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l. Introduction

The object of this report is to review the available evidence on the extent and nature of
financia poverty in modern rich nations within the OECD and selected other nations. While we
discuss broader concepts of poverty such as those related to deficits in capabilities, social exclusion,
violence and insecurity, our main concern is with financial poverty as measured by annual after-tax
disposable income. Both absolute and relative poverty measures are presented and attempts are made
to link the types of poverty standards used in rich nations to those used in developing nations. We
further break down our anayses to compare mgjor dependent groups in society: the aged and families
with children (including lone parents).

The next section of the paper discusses the basic measures and concepts that we employ to
assess poverty among these groups, and the Luxembourg Income Study (LIS) database which
undergirds our analyses. Our descriptive results are presented and summarized in Section 111, both
level and trend in poverty and its sensitivity to measurement issues. We investigate the extent of
poverty and assessing the impact of tax-transfer policy on each. Section IV turns to a brief
explanation of sources of and remediesfor poverty, including the redesign of the social welfare state.
Economic (earnings, unemployment), demographic (aging, single parenthood) and policy effects are
assessed over a 10- to 15-year period for a smaller subset of nations. Policy strategies related to
labor markets and to addressing both e derly women's poverty and lone parent poverty are discussed.
Section V concludes the report with a brief summary of what we have learned and its implications
for poverty.

While this report covers awide range of nations and causes of poverty, not everything could

beincluded here. Very long-term trends in poverty are not available for most of the nations studied



here. We are not able to identify racia or ethnic minority populations in enough nations to separately
andyzethisissue. Similarly, nationd data exclusons do not permit an analysis of the economic status
of immigrants, and only asampling of the transition nations of Central and Eastern Europe could be
studied. These are included for comparison purposes only.
Il. Measuring Poverty in Rich Nations: Basic Concepts and

Measurement Issues

Poverty measurement began as an Anglo-American notion. In fact, “official” measures of
poverty (or their kin “low income”) exist in very few nations. Only the United States (U.S. Bureau
of the Census 1995) and the United Kingdom (Households Below Average Incomes or HBAI 1993)
have “official” poverty series. Statistics Canada publishes the number of households with incomes
below a“low income cutoff” on anirregular basis, as does Australia. First, European nations do not
calculate low income or poverty rates because they know that their social programs and a reasonable
set of measurement standards would ensure a low poverty rate (see Bjorklund and Freeman 1995,
for example). Second, there is no consensus on guidelines for measuring poverty. Hence, thereis
much less agreement—and comparability—in the literature. While international bodies such as the
OECD (Forster 1994), Eurostat (Hagenaars et al. 1994) and the Luxembourg Income Study (e.g.,
Smeeding, O'Higgins, Rainwater 1990) publish such figures, there is no genera internationd
agreement on the measurement of poverty. Moreover, extension to transtion nations by these groups
are rarely made (for an exception, see Torrey, Smeeding, and Bailey 1996). It isour hope that the
United Nations might be able, in time, to link the nations and measures of poverty used in the “rich”
nations of the world to those emerging from World Bank and others' research on the developing
and/or less developed world (e.g., Lipton 1996; Ravdlion 1996). But for now, cross-national poverty

comparisons remain an infant industry.



Poverty measurement in rich countries using a large microdatabase such as LIS permits the
analyst savera choices of both concept and methods for measuring resources and needs. We begin
by discussing the concepts of economic poverty and their relationship to social excluson. We then
turn to measurement issues related to needs. equivalence scales, absolute and relative poverty, and
social distance (as measured by real incomes using purchasing power parities). Next we turn to
measurement issues related to our chosen standard of well-being, often direct tax cash disposable
income and its sengitivity to noncash income and indirect taxes. In order to measure the effects of
policy on poverty we define a second income concept—market income. We end by identifying
groups of interest and the database which supports this study.

Concepts of Well-Being, Poverty, Social Exclusion, and Resource Measures

The measurement of economic poverty in rich nations involves the calculation of economic
well-being or resources relative to needs. Economic well-being refers to the materia resources
available to households.! The concern with these resources is not with material consumption itself
but rather with the capabilities they give household members to participate in their societies (Sen
1992). These capahilities are inputs to social activities and participation in these activities produces
aparticular level of well-being (Rainwater 1990; Coleman and Rainwater 1978). Measurement of
these capabilities differs according to the context in which one chooses to measure them, particularly
within rich nations as compared to within poor nations.

All advanced or rich societies are highly stratified socialy. Some individuals have more
resources than others. The opportunities for social participation are vitally affected by the resources
that the family disposes, particularly in nations like the United States, where there is heavy reliance
on the market to purchase such social goods as hedlth care, education, and child care services

(Rainwater 1974). Money income is the central resource in these societies. But there are still other



important kinds of resources such as socid capital (Coleman 1988), noncash benefits, education, and
access to basic hedth care, dl of which add to human capabilities. There are also many forcesin rich
societies which reduce well-being by limiting capabilities to participate fully in society: for instance,
violent, geographically, and socialy isolated neighborhoods, poor quality public education, and
earnings and job instability increases economic insecurity in many rich countries.

In poor nations, where poverty is more basic—often the difference between life and
death—real consumption of food and shelter is the preferred measure of well-being. Economic
poverty emerges and is measured by having too few resources for survival, or living on life's edge.
Here life expectancy, mortality rates at young ages, lack of access to public health, illiteracy, and
other basic measures of “poverty” and socia exclusion are much more common and more easily
measured than is “income.”

But in rich societies, we argue that income—or the ability to consume—is the key measure
of economic resources and the ability to avoid poverty. While income—consumption plus change
in net worth—brings with it more complicated issues of period of measurement and life cycle
considerations, it is a much more appropriate and, we would argue, more easily measured index of
well-being for rich nations than is consumption (see Johnson and Smeeding 1997 on this topic).

In this paper, we are concerned mainly with annua disposable money income. Detailed
comparable information exists on money income by source, taxes paid, and certain kinds of transfers
which have a cashlike character, such as housing allowances, fuel assistance, and food stamps, for
the amost 20 nations which we will investigate. Unfortunately we cannot take into account the major
inkind benefits which are available in most countries—for example, health care, education, day care
and preschool, general subsidiesto housing, and thelike. To the extent that the level and distribution

of these resources is different in different countries, our analysis of money income must be treated



with some caution. However, their inclusion would be unlikely to change the conclusions reached
in this paper. (See below, and Smeeding et al. 1993 for an analysis that includes these benefits.)

Socid isolation and the ability to permanently escape poverty are notions which could better
rely on longitudina household panel datasets. Longer term measures of income can help us
differentiate those units which are only temporarily poor from those which are longer term or
“permanently” poor. While comparative studies of socid exclusion might therefore be better captured
by such datasets, they are even more sparse, as are studies of long-term poverty spells and/or reliance
on socia assistance. We know of only one or two such comparative studies for eight nations (i.e.,
Duncan et al. 1993, 1994). While they indicate that social exclusion due to long-term poverty,
joblessness, or extended dependence on socia assistance may be a widespread feature of life only in
the United States and possibly the United Kingdom, there is growing concern about socia exclusion
in Europe (e.g., see Bergmans 1996).

Equivalence Scales. Familiesdiffer not only in terms of resources but also in terms of
their needs. We take differing needs, because of household size and the head’s stage in the life
course, into account by adjusting income for family size using an equivalence scale. The adjustment
for household size is designed to account for the different requirements families of different sizes have
for participating in society at a given level. Different equivalence scales will yield different
distributions of well-being. Severa studiesin Europe, the United States, and Australia point to an
equivaence scale which implies fairly large economies of scale in the conversion of money incomes
to socid participation among families with children (Buhmann et al. 1988; Bradbury 1989; Rainwater
1990), and aso for the aged (Burkhauser, Smeeding, and Merz 1996). Because choice of

equivaence scde may favor smdl versus large families, depending on which level is selected, we aim



to find amiddle ground value which is gppropriate for measuring vulnerability for both large families
(e.g., those with two or more children) and smaller units (e.g., single elderly women living aone).

