50% of the median income.

Full-time defined as working 35 hours or more per week. () sample size too smdl.
Whenlooking at couple families in which one person is working full-time and the other part-

time, we find that the poverty risk is, in general, independent of which one of the two partners is

working full-time and which one part-time (the head or his or her spouse): only in Canada is the

poverty rate lower when it is the family head who is working full-time.

Sasoond, those countries which (till) have ardatively high proportion of couple families with
the traditional work arrangement between spouses (head full-time employed, spouse non-active) --
Bdgum, Luxarbourg, Germany, and Netherlands with 40 to 58 per cent of al couple families -- also
havethe lowest poverty rates for this family type: between 2.5 and 4.4 per cent. On the other hand,
incountries which have a small proportion of this working-time arrangement, these families dso have
higher poverty rates, in particular the United Kingdom with the one of the highest rates (15.2 per
cent). Onecantherefore assume that different changes in family work arrangements across countries
are also related to different developments in returns from (full-time) work.

It is interesting to compare two family types where there is approximately one full-time
worker: the ‘traditional’ work arrangement with the one in which we have two part-time workers
(columns four and five in Table 4). In most countries, two partners working part-time have a higher
poverty rate than couples where the head is working full-time. This is particularly the case n
Gamany, the United States and Canada. In these three countries, the rate is amost doubled. To the
contrary, in Sveden and the United Kingdom, two part-time working partners have significantly lower
poverty rates than families with one full-time working head. This finding corresponds to results from
arecent Sudy comparing poverty in Sweden and the United States (Danzinger and Jantti 1992). This
study reports that (market income based) poverty among families with children where both parents
areworking part-time is lower than in families where only the father is working full-time in Sweden,
but higher in the United States (18.8 per cent and 16.8 per cent in Sweden, and 12 per cent and 18.5
per cent in the United States).

4.2  Single parent families

Sngle parents are undoubtedly a vulnerable group in the society. Many recent studies find
high poverty risks for these families across al countries which are studied here, with the exception
of Sweden (see, for example, Hauser/Fischer 1985, Wong et al. 1992, Soerensen 1990, Forster 1993,
Bradshaw/Millar 1992, OECD 1990a). Also for single parents, employment plays a prominent role:
Table 5 shows that in most of the countries, haf or more of single parent families are employed
(between 45 and 60%). Two extreme cases are the Netherlands, where amost three quarters o
sngle parents are not working, and Sweden, where this concerns only one single parent out of ten.
The highest percentages of full-time work (almost 50 per cent) occur in the two North-American
countries. Part-time employment concerns around one tenth to one fifth of al single parent families,
except in Sweden where this from of employment is particularly popular: about one single parent out
of two is working under this arrangement.
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Tableb.

Working patterns of non-aged single parent families and respective poverty rates

Not Working Working All
working part-time ful-ime | sngle parents
Austrdia85/86  percent 53.4 12.1 34.4 100
poverty rate 82.0 65.3 11.7 55.7
Begium 85 percent 46.0 13.7 40.3 100
poverty rate 344 5.3 54 18.7
Canada 87 percent 39.1 12.7 48.2 100
poverty rate 82.9 50.1 20.6 48.7
Germany 84/85  percent 44.0 20.3 35.7 100
poverty rate 55.0 41.9 5.2 34.5
Luxembourg 85  percent 53.3 @ 40.2 100
poverty rate 20.5 @ 10.9 175
Netherlands87  percent 71.6 17.1 11.3 100
poverty rate 12.7 124 6.7 12.0
Sweden 87 percent 10.4 45.7 44.0 100
poverty rate 25.0 6.0 17 6.1
United percent 54.5 23.9 21.7 100
Kingdom 86 poverty rate 33.2 27.3 111 27.0
United percent 39.6 12.7 47.8 100
States 86 poverty rate 84.0 62.8 29.0 55.0

Source: LIS micro data basis; own calculations.
Full-time defined as working 35 hours or more. (a) sample size too small.
Poverty rate: percent of families with an adjusted income below 50% of the median income.