Buhmann et al. (1988) have proposed that disposable income be adjusted for family sizein
the following way:

Adjusted income = Disposable Income/Size" (1)
The equivadence elasticity, E, varies between 0 and 1; the larger is E, the smaller are the economies
of scae assumed by the equivdlence scale. The various studies reviewed in the survey from Buhmann
et d. (1988) and later Atkinson, Rainwater, and Smeeding (1995) make use of equivalence scales for
analyses of per capitaincome ranging from E = 0 (or no adjustment for size), to E=1 (which ignore
all economies of scale). Between these extremes, the range of possible values is rather evenly
covered. The reader should keep in mind that all money income estimates in the paper are based on
adjusted or equivalent income cal culated according to the above formula.

The obvious question is which measure of E to use for this study. Following Atkinson,
Ranwater, and Smeeding (1995, especially chapters 2, 3, and 7), we have selected an E value of .5,
similar to that used by OECD (Forster 1994), and Eurostat (Hagenaars et al. 1994). For the most
part, national rankings by overall poverty rates are not sensitive to the measure of E selected
(Burkhauser, Merz, and Smeeding 1996). However, because the relative poverty rates of subgroups
of the population are very sensitive to these choices, we also test the sensitivity of our results using
E = .33 and E = .67 in the appendices of this report (Appendix Table A-1).

Having defined equivalent income in this way, we determine the equivaent income of all
individuals in each country. We then examine the distribution of equivalent incomes of personsin
householdsin relation to the selected poverty line. In this analysis we mainly tabulate the percentage

of personswho have given characteristics, not the percentage of families with given characteristics.



In technical terms, our calculations are weighted by the number of persons of each type (all, children,
adults, elderly), in each household type.

Poverty Measurement.  Needs can be measured two ways, an absolute definition and
arelative definition. Relative poverty involves deciding on the income concept for relativity (median
or mean) and on the fraction of adjusted income which signifies poverty. Absolute poverty
measurement means locating the “absolute” poverty line and then converting that poverty line into
national currency.

Wemainly rely on arelative concept of poverty, the percent of persons living with incomes
below half of median income. Thisincomeisin line with a well-established theoretical perspective
on poverty (Sen 1992; Townsend 1979). Such a measure is now commonly calculated by the
European Commission (Hagenaars et a. 1994), by the OECD (Forster 1993) and by other
international groups. Only the British and one other international study (Cantillion, Marx, and
van den Bosch 1996) use mean income as a standard, though Cantillion et a. use both mean and
median income-based poverty rates in their study.

In fact, most studies use the “average” or median household as the point of reference, as do
we. Using the average or mean income means measuring socia distance from something other than
the average household. Moreover, the decision to use one measure versus the other can lead to quite
different results in poverty trends when inequality is changing. In the United States from 1973 to
1994, the mean income grew 15 percent more than the median income, thus assuring that poverty
measured relative to the mean grew much more than poverty relative to the median (Burtless 1996).
Appendix Table A-3 illustrates the differences found between using mean or median income as the

reference point.



We use two additional measures of relative poverty to test the sensitivity of our headcount
measures to alternative poverty lines. Forty percent of the median is chosen because it is almost
exactly theratio of the United States poverty line to the United States median, and 60 percent is used
because thisis the minimum income level where Scandinavian welfare states typically set their safety
net benefits packages. Because poverty rates are sensitive to choice of a relative threshold, we
demonstrate poverty rates at these cutoffs in the main body of the paper.

Our absolute poverty approaches aretwo. Firg, in order to link our results to those produced
by others studying developing nations, we use the World Bank poverty lines of $1 per person per day
and also $2 and $4 per person per day in 1985 United States dollars (Ravallion 1996). For
comparison, we aso use the per capita (E=1) equivaence scale which is common in most studies of
poverty in developing nations with these same poverty linesin Appendix Table A-2. While we expect
to find few personsin rich nations at these levels of real income, we expect that they will be quite
interesting for comparisons with both transition nations and poverty rates in developing countries.
A more realistic poverty line in rich nations is the United States single person poverty line—about
$14.40 per person per day in 1985 dollars. We also use 50 percent ($7.20 per day), 75 percent
($10.80 per day) and 125 percent ($18.00 per day) of this measure for illustrative purposes,
converting all incomes to constant dollars using purchasing power parities.

Purchasing Power Parities (PPP) and Real Standards of Living. In order to
investigate the issue of absolute parity and the real living standards of the poor, we have converted
the United States poverty line, the World Bank poverty lines, and the relative real incomes of all
personsin each country to units of equal purchasing power in 1985 dollars using information found
in the Penn World tables (Summers and Heston 1991).% In addition to head count poverty measures,

after converting al incomes to real incomes, we examine nationa differences in real standards of



living. We do so by comparing national incomes as a percent of the United States median incomein
the year of the survey. This gives usthe real living standards for middle-income persons—the 20
percent of persons whose income are around the median (10 percent of them below and 10 percent
above). We aso present results for each country’s median low-income or poor person (the median
of the 20 percent with the lowest income), and for contrast, the median high-income person (the
median of the 20 percent with the highest income).

Measuring Resources: Disposable Income, Noncash Benefits and Taxes

Cross-national comparisons of poverty have focused primarily on the distribution of
disposable money income after direct taxes (income and employee payroll) and after transfer
payments.®>  While this definition of post-tax and transfer disposable income is broad, it falls
congderably short of the Haig-Simons comprehensive income definition, typically by excluding much
of capital gains, imputed rents, home production, and in-kind income (including employment related
benefits).*

Noncash Benefits.  In general, no account is taken here of the benefits from public
spending other than cash transfers. Benefits for hedlth care, education, or most housing subsidies and
tax subsidies are omitted. Because different countries have different mixes of cash and noncash
benefits, poverty rates may be sengitive to the income definition. Disposable or gross money income
measures used here include only public cash and near cash benefits (food stamps, housing allowances,
and other smilar benefits denominated in cash). Hence, one might expect differences across countries
depending on a nation’s preferences for cash versus noncash transfer. In fact, the mix of cash plus
noncash benefits across OECD nations is more uniform than is the distribution of cash benefits aone
(see Smeeding et d. 1993; Whiteford and Kennedy 1994). Basic public education and health benefits

are much more equdly distributed across the population at large than are cash benefits, that are more



likely to benefit poor, disabled, sick, and unemployed individuas than the population at large.
However, in-kind benefits also tend to be a small share of total social transfers relative to cash
benefits in nations with smal shares of GDP spent on cash benefits, and vice versa. Thus, high cash
benefit nations tend to be high in-kind benefit nations as well.

Including noncash benefitsin estimates of the incomes of households a so requires the choice
of what benefits to include and the valuation of these benefits. While severa national studies of
noncash benefits have assessed their impact on the income distribution as measured by the cost of
benefits to the supplier, the literature has made little progress in arriving at a true Hicksian equivalent
variation measure of their cash equivaent vaue to households (U.S. Census Bureau 1982; Wolfe and
Moffitt 1991). A find issue involves the effects of noncash benefits on the definition of the poverty
line. Absolute thresholds should not change when in-kind benefits are added in, but relative poverty
lineswill change. Hence, afurther poverty line choice must be made.

Two recent studies (Smeeding et a. 1993; Whiteford and Kennedy 1994) have made such
comparisons based on eight nations in the early and mid-1980s. When noncash benefits for heath
education and housing (owner-occupied and publicly subsidized units) were valued at ther
government cost and absolute poverty rates were used, poverty rates fell, but national rankings did
not change. These results are similar to those found in the United States when the U.S. Census
Bureau made similar calculations (U.S. Bureau of the Census 1995). When relative poverty rates
were calculated, neither the overall poverty rates nor the rankings changed a great deal >

Another study comparing the United Kingdom and France reached a different conclusion
(Gardiner et d. 1994). Here, depending on the poverty measure, type of noncash income included,
and valuation method chosen, the poverty ranking of the United Kingdom and France could be

reversed. Hence, one must caution that measurement and valuation of noncash benefits may affect
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poverty status. This caution is even more pronounced in developing nations where provision for
public health and basic education is liable to have alarge impact on poverty status, life expectancy,
and arange of other aspects of well-being.

Taxes. Most cross-nationa studies of poverty employ either a measure of income gross
of al taxes, or ameasure that subtracts “direct taxes’—income and employee payroll taxes—alone.
In generd, studies do not count personal property or wealth taxes as direct taxes. Employer payroll
taxes are implicitly assumed to fall on employees, and indirect taxes are ignored.

However, because of differentia reliance on employer and employee social security
contributions across nations, and because of the differential mix of personal, business, earnings,
income, property, and goods (expenditure, V.A.T., sales) taxes across rich nations, the manner in
which taxes are collected may have some effect on the results of cross-national comparative analyses
of poverty.

In order to calculate the burden of indirect taxes, a great dea of additional information is
needed. Incidence assumptions (consumers, labor, capital) need to be made and relative types and
amounts of consumption need to beidentified. Largely because of these additional requirements, we
know of no studies of poverty which include the effect of indirect as well as direct taxes.
Measuring the Effects of Policy on Poverty

Because we want to measure the efforts of public policy on poverty alleviation, we also
examine theimpact of public taxes and transfers on well-being by estimating the percent of persons
with incomes below half of adjusted median disposable income based on their adjusted market
incomes (M1). MI, or pre-government income, includes all forms of earnings (wages, salaries, and
self-employment income) plus capital income, occupationa pension benefits, and private transfers

such as child support. In short, MI includes everything but government transfers and taxes. We
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compare these estimates to those made using disposable persona income or DPI, which includes
taxes and transfers. Such a comparison illustrates how universal benefits, socia insurance, and
“wdfare’ programs—the socid safety net—help reduce poverty. It also tells us how the tax system,
including negative taxes such as refundable personal tax credits (e.g., the United States Earned
Income Tax Credit and the United Kingdom'’s Family Tax Credit), help raise the incomes of some
families relative to others.

Because poverty is of greater concern when it is concentrated among vulnerable groups
(children, aged) as compared to others (e.g., able childless adults), we present poverty rates for all
three groups. aged persons (aged 65 or older), nonaged adults (aged 18 to 64), and children (aged
18 or less). We dso break the aged and children into various types of living arrangements. For the
aged we are interested in the poverty status of single women as opposed to couples, single men and
those in other similar arrangements. For children we want to compare single parent status with
children living with two parents and in other living arrangements.®
Database

The database used to carry out this analysisis the Luxembourg Income Study (LIS) database
which now contains information on child poverty for 25 nations in 70 databases covering the period
1967 t0 1994 (LIS User Guide 1995). Because of the recent addition of the 1990s datato LIS, and
the addition of severa new nations, we are now able to analyze both the level and trend in poverty
and low incomes for a consderable period. One nation which is not a member of LIS—Japan—has
prepared data for the report according to LIS specifications so that it could be included here. AsSLIS
continues to add datasets an even more complete picture of comparative national poverty incidence

will emerge.
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1. Results

Here we present the basic descriptive results of our analyses, looking first at levels of poverty
and then at trends. Our objectivesin this exercise are as follows:
determine differences in the extent of relative poverty across nations and the sensitivity
of these resultsto use of different poverty levels and measures.

compare relative poverty for vulnerable groups—aged and children—across nations and
further break down these categories by living arrangements.

compare real levels of living of the poor and the “socia distance” or between rich and
poor across nations.

examine differences in absolute poverty rates, including those of Central and Eastern
European nations.

summarize the trends in poverty that emerge from LIS.

Appendix tables show the differences which result from measurement choices and other
factors.
Level of Poverty

The extent of poverty variesfrom 19.1 percent (United States) to 5.4 percent (L uxembourg)
with an average rate of 9.3 percent across the 17 OECD nations examined here (Table 1). At the
poverty standard of half the median persona disposable income, national poverty rates fall into
several groupings: United States at about 19 percent poor; the Anglophone nations—United
Kingdom, Audtraia, Canada, and Ireland—plus Japan—between 11.1 and 14.6 percent poor; one less
rich nation, Spain, at 10.4 percent overall poverty; and the remaining ten nations—most of Central
Europe and all of Scandinavia—clustered in the 5.4 to 7.6 percent range. These differences are

related to severa factors: level of overall inequality (United States, United Kingdom);
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Extent of Poverty’ in 19 Rich and Emerging Nations Circa 1990 (in percent)

Table 1

Level of Poverty Ranks

Country Year Overall Aged Adults Children Overall Aged Adults Children
United States 1994 19.1 19.6 16.4 24.9 1 3 1 1
United Kingdom 1991 14.6 23.9 10.7 18.5 2 1 3 2
Australia 1989 12.9 21.6 10.3 154 3 2 4 3
Japan 1992 11.8 18.4 10.2 12.2 4 4 5 7
Canada 1991 11.7 5.7 11.2 15.3 5 14 2 4
Ireland 1987 11.1 7.6 9.6 13.8 6 11 6 5
Spain 1990 10.4 11.4 9.2 12.8 7 9 7 6
Germany 1989 7.6 7.5 7.3 8.6 8 12 10 9
Denmark 1992 7.5 11.3 7.3 5.1 9 10 10 13
France 1984 7.5 4.8 8.1 7.4 9 15 8 11
Netherlands 1991 6.7 4.1 6.6 8.3 11 17 12 10
Sweden 1992 6.7 6.4 8.1 3.0 11 13 8 16
Norway 1991 6.6 135 5.4 4.9 13 6 15 14
Italy 1991 6.5 4.4 6.1 10.5 14 16 13 8
Finland 1991 6.2 14.4 5.8 2.7 15 5 14 17
Belgium 1992 5.5 11.9 4.6 4.4 16 8 16 15
Luxembourg 1985 5.4 12.9 4.1 5.2 17 7 17 12
Overall Average 9.3 11.7 8.3 10.2

Notes:

'poverty is measured at 50% median adjusted disposable personal income (DPI) for individuals. Incomes are adjusted by E=0.5 where
adjusted DPI = actual DPI divided by household size (s) to the power E: Adjusted DPI = DPI/sE.

2Adults aged 65 and over.

3Adults aged 18 - 64.

“Children under 18.

®In Ireland "Aged" includes adults (over 18) living in households headed by someone aged 65 and over; "Adults" includes all adults
(over 18) living in households headed by someone aged under 65.



geographica sze and diversity (United States, Canada, Australia); immature national welfare states
(Spain, Japan); and mature welfare states (European Community, Scandinavia).

Patterns and ranks of poverty for adults alone mirror the overall patterns, particularly in the
high poverty nations, though adult poverty rates average 1.0 percentage points below overall poverty
rates. Children’s poverty rates average roughly 2 percentage points higher than the adult rates and
3 to 5 points higher than overall rates for the three highest poverty nations (United States, United
Kingdom, and Austrdia). In contrast, in the low poverty countries of the EC and Scandinavia, child
poverty rates are at or below overal poverty rates. Child poverty in the United States is near 25
percent, with the United Kingdom'’srate in 1991 at 18.5 percent. In contrast, child poverty ratesin
the Scandinavian countries range only from 2.7 to 5.1 percent.