Poverty rates of not-working single parents are very high in the three non-European
countries (over 80 percent); but dso in Belgium, Germany and the United Kingdom between one

third and haf of these families are poor. The Netherlands show a particular pattern: in this country,

sngle parents have a relatively low overdl poverty rate (second lowest after Sweden) where this

concamshathworking and not-working families and dso, the form of employment playslessarole.

Indl other countries, employment reduces poverty rates for sngle parents sgnificantly. In Belgium

and Sweden, part-time employment is sufficient to reduce the poverty rate to about 6 percent. A

redudiontothisrelatively low percentage a so takes place in Germany and the Netherlands, but only
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through full-time work. There are dso consderable differences in the reduction of poverty through
full-time versus part-time work in Audtrdia, and, to alesser degree, in Canada and the United



States. In these countries, sngle parents have to work full-time to have poverty rates which are
smilar to those of couple families where both partners are working part-time.

We canthusconclude that part-time work may be a sufficient sourceto significantly reduce
therisk of poverty:

)] for couples when the partner isworking full-time;

i) for couples when the partner is working part-time in Sweden and the United
Kingdom and;

i) for angle parentsin Belgium and Sweden.

Wehavebem using arather broad definition of full-time and part-time work (with a cut-off
line of 35 hours). The conclusions above become firmer in the case of more redrictive definitions
(e.g. part-time work under 25 hours). In this case, the respective poverty rates for single mothers
would be closeto 75 per cent in Australia and Canada, and 12 per cent in Sweden.

5. RECIPIENTSOF UNEMPLOYMENT BENEFITS

Anather way to look at the impact of unemployment is through the analysis of this group of
families which isin receipt of unemployment benefits. One has to take into account, however, that
the different countries anadlysed make use of quite different syssems of support in the case o
uremployment. In many countries, there are pardle systems (e.g. early retirement schemes) which
haveasmilar character and can hardly be distinguished from genuine unemployment compensation.
Inaddtion long-term unemployed typicaly receive socid ad type trandfers since in most countries,
dighlity for unemployment benefits exhaust after a certain period? In the following, unemployment
benefit means the trandfer to unemployed persons out of unemployment insurance, except for
Audrdiawhere this benefit is means-tested and paid out of the federa budget.

The relation between the presence and the magnitude of this trandfer in afamily'sincome
peckegeand its rdldive income gatusis examined in Table 6. Firgtly, we observe that around eight
tonine tenth of al non-aged families do not receive unemployment benefits at dl; the percentage is
amogt the same for poor families -- in Canada and Sweden it is even dightly higher. Thisisdueto
the fact that unemployment compensation is, for most of the families, just one eement out of many
in the income compogtion. Moreover, in most countries unemployment benefits are
employment-related transfers and therefore more equally distributed between poor and non-poor
families.

8 A concise and comparative description of systems of unemployment compensation can be
found in OECD 1990b, or U.S. Department of Health 1993. Also, the Ingtitutional Database
(IDB) of the Luxembourg Income Study contains the key parameters of the different
unemployment schemes for the countries studied.
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Proportion of non-aged families receiving unemployment benefits

Table6.

Receiving unempl.  benefits Not receiving
UE benefit less UE benefit mord  unemploymen
than 1/3 of DPI than 1/3 of DPI| benefits
Australia 85/86 All families 8.1 4.7 87.2
Poor families 5.3 20.6 74.1
Bdgium 85 All families 8.4 7.4 84.2
Poor families 0.8 30.1 69.1
Canada 87 All families 19.8 35 76.7
Poor families 11.5 8.5 80.0
Germany 84/85  All families 9.8 1.8 88.4
Poor families 8.7 8.6 82.7
Luxembourg 85  All families €) @ 99.0
Poor families (@ @ (@
Netherlands 87 All families 0.6 3.2 96.2
Poor families €) €G] 96.9
Norway 86 All families 5.9 0.7 93.4
Poor families 4.7 1.6 93.7
Sweden 87 All families 9.7 4.4 85.9
Poor families 4.2 4.2 91.6
United All families 9.2 21 88.7
Kingdom 86 Poor families 1.8 10.1 88.1
United All families 8.4 0.5 91.2
States 86 Poor families 6.5 1.7 91.8

Source: LIS microdata basis; own calculations.
DPI: disposable income, adjusted for family size. (a) sample size too small.