The aged are the group that stands in greatest contrast to the others. The high (11.8 percent)
rate of poverty among the aged in Japan is largely explained by the fact that less than 10 percent of
the households in Japan are headed by an aged person—most of the elderly there (except for the very
rich and the very poor) live with their children. But elder poverty is even higher in the United
Kingdom (23.4 percent), Australia (24.5 percent), and the United States (19.6 percent). Lest we
think aged poverty is synonymous with Anglophone nations, Canada and Ireland have among the
lowest elder poverty rates at 5.7 and 7.6 percent, respectively. Other nations with unusually high
elder poverty rates include Belgium, Finland, Denmark, and Luxembourg. On average, the elderly
have poverty rates more than 3 percentage points higher than the nonaged and amost 2 points above
those of children.

It needs to be emphasized that these results are sensitive to nation-to-nation comparisons
among groups. Comparing poverty among children and the elderly (Table 1), we find large

imbalances within several nations. Elderly poverty exceeds child poverty by large amounts in
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Belgium, Denmark, Finland, Luxembourg, Norway, and Japan. The reverse is apparent in Canada,
Irdand, Italy, and the Netherlands (though both rates are below 10 percent there). Poverty among
both groupsis high, above 11 percent, in Spain and near or above 20 percent in the United States and
the United Kingdom. Itislow, 9 percent or less, among both children and aged in Sweden, France,
The Netherlands, and Germany.

The percent of persons living below any relative (or absolute) poverty line may also be
sengtive to where the lineis drawn. If we bound the 50 percent of median figures with rates at 40
and 60 percent of adjusted median, we can examine thisissue directly. In fact, more or less the same
picture of overall poverty emerges regardless of where the relative poverty line is drawn (Table 2).
Overal rankings are affected only dightly if we compare the 40 and 50 percent rates. Beyond
rankings, however, other differences can be found. One noticeable difference is the fact that among
rich nations, “deep” or extreme poverty in the United States stands out much more clearly at the 40
percent standard. Here 13.2 percent of the United States population is poor as compared to 7 percent
or lessindl of theremaining nations, a 6 percentage point spread. In contrast, the average poverty
rate for al nationsisonly 4.9 percent. Moving to the 60 percent standard lessens the gap between
the United States and the rest, with the United Kingdom, Austraia, and Ireland al within 6
percentage points of the United States. Here the al-nation average poverty rate is 15.4 percent.
Depending on the steepness of the income distribution at or near the poverty line, the percent poor
can rapidly increase, eg., from lessthan 7 percent in the United Kingdom at the 40 percent standard
to 22.8 percent at the 60 percent standard.

Poverty rates for children and the aged are aso both sensitive to where the line is drawn
(Table 3). Countries are ranked here according to the 50 percent of median standard among the aged.

Among both children and the aged, the United States stands out with a high rate of deep (40
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Table 2

Overall Level of Poverty (in percent)

Poverty Level

Country Year 40% 50% 60%
United States 1994 13.2 19.1 25.4
United Kingdom 1991 6.7 14.6 22.8
Australia 1989 7.0 12.9 20.0
Japan 1992 6.9 11.8 na
Canada 1991 7.0 11.7 17.2
Ireland 1987 4.4 11.1 20.0
Spain 1990 5.5 10.4 17.6
Germany 1989 5.2 7.6 12.6
Denmark 1992 4.1 7.5 14.9
France 1984 4.3 7.5 12.3
Netherlands 1991 4.3 6.7 12.5
Sweden 1992 4.2 6.7 12.1
Norway 1991 2.4 6.6 12.5
Italy 1991 2.7 6.5 12.6
Finland 1991 2.8 6.2 11.5
Belgium 1992 2.6 55 11.0
Luxembourg 1985 1.8 5.4 11.2
Overall Average 5.0 9.3 154

Ranks
40% 50% 60%
1 1 1
5 2 2
2 3 3
4 4 na
2 5 6
8 6 3
6 7 5
7 8 8
12 9 7
9 9 12
9 11 10
11 11 13
16 13 10
14 14 8
13 15 14
15 16 16
17 17 15

Notes:

'Poverty is measured as a percent of median adjusted disposable personal income (DPI) for individuals. Incomes are
adjusted by E=0.5 where adjusted DPI=actual DPI divided by household size (s) to the power E: Adjusted DPI = DPI/sF.
2Adults aged 65 and over.

Adults aged 18 - 64.

“Children under 18.

®In Ireland "Aged" includes adults (over 18) living in households headed by someone aged 65 and over; "Adults"
includes all adults (over 18) living in households headed by someone aged under 65.



Level of Poverty® (in percent): Aged vs. Children

Table 3

Aged Children
Poverty Level Rank Poverty Level Rank
Country Year 40% 50% 60% 40% 50% 60% 40% 50% 60% 40% 50% 60%

United Kingdom 1991 8.2 23.9 43.5 3 1 2 8.6 185 26.9 4 2 2
Australia 1989 5.6 21.6 44.7 4 2 1 9.8 154 21.2 2 3 4
United States 1994 11.3 19.6 28.1 2 3 6 17.8 24.9 325 1 1 1
Japan 1992 114 18.4 na 1 4 na 6.8 12.2 na 6 7 na
Finland 1991 3.8 14.4 29.8 11 5 4 1.2 2.7 6.1 17 17 16
Norway 1991 0.2 135 29.4 17 6 5 1.9 4.9 10.0 14 14 13
Luxembourg 1985 4.0 12.9 22.8 10 7 9 15 5.2 12.9 16 12 11
Belgium 1992 5.5 11.9 23.8 5 8 8 2.0 4.4 9.6 13 15 14
Spain 1990 4.3 11.4 25.1 8 9 7 7.4 12.8 20.6 5 6 6
Denmark 1992 4.1 11.3 35.8 9 10 3 25 51 10.5 12 13 12
Ireland 1987 4.7 7.6 175 6 11 13 4.7 13.8 25.1 10 5 3
Germany 1989 4.4 7.5 16.7 7 12 14 6.3 8.6 14.4 7 9 8
Sweden 1992 15 6.4 19.8 13 13 10 1.6 3.0 6.2 15 16 15
Canada 1991 1.4 5.7 185 14 14 12 9.0 15.3 20.9 3 4 5
France 1984 1.4 4.8 114 14 15 16 4.1 7.4 14.4 11 11 8
Italy 1991 1.4 4.4 12.6 14 16 15 5.0 10.5 18.9 9 8 7
Netherlands 1991 3.0 4.1 19.6 12 17 11 51 8.3 14.0 8 10 10
Overall Average 4.5 11.7 24.9 5.6 10.2 16.5

Notes:

Poverty is measured as a percent of median adjusted disposable income (DPI) for individuals. Incomes are adjusted by E=0.5 where adjusted DPI = actual DPI divided by

household size (s) to the power E: Adjusted DPI = DPI/sE.
2Adults aged 65 and over.

3Adults aged 18 - 64.

“Children under 18.

®In Ireland "Aged" includes adults (over 18) living in households headed by someone aged 65 and over; "Adults" includes all adults (over 18) living in households headed by

someone aged under 65.



percent sandard) poverty. While Japan aso has elder poverty rates at the 40 percent standard which
are at or above those found in the United States, child poverty rates in America at this poverty
standard are ailmost double those found in the nearest comparable nations (Australia, Canada, the
United Kingdom) and are triple the overall average poverty rates (5.6 percent) found in these 17
nations.