Austrdia and Begium conditute the two driking exceptions. in both countries, the

percentage of poor families recaving unemployment benefit is twice as high as the percentage for
dlfamilies 30 percent, versus 15 percent. This can be explained by the design of the unemployment
compensation sysem in these countries; Audrdia is the only country in which the recept d
uremployment compensation is entirely independent on employment history. Belgium, on the other
hand, is the only country in which there is practicdly no upper time limit for the recept d
unemployment benefits.

However, when unemployment benefits become a substantia part of a family's income
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package (defined here as exceeding one third of the digposable income), poor families are
over-represented in al countries except Sweden: the proportion then istwo to four times higher.



Agan, Audrdia and Belgium condtitute two extreme cases -- with percentages of 20 and 30 %,
respectively -- due to the above mentioned reasons.

Table7.
Families recaiving unemployment benefits exceeding one third of digposable income,
by age of the family head

head head | headaggd head All
under23 25-34] 35-45 45-60] families
Audrdia85/86  percent 24.2 29.5 18.6 21.7 100.0
poverty rate 84.8 78.6 77.8 50.9 72.8
Belgium 85 percent 14.9 32.7 214 31.0 100.0
poverty rate 34.0 25.5 20.8 17.3 23.2
Canada 87 percent 19.9 33.2 24.2 22.7 100.0
poverty rate 50.0 35.6 36.5 32.2 37.9
Germany 84/85 percent 22.7 15.5 45.0 16.8 100.0
poverty rate 58.5 77.3 28.1 22.9 414
Netherlands 87  percent 17.7 34.1 17.7 30.6 100.0
poverty rate 13.0 11.4 0.0 5.0 1.7
Norway 86 percent d 39.6 30.9 29.5 100.0
poverty rate €) 10.3 47.0 0.0 18.6
Sweden 87 percent 40.6 294 17.6 12.3 100.0
poverty rate 13.0 7.7 13.0 18.8 12.1
United percent 20.8 34.7 23.8 20.8 100.0
Kingdom 86 poverty rate 61.9 65.7 70.8 47.6 62.4
United percent 7.1 48.7 25.0 191 100.0
States 86 poverty rate 100.0 66.7 52.4 80.6 68.4

Source: LIS micro data basis, own calculations. (a) sample size too small.
Poverty rate: percent of families with an adjusted income below 50% of the median income.

Table 7 andyses this sub-population, i.e. non-aged families which receive a subgtantial
amout of unemployment benefit. There are sgnificant differences across the nine countries studied:
poverty rates for these families range from around 10 per cent in the Netherlands and Sweden to
aound 20to 40 per cent in Belgium, Canada and Germany and up to about two third of dl families
in the United Kingdom, the United States and Ausdtrdia In al countries except Sweden, it isthe
youth (families headed by persons under age 25) who have by far the highest poverty incidence®
As pointed out above, this group is of specid concern, Snce the members of these familiesare a

® Inthe United States, this concerns even the totdity of dl very young families with substantia
unemployment compensation. On the other hand, the share of very young in dl non-aged
familieswith substantid unemployment compensation is aso the lowest in this country.
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the beginning of their working career and face dramatic consequences if they become transfer
dependent.

6. CONCLUSIONS

Having studied the impact of employment, unemployment and non-activity on the rdlative
income status of non-elderly families as well as different working patterns (full-time/part-time
employment) among different family types, we can conclude that:

1) unemployment and non-activity are one of the strongest determinants for families
poverty, especialy in European countries;

i) employment, not only of the family head but dso of other family members (in
particular the spouse), is akey dement in taking families out of poverty;

lif) pat-ime employment, athough of growing importance for the income composition
of poor families, isin most countries not sufficient for afamily to escape poverty -
unlessthereis ancther earner in the family.

\Y) families, in paticular young families, which rely to a big part on unemploymert
benefits have above average poverty risks.

The policy implication isthat in order to dleviae poverty, traditiona socid policy (income
mértenance programmes) should be combined with active labour market measures. Such a policy
waudencourage labour force participation and a the same time (e.g. in the case of Single mothers)
provideenhenced child care facilities. A second policy consideration relates to poverty among those
who are in full-time employment (the "working poor"). In a number of countries in which this
phenomenon has been of growing concern, several measures to assst those families have been
inroduced or re-enforced since the benchmark date of our analysis (1985 to 1987). Theseinclude
the Family Credit (former FIS) in the United Kingdom, the Earned Income Tax Credit (EITC) inthe
United States, or the Family Allowance Supplement (former FIS) in Audtrdia

An interesting topic for further analysis will therefore be to evauate to which extent new
subsidies have reduced poverty among those family types identified above. Scholz (1994) has
undartaken afirst evaluation of the new EITC programme 1993 in the United States. Three results
concaring the programme design are noteworthy: firgt, labour supply incentives are assumed to be
highest among households not working or working only a little, whilst they are expected to be
necetive for households in the phase-out range of the credit (more than haf the digible population).
Second, the EITC design creates financid incentives to marry for low- or zero earning taxpayers
with children, and incentives to separate (or not to marry) for couples with children when each has
modest earnings. Third, the design ddliberately quits the ‘traditiond’ aim of target efficiency. Scholz
(1994: 5) concludes that, dthough the programme "increases by over 33 percent the number of
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taxpayers with incomes below the poverty line who will be eligible for EITC, ...., the fraction
of total EITC payments that directly reduce the poverty gap falls from 47 to 36 percent".°

Inmaregenad terms, the main policy question for the 1990ies isto find coherent strategies
for reducing poverty while maintaining or creating work incentives, on both the labour supply and
the labour demand side. Besides the Earned Income Tax Credit, a number of other policy
indruments is currently under discussion in many of the Western industridised countries: the Credit
Income Tax, the Negative Income Tax, the Earnings Supplement, the Basic Income Guarantee, the
Wage Rate Subsidy and the Employer-based Margind Employment Subsidies. **

10|t has to be noted, however, that these estimates are based on the national (absolute) U.S.
poverty line which corresponds to a (relative) poverty line of about 40% the median income.
Edimetesinthispaper are based on a poverty line which refers to 50% the median income (see
section 2.)

1 An excdlent description of these instruments and a discussion of their pros and cons can be
found in Haveman (1994).
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7. FURTHER RESEARCH REQUIREMENTS THE LUXEMBOURG
EMPLOYMENT STUDY?*

Sverd Working Pepers andysing the L1S microdata have been focused on labour market
issues. McFate/Fischer 1989, Wolff 1990, Dirven et a. 1990, Phipps 1993 and Phipps 1994. A
thorough comparative andyss of working poor in five countries is given in O'Connor/Smeeding
1993.

All these studies use, in generd, two key variables to depict the Stuation of employed:
eanings (or number of earners in a household) as a proxy for employment, and hours of work to
ddinguish baween full-time and part-time employment. The labour force satus, and the importance
o unamdoyment compensation, which dlow to andyse the unemployed population separately from
the whole pool of non-employed, have so far not been explored. Chapter 3 and Chapter 5 of this
peper provide ome estimates on the poverty status of unemployed using the mentioned information.

However, information on the labour force status, and unemployment in particular, is poorly
collected in income surveys. In addition, not for al countries we could recode the labour force
categariesaccording to the strict I1LO guidelines (ILO 1958, 1LO 1982). In order to do so, we need
to rely on the adapted instrument: 1abour force surveys.