Moving from the 50 percent to the 40 percent standard creates large declines in aged poverty
rates on average (from 11.7 to 4.5 percent) and in specific nations (e.g., in the United Kingdom it
drops from 23.9 to 8.2 percent). The differencesin many other countries are also very large when
going from the 50 percent to the 40 percent standard among the aged. Most nations with double digit
aged poverty rates at the 50 percent line find drastically reduced poverty rates at the 40 percent line.
Moving to a 60 percent standard among the aged has quite the opposite effect, more than doubling
the overall average poverty rate from 11.7 to 24.9 percent, producing up to 44 percent of the aged
who could be classified as poor under this standard in Australia and the United Kingdom, and more
than athird poor in Denmark. Clearly, large groups of elderly persons are clustered around the 50
percent of median income standard, not far enough from poverty to live comfortably.

We conclude that overdl levels of poverty are senditive to where the poverty line is drawn and
to which subpopulations one is referring. High poverty rates at the lowest relative poverty line (40
percent) are found in the United States for al persons and for al subgroups. Comparisons between
children and the aged vary according to nation and level of poverty, with both groups having rates
below 10 percent at alow (40 percent) poverty standard in most countries. With few exceptions,
poverty is higher in the United States and Anglophone nations than it isin Scandinavia or Centra

Europe regardless of the group selected. Given the effect of deep child poverty on the developmental
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outcomes of children (Duncan et d. 1996), the high United States child poverty rate at the 40 percent
line should be a matter of great concern.
The Feminization of Poverty: Old and Young

For most of the nations examined here, we can further break down the population into
vulnerable groups.” Previous research has highlighted the fact that among the aged, older single
women living alone are a most vulnerable group (Smeeding, Torrey, Rainwater 1993). At age 65,
life expectancy for women is three to five years more than for men, and younger women tend to
marry older men. This produces a situation where older widows live 8 to 12 years longer than their
partners.

Older single women have the highest poverty rates in amost every nation studied (Table 4,
first bold column), higher than those found among single elderly men, aged persons living in other
living situations (e.g., with a son, daughter, other relative, or friend), and especialy older couples.
The incidence of poverty among older women living alone is above 50 percent in Austraia, above
40 percent in the United Kingdom, and 33 percent and above in Finland, Norway, and the United
States. Single digit poverty rates for this group are found only in The Netherlands and in France.
Poverty rates for older single women average 22.5 percent in these nations, more than three times
the average rate for couples and significantly higher than the rate anong single men.

Among families with children, a growing concern in all nations is the high poverty rate of
single parents (Table 4, second bold column). Single-parent families range from 10 to 25 percent of
all familieswith children in most mgor European nations and in the United States, and single fathers
are less 5 percent or less of all single parents in every country studied. Similar to the situation of
single older women, among families with children, single parents tend to have the highest poverty

rates in every nation: 57 percent or more in Canada, the United States, and Australia;
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Table 4

Level of Poverty' (in percent) by Living Arrangements

Families with an Aged Head

Children in Families

Single Single One Two
Country Year Overall Couples’ Women® Men*  Other® Overall Parent® Parents’ Other®
Australia 1989 19.8 8.7 52.7 42.3 55 15.4 60.9 9.5 7.7
Belgium 1992 11.3 11.3 17.7 13.8 2.9 4.4 13.5 3.8 2.4
Canada 1991 5.8 3.8 12.0 11.7 2.5 15.3 57.5 9.5 9.3
Denmark 1992 10.8 3.0 19.8 21.6 na 51 13.8 9.8 1.8
Finland 1991 14.7 2.7 33.2 13.6 3.6 2.7 7.7 2.2 2.0
France 1984 4.3 2.2 8.9 5.0 2.6 7.4 19.5 6.1 8.2
Germany 1989 7.4 4.9 12.5 5.9 4.3 8.6 24.8 6.4 11.7
Italy 1991 4.4 4.3 10.4 3.5 2.1 10.5 6.1 10.2 11.4
Luxembourg 1985 13.4 12.9 17.7 14.0 7.9 5.2 23.1 3.5 6.4
Netherlands 1991 3.9 4.4 2.8 5.3 3.3 8.3 33.9 6.1 4.5
Norway 1991 11.9 1.1 34.2 20.7 0.3 4.9 19.0 2.4 0.2
Spain 1990 12.3 15.5 20.1 11.4 7.7 12.8 37.1 13.2 10.7
Sweden 1992 6.1 0.6 14.7 8.1 na 3.0 5.0 2.6 na
United Kingdom 1991 22.0 16.4 42.3 26.9 5.3 18.5 49.1 13.7 11.6
United States 1994 18.9 12.1 38.2 24.3 13.2 24.9 59.2 13.2 30.6
Overall Average 11.1 6.9 22.5 15.2 4.7 9.8 28.7 7.5 8.5

Notes:

Poverty is measured at 50% median adjusted disposable personal income (DPI) for individuals. Incomes are adjusted by E=0.5 where adjusted DPI =

actual DPI divided by household size (s) to the power E: Adjusted DPI = DPI/s

E

2Families with only two adults (aged 65 and older) present. Adults are coded as head and spouse.

3Single Women living alone aged 65 and older.

“Single Men living alone aged 65 and older.

®All other families with a household head aged 65 and older.
eChildren in families with only one adult (aged 18-64) present.

"Chldren in families with only two adults (aged 18-64) present. Adults are coded as head and spouse.

8Children in all other families.



30 to 50 percent in the Netherlands, Spain, and the United Kingdom. Single-parent poverty rates
below 10 percent are found only in Italy, Sweden, and Finland. The average child poverty ratein
single-parent familiesis 28.7 percent, triple the overal child poverty rate and four times the rate in
two-parent families.

The important message here is that even among nations with low overall poverty rates,
women may do economically much worse than men in situations where adult or older men are not
found in the household. Gender isthe common currency of poverty for both aged women living alone
and single parents in most rich nations.

Real Levels of Living

Beyond poverty rates, rea levels of living at the bottom of the income distribution are also
important indicators of comparative well-being. Interest in real income goes beyond the situation of
the poor—in comparative studies of low income one also wants to know about the real standard of
living of average and the well-off aswell. Comparisons of red gross domestic product and aggregate
consumption often show that some nations (e.g., United States) have the “highest standard of living”
among major modern nations. Does this state of affairs extend to measures of after-tax adjusted
disposable income? While the Penn World Table purchasing power parities (PPPs) used here to make
such adjustments are based on differences in consumption patterns among nations, they are designed
to be used with macroeconomic concepts: aggregate output (GDP) and aggregate consumption as
defined by national and international income accountants. Cross-national differences in types of
“consumption”—tax- financed versus household expenditure-financed—are not taken into account.
Because countries differ in the way that they finance such goods as health care and education, and
because they differ in the extent to which specific types of consumption are tax subsidized, e.g.,

owned versus rented housing, the PPPs used here are less than ideal for adjusting disposable income
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for control over resources across countries. Yet they are the best tool we have to make such
comparisons. The “red incomes’ of the poor measured below should therefore be seen as measures
of net gpendable income rather than measures of total consumption since goods and services such as
health care, day care, and education are provided at different pricesin different nations. Here we
compare the rea spendable (disposable) incomes of well-off, average and low-income persons using
the United States median person as a benchmark for 14 nations.?

Focusing first on persons in the middle 20 percent of the distribution (Figure 1, third last
column) we find that the rankings of the median person are smilar to those found for GDP per capita.
The United States is the richest nation, and other nations have on average less disposable income per
equivdent adult. Nations median red levels of living vary from 95 percent of the United States level
in Canadato 43 percent in Ireland, averaging 79 percent. All 14 nations, except Ireland, Israel, and
the United Kingdom, have real median adjusted incomes that are 72 percent or more of the United
States median.

However, these rankings and ratios change greatly when comparing the incomes of the poor
(or low-income persons at the 10th percentile) to the United States real median. As one might
expect, real incomes of the poor in Ireland and the United Kingdom are the lowest found here, since
they both have living standards less than 70 percent of the United States median. This result is
predictable. The big surpriseisthat the real living standard of the United States poor. Both national
(U.S. Bureau of the Census 1995) and international evidence suggest that the poverty rate in the
United States, measured as 50 percent of the median income, is about 20 percent (19.1 percent in
Table 1). If we compare the real spendable income of the typical American poor person—the one
at the median of the bottom 20 percent—with that of comparable low-income or poor persons in

other countriesin Figure 1, we find that, with the exception of Ireland and the United Kingdom, low-
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Finland 1991
Sweden 1992
Belgium 1992
Norway 1991
Denmark 1992
Luxembourg 1985
Netherlands 1991
Germany 1989
France 1984
Canada 1991
Japan 1992
Ireland 1987
Australia 1989

Poor/Low
Disposable
Income®
(P10)

44
49
49
46
48
48
45
44
40
45
39
21
38

United Kingdom 1991 31

United States 1991

Average®

36

42

Figure 1.

Length of bars represents the gap
between high and low income individuals

Real Income and Social Distance Comparisons
(numbers given are percent of United States median income in 1991 United States dollars)*

100

150

200

250

Rich/High
Disposable
Income®
(P90)

122
136
136
128
137
143
136
141
138
174
163
89
161
143
208

139

Ratio of Real
National
Median To Real
U.S. Median

77
86
83
81
89
83
78
82
72
95
85
43
83
69
100

79

Social Distance

Ratio of
Low Income to
National Median

57
57
58
56
54
58
57
54
55
47
46
49
45
44
36

53

Ratio of
High to Low
Incomes

2.74
2.78
2.79
2.80
2.86
2.95
3.05
3.21
3.48
3.90
4.14
4.23
4.30
4.67
5.78

3.42

Source: Authors' calculations using the Luxembourg Income Study database.

*Unit of aggregation is the household and units are weighted by the number of persons in the household. Incomes are adjusted by E=0.5 where adjusted disposable income

(DPI)=actual DPI divided by household size (s) to the power E: Adjusted DPI = DPl/s F .

?Relative income for individuals who are below 90 percent of the individuals in the country and more affluent than 10 percent of the individuals in the country. Numbers

give real income (1991 United States dollars) as a percent of the United States median.

®Relative income for individuals who are more affluent than 90 percent of the individuals in the country and below 10 percent of the individuals in the country. Numbers

give real income (1991 United States dollars) as a percent of the United States median.
“Simple average, excluding United States.



income personsin these nations have real standards of living above those in the United States. The
average poor person’sliving standards are 5 percentage points above those in the United States, with
a high of 49 percent in Sweden and Belgium. Thus, real standards of living among the poor can be
quite different than overall living standards within rich nations. Even in countries with 72-75-77
percent as high an “average’ (median person) standard of living as the United States such as France,
Italy, and Germany, respectively, the median low-income person in these nations enjoys a living
standard that is 11-16-22 percent higher than that found in the United States.
Social Distance

Socid distance is an important indicator of the cohesiveness and shared goals of any society.
One measure of this concept is the relationship between incomes of the rich (persons at the 90th
percentile of the distribution) and those of the poor (those at the 10th percentile). Unless a society
is highly mobile, the economic distance between these groups presents an important indicator of
differences in values, aspirations, consumption patterns, and lifestyles across groups, and of socia
exclusion for the bottom group. We would argue that poverty status (at least in developed countries)
ismost crucialy afunction of the individud’s relative position in the distribution of income within
their own nation. Agreement on common socia goals and policies (solidarity) can be more easily
reached when the distance between rich and poor is smaller. On the other hand, when the distances
between the poor and the rich, or between the poor and the “middle class,” are larger, one is more
likely to find a situation of social isolation and less likely to find a shared vision of society.

Social distance between the rich and the poor and between the poor and the median is also
shown in the find two columns of Figure 1. The decile ratio compares the incomes of the rich (high-
income) to the poor (low-income)in each nation. These ratios vary from 2.74 to 5.78, with the

United States and the United Kingdom having the largest social distances. When the incomes of the
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rich are five times or more the incomes of the poor, the median or the average is an increasingly
unreliadble indicator of the well-being of the typical person in asociety. The “average” American or
British citizen is not nearly asinteresting or descriptive of each society asis the contrast between rich
and poor Americans or rich and poor British subjects.

Perhaps most important are the incomes of the poor relative to the middle class (or median
income) within each nation (second last column of Figure 1). Here the range runs from 36 percent
in the United States to 58 percent in Belgium and Luxembourg. Large countries (e.g., Canada,
Austrdia) aso tend to have low ratios of poor to median income, reflecting their geographic and
economic diversity. Other Anglo-Saxon nations (including the United Kingdom and Ireland) also
have relatively large distances from the poor to the middle class.

We conclude that socid solidarity is difficult to achieve when the average poor person has a
real income which is 17 percent that of arich person’sincome and only 36 percent that of the median
person, such asis found in the United States. In contrast, Scandinavian and Northern European
nations have both low distances from rich to poor and relatively high incomes at the bottom of their
distributions relative to the median.

Absolute Poverty Rates

The final method by which we examine poverty isto look at low incomes using the type of
poverty indicators favored by development economists (e.g., Ravallion 1994, 1996). Here we look
at headcounts below severa levels of real income from the $1 per day World Bank standard to $14.40
per day, the United States poverty line for asingle person (in 1985 dollars) and 1.25 percent of this
rate ($18 per day) (Table 5). We continue to use the E=.5 equivalence scale here, though similar

patterns can be found for the E=1.0 or per capita equivalence scale in Appendix Table A-2.
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Table 5

Poverty Rates in Sixteen Countries Using Absolute and Relative Poverty Measures

Absolute Poverty' Measure

Relative? Poverty Measures

Country Year $1/day $2/day $4/day  $7.20/day $10.80/day $14.40/day $18/day
Australia 1989 0.6 0.9 1.3 2.2 4.1 7.8 14.9
Belgium 1992 0.9 0.9 11 1.6 4.1 12.0 26.9
Canada 1991 0.3 0.4 0.7 1.3 2.8 5.9 10.2
Denmark 1992 0.8 1.0 1.4 2.1 3.7 7.6 17.0
Finland 1991 0.1 0.1 0.2 0.5 1.4 3.8 8.3
France 1984 0.7 0.9 1.3 2.6 5.2 12.0 255
Germany 1989 0.6 0.8 1.8 3.4 5.9 11.5 21.6
Ireland 1987 0.9 1.3 2.2 4.6 20.7 36.5 51.0
Luxembourg 1985 0.1 0.2 0.2 0.4 0.9 4.3 10.8
Netherlands 1991 1.4 1.9 2.4 3.2 5.7 14.4 29.3
Norway 1991 0.3 0.5 0.6 11 1.7 2.6 7.0
Spain® 1990 0.3 0.5 1.0 3.3 9.5 211 34.3
Sweden 1992 0.3 0.4 0.8 1.7 3.0 4.6 7.5
United Kingdom 1991 0.5 0.6 0.9 1.9 4.6 13.1 23.1
United States 1994 1.1 15 2.3 4.3 8.4 14.1 20.3
Japan 1992 0.2 0.3 0.5 0.8 24 3.7 na
Overall Average 0.6 0.8 1.2 2.2 5.3 10.9 20.5

33% 50% 75%
4.6 12.9 31.6
1.8 55 25.7
4.0 11.7 29.3
3.1 7.5 275
1.5 6.2 23.1
3.2 7.5 27.6
4.4 7.6 23.7
3.3 11.1 32.0
0.9 5.4 25.1
3.4 6.7 26.2
1.9 9.9 30.7
3.5 10.4 29.9
3.2 6.7 23.4
3.4 14.6 33.6
9.4 19.1 35.0
na 11.8 29.7
3.4 9.7 28.4

Notes

YIncomes are adjusted by E=0.5 where adjusted disposable personal income (DPI) = actual DPI divided by household size (s) to the power E: Adjusted DPI = DPI/s E. Penn World

Tables, Mark V, were used to transform real incomes into 1985 US dollars.