Inthisview, theLuxembourg Employment Study (LES) is anew project associated with LIS
a CEPSINSTEAD with the am of making available to researchers a set of labour force surveys
fromtheealy 1990esin order to study labour market related issues using internationally comparable
micodda Andysis of labour market behavior on anindividud levd or in the frame of a household,
of educational and occupationd patterns, of retirement decisons, and related issues aso would
enhenceinterdisciplinary research (economics, sociology, political science). Similar to the procedure
fdloned by LIS, national micro data are standardised and stored on the Luxembourg Government
manframecomputer (Centre Informatique de I'Etat) and can be accessed from remote Sites, without
alowing any direct accessto the individud data

Thefdloming ressarch areas would be stimulated by the LES project; thislist is by no means
exhaudive:

- andyss of unemployment and employment turnover; the differencesin the structure of the
European labour market on the one side, and the North American on the other;

- the rapid transformation in Eastern European labour markets. labour shedding and
differences in the development of unemployment;

- regond pettamsof income and employment and progressin achieving socid cohesion gods,

12 This section draws on discussions with Jon-Eivind Kolberg and Uwe Warner.

21



- relationship between human capita and economic performance;

- socid policy effects of welfare Sate programmes, the role of unemployment insurance and
assistance;

- comparative studies of socid dratification;
- migration issues. movement of individuas within countries, and between countries;
- labour market behaviour of the elderly; retirement decisions;

- clarification of the structure of unemployment across regions, occupations, educational
categories, gender, age, €tc.

Countries which are intended to be integrated into LES are, besides member states of the
Eurgoeen Union, other Western European countries (EFTA), Central and Eastern European reform
countries, and oversea countries (US, Canada, Australia) -2

Ingenerd, labour force surveys are well developed and their structures, based on the ILO
definitions of economic activity (labour force concept), are more compatible than those of other
nationa surveys, such asincome or household budget surveys. In order to facilitate comparative
research, a standardised list of variables for the labour force surveys stored at LES has been
devdopped. The structure of thislist is based on the 1992 EUROSTAT classification of aggregates
related to the labour force. Around 90 variables will be grouped into twelve main groups:

l. Demographic background

. Work status

. Employment characteristics - first job

V. Information about second job

V. Previous work experience of persons not in employment
VI. Search for employment

VII.  Stuation of inactive person

VIIl. Educdion and traning

IX. Situation one year before survey

X. Labour force gatus. employment-unempl oyment-inactivity
XI. Earnings and income

XIl.  Technicd items

B Inmid-1994, 9x micro data sets from labour force surveys for ayear between 1990 and 1993
were stored on the Luxembourg mainframe computer (Austria, Hungary, Luxembourg,
Norway, United Kingdom, United States).
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Although information on earnings and income (group XI) is, in many countries, not covered
in the respective labour force surveys®4 there could be a widespread number of possibilities to
analyticdly link research based on LES with research based on LIS. As an example, andytica
questions of the type presented here in sections 3 and 4 could lead to test hypotheses as to the
impartance of changing labour force participation of individuas and blurring working arrangements
withinfamilies and households. Thisisillugrated in Table 8. Disposable income (DP1) is used here
as an indicator for well-being.

Table8.
Family type, work arrangement and well-being level
Work
arrangement
Family type traditiona modern precarious
(1 active, 1 (2 actives)
inactive)

‘traditiond’
(eg.1head, 1 g DPl ? @ DPl or <gDPI ?
spouse, kids) > g DPI ?
‘modern’ o DPI ? > gDPI ? 2 DPI or
(e.g. DINKYS) <gDPI ?
at risk <gDPI ? <@gDPl or <g@gDPI ?
(e.g. angle parents) @ DPI ?

Such akind of anayss would furthermore take into account and compare different types
of labour market organisation in different countries and their outcomes (e.g. degree of labour
dandards, unionisation, flexibilities etc.)

Findly, the main angle of view of the LES project is that of internationad comparison
Ardyss of structura problems on Western labour markets can learn from experiences of trangtion
countries, and vice versa. A thorough comparative anlysis of labour markets and labour market
behaviour between Western European countries, North America and reform countriesin trangtion
will help to understand better phenomena of disequilibria such as persstently high rates d
unemployment.

14 Amog the first six LES data sets mentioned above, information on earnings and income exist
for Audtriaand the United States.
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