?Relative poverty is measured as a percent of median adjusted disposable personal income (DPI) for individuals.

°PPP taken from unpublished WorldBank data.



Starting at the United States poverty line ($14.40 per day), we find that the two poorest
nations, Irdland (36.5) and Spain (21.1) have the highest absolute poverty rates. Several nations are
found in the 12 to 14 percent range, including Belgium, France, Germany, The Netherlands, the
United Kingdom, and the United States. The other nations of Europe, Scandinavia, Japan, Australia,
and Canada dl have single digit real poverty rates. At adightly lower standard ($10.80 per day, or
$3,950 per year per equivalent adult), only Ireland has a double digit poverty rate. Clearly there are
differences when comparing real and relative poverty rates (seeright side of Table 5). High relative
poverty (using the 50 percent of median standard) need not imply high absolute poverty (using $14.40
per day), e.g., Japan; and low relative poverty is not aways synonymous with low absolute poverty,
e.g., Belgium.

The World Bank Standard of $1 per day per equivaent adult, or even four times that standard
($4 per day), produces poverty rates of 2.4 percent or lessin every rich nation. At these standards,
onefinds alarge number of anomalous cases in surveys of developed nations. businessmen with rea
economic losses, differences in bottom codes among nations, and related measurement issues which
are not related to poverty but to shortcomings of survey data. Were we to include nations such as
Poland, Hungary, or Russiain such atable, we would find poverty rates of 8 to 20 percent (or more)
at $4 per day.° Moving to a $14.40 per day standard, more than 70 percent of Czechs, Poles,
Hungarians, and Russans have incomes below this living standard. The highest poverty rate among
OECD nations at thislevel is Ireland, where GDP per capitais much higher in rea terms, and 36.5
percent of the population is poor. The next nearest nations are The Netherlands and the United
States (about 14 percent poor) followed by the United Kingdom, Belgium, France, and Germany (11

to 13 percent poor). Clearly, the vast differencesin living standards between transition nations and

-28-



most OECD nations do not allow us to make direct comparisons of absolute poverty across these
groups.
Poverty Trends

The evidence on the trend in relative poverty across nations is mixed and somewhat difficult
to assess. Our raw data (Appendix Table A-4) contain a mixture of different years of data for
different nations over different periods. Here we score changes in poverty rates from a base year
(1979 or 1981 in most cases) to the most recent year (1991 to 1994) according to the following

index:

0 less than 1.0 point change
+(-) increase (decrease) of 1.0 to 1.9 points
++ (--) increase (decrease) of 2.0 to 3.9 points
+++ (---) increase (decrease) of 4.0 points or more

We rank nations according to their most recent poverty rate (same ranking as Table 1) to
permit usto assess the impact of poverty change in high, medium, and low poverty nationsin Table 6.

Overdl poverty rose the most in the 1980s in the United States and in the United Kingdom,
with no other nation (except Italy) exhibiting an overall poverty change of 2.0 points or more. In
Italy, rdlative poverty fell by 4.0 points from 1986 to 1991. Thus, only two nations exhibited arise
in the poverty rate over the 1980s. the United Kingdom (5.4 percentage point increase), and the
United States (2.5 percentage point increase).’® Changes in adult poverty mirror the changes in
overd| poverty rates, something one expects when 55 to 70 percent of the population in each nation
consists of persons aged 18 to 64.

Different patterns are found among the aged and children. Among the old, large changesin

poverty rates in both directions are evident within most nations studied here. Elder poverty
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Table 6
Overall Trends in Poverty

Country Years Overall Aged Adults Children
United States 1979-1994 ++ --- ++ +++
United Kingdom  1979-1991 +++ ++ +++ +++
Australia 1981-1989 0 + 0 0
Canada 1981-1991 0 --- + 0
Spain 1980-1990 - --- - 0
Denmark 1987-1992 0 0 0 0
Sweden 1975-1992 + ++ + -
Norway 1979-1991 + +++ 0 0
Finland 1987-1991 0 + 0 0
France 1979-1984 0 --- 0 0
France 1984-1989 - --- 0 0
Germany 1984-1989 + - - + ++
Belgium 1985-1992 0 + 0 0
Italy 1986-1991 --- --- --- -
Netherlands 1986-1991 + ++ + ++

Source: Author's calculations.

Legend:

O_

+
++
+++

within +/- 1.0 points

increase of 1.0 to 1.9 points
increase of 1.9 to 3.9 points
increase of 4.0 points or more
decrease of 1.0 to 1.9 points
decrease of 1.9 to 3.9 points

- - - = decrease of 4.0 points or more



decreased dramatically in the United States (5.8 percentage point drop) despite the overall increase
in poverty noted above, while in the United Kingdom, elder poverty rose consistent with the overal
changein poverty. Elder poverty decreased by 4.0 points or more in many nations and increased by
large amounts in afew, with the largest increases a 7.3 point gain in Norway and a5.4 point risein
Taiwan. Lesser gains were noted in Sweden (3.7 percentage point rise) and The Netherlands (3.8
percentage point rise), though elder poverty rates in both of these nations remained at 6 percent or
less, even after the increases. Elder poverty rates fell dramatically in Canada (15.2 points), Spain (7.5
points), France (by 4.3 points or more), and Italy (8.7 points), with Germany and Israel aso showing
large decreases. However, these rates are sensitive to the level at which we measure poverty in each
nation.™

Among children there was less change in most countries. However, the large changes that
were observed are dl in thewrong direction. The increasesin the United States (4.0 point gain) and
the United Kingdom (9.5 point gain) are disturbing. Dutch and German child poverty also rose by
3.1 and 2.2 percentage points respectively, though they began at much lower poverty rates. Other
changes were much more modest.

It is important to note that changes in relative poverty rates are not always the same as
changesin income inequdity. While income inequdity rose precipitously in the United Kingdom and
the United States, and poverty with it, overall income inequality in Sweden, Denmark, and Australia
also rose over this over this period with no appreciable effect on overall poverty rates in these nations
(Gottschalk and Smeeding 1997, 1997a; Smeeding 1996).

We conclude that trends in poverty in the 1980s were generaly flat except in the United
States and the United Kingdom, where poverty began a fairly high levels and then rose further. Only

Italy exhibited a fairly large decline in relative poverty status. The trends in elder poverty are
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sengtive to the level at which the poverty line is drawn and, due to bunching at or near the 50 percent
of overal median income level, large swings are evident. Among children, while there was little
change in mogt nations, and small declinesin Sweden and Italy, child poverty rose by alarge amount
in the United Kingdom and the United States, with more modest but notable increases child poverty

in the Netherlands and Germany

IV. Sources of, and Remedies for, Poverty

Sorting out the causal factors which produce the wide range of poverty rates found hereis
adifficult enterprise. Economic change, demographic, and policy changes all can affect the level and
trend in poverty among the nations studied here. In this section of the paper we begin with alook
at the effects of socia policy on poverty rates. Then, for five nations, we begin to sort out the effects
of economic and demographic change on absol ute poverty change using a decomposition technique.
Findly, we examine the relationship between labor markets, unemployment, low wages, and poverty.
We conclude with a discussion of antipoverty strategiesin rich nations for the 1990s.

Direct or Indirect Impacts of Redistributive Policies

Public policy aimed at stabilizing the incomes of families and persons can affect poverty in
many ways: directly, through redistributive taxes and transfers, and indirectly, through their impact
on labor supply and other behaviors (e.g., savings).*> Here we chart the direct impact of government
redistribution on poverty rates, but we also discuss indirect effects.

The indirect impacts of public policy are more difficult to measure and are mixed in both
direction and magnitude of effect. Much discussion centers on the negative impact of most safety net
programs on labor supply: unemployment benefits policy, take-back rates for means-tested benefits,

etc. The best evidence indicates that there are modest effects of redistributive means- or income-
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tested transfers on work effort and that these effects are to reduce labor supply (see Moffitt 1992;
Barr 1991).

In contrast, other types of safety net features (e.g., parental leave, child care, and related
employment enabling policies) increase labor supply among married women with children, thus
reducing market based poverty (Gornick, Meyers, and Ross 1996). Other types of policies such as
the Earned Income Tax Credit (EITC) may have both types of effects. increasing work effort among
those with no prior earnings, and decreasing them among those who have substantial earnings and
arein the phaseout range (Eissa and Leibman 1995; Hill, Hotz, Mullin, and Scholtz 1996). Finally,
active employment policies which provide training, job placement, and related subsidies to both
employers and employees have increased both wages and employment among otherwise jobless adults
in many nations (OECD 1995, 1996). We conclude that the net indirect effects of redistributive and
employment policy are not clear and may vary by country, time period, and type of worker.
Impact of Direct Taxes and Transfers on Poverty Rates

In order to estimate the net effects of tax and transfer policies on poverty rates in rich nations,
we calculate the percent of persons poor before and after redistributive policy—direct income and
payroll taxes, and al forms of cash and near cash government transfers (Table 7). We show net
effects only, though in every nation some persons pay direct taxes in excess of transfers received and
therefore fall into poverty due to the effects of policy.** Because governments use both tax and
transfer policies to affect poverty status, and because transfers are subject to direct taxes in most
countries, the tax and transfer system’simpact is not separable.

Pregovernment (or as outlined in Section |1, market income) poverty rates vary substantially

across nations. In order to focus on the effects of employment and wages, and to avoid issues of
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Table 7

Market v. Disposable Income Poverty :
The Effect of Government Redistribution on Poverty

Overall Poverty Levels

Aged? Poverty Levels

Adult® Poverty Levels

Child* Poverty Levels

Market Disposable Percent Market Disposable Percent Market Disposable Percent Market Disposable Percent

Country Year Income Income Reduction Income Income Reduction Income Income Reduction Income Income Reduction
Australia 1989 23.2 12.9 44.4 70.2 216 69.2 16.5 10.3 37.6 20.5 154 24.9
Belgium 1992 28.4 55 80.6 88.9 11.9 86.6 20.4 4.6 77.5 17.2 4.4 74.4
Canada 1991 234 11.7 50.0 58.2 5.7 90.2 17.9 11.2 37.4 22.7 15.3 32.6
Denmark 1992 26.9 7.5 72.1 69.9 11.3 83.8 19.5 7.3 62.6 171 5.1 70.2
Finland 1991 15.6 6.2 60.3 43.8 14.4 67.1 11.6 5.8 50.0 11.6 2.7 76.7
France 1984 216 7.5 65.3 79.9 4.8 94.0 235 8.1 65.5 27.4 7.4 73.0
Germany 1989 22.0 7.6 65.5 65.8 7.5 88.6 12.5 7.3 41.6 11.7 8.6 26.5
Ireland® 1987 30.3 111 63.4 54.9 7.6 86.2 30.4 9.6 68.4 30.3 13.8 54.5
ltaly 1991 18.4 6.5 64.7 55.7 4.4 921 13.6 6.1 55.1 11.0 10.5 4.5
Luxembourg 1985 22.3 54 75.8 79.4 12.9 83.8 15.6 4.1 73.7 12.3 5.2 57.7
Netherlands 1991 22.8 6.7 70.6 65.5 4.1 93.7 17.3 6.6 61.8 15.2 8.3 45.4
Norway 1991 21.8 6.6 69.7 68.0 13.5 80.1 12.9 54 58.1 12.7 4.9 61.4
Spain 1990 28.2 10.4 63.1 68.2 11.4 83.3 22.3 9.2 58.7 20.7 12.8 38.2
Sweden 1992 34.1 6.7 80.4 91.6 6.4 93.0 23.0 8.1 64.8 18.4 3.0 83.7
United Kingdom 1991 29.2 14.6 50.0 68.5 23.9 65.1 19.5 10.7 45.1 28.7 18.5 355
United States 1994 26.7 191 28.5 58.7 19.6 66.6 19.5 16.4 15.9 28.7 24.9 13.2
Overall Average 24.7 9.1 62.8 68.0 11.3 82.7 18.5 8.2 54.6 19.1 10.1 48.3

Notes:

Poverty is measured at 50% median adjusted disposable personal income (DPI) for individuals. Incomes are adjusted by E=0.5 where
adjusted DPI = actual DP!I divided by household size (s) to the power E: Adjusted DPI = DPI/s ©.
2Adults aged 65 and over.

3Adults aged 18 - 64.

“Children under 18.

®In Ireland "Aged" includes adults (over 18) living in households headed by someone aged 65 and over; "Adults” includes all adults

(over 18) living in households headed by someone aged under 65.



aging, we first compare adult market income-based poverty rates across nations (Table 7, Third
panel). Pregovernment or market income-based poverty rates average 17.9 percent, varying from
8.7 percent (Finland) to 30.4 percent (Ireland), with awide range of estimates in between. Note that
“high and low employment societies’ bear no strong correlation with premarket income poverty
status. Finland, with 12 percent unemployment in 1991, has a low market income-based poverty rate
despite thisfact. And the United States, with 6.5 percent unemployment, has a 19.5 percent adult
market income-based poverty rate. Countries with market income-based poverty rates, above 20
percent include Belgium, Spain, Sweden, France, and Ireland, a group which is as difficult to link
together as are the low market income poverty nations (14 percent and below) of Finland, Germany,
Italy, and Norway.

What is easier to find is the relationship between postgovernment disposable income rates
among adults (and children) and the percentage reduction in poverty—a measure of the efforts of
government intervention on poverty status. In general, low poverty reduction nations have lower
socid expenditures on the nonelderly, while high expenditure nations achieve higher rates of poverty
reduction, as we might expect (Appendix Figure 1-A). Government efforts at targeted redistribution
produce large differences in disposable income poverty. Thisfact is most clear when viewing child
poverty rates. Here the correlation between antipoverty effort and resulting rates of poverty is
generdly very high. Those nations with high disposable income-based child poverty rate, have low
rates of poverty reduction from social programs for families with children.

Elderly poverty rates are more mixed. Nationswith large and effective socia security systems
for the old such as Germany and Sweden produce high market income-based and low disposable
income-based poverty rates among the aged. Other nations with low aged poverty rates, such as

France and Canada combine socia insurance with income-tested benefits to reduce high market
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income-based poverty rates. The nations with the highest aged poverty rates tend to have the least
effective tax transfer systems for reducing these rates. This includes United Kingdom, the United
States, Israel, and Australia.

The overall rates of poverty reduction in the first panel of Table 7 are averages of the
combined systems of transfer for the aged, adults, and families with children. Some nations do much
more for one group than for others. For example, contrast the effects of policy on poverty rates for
the aged and children in Canada. Some governments do a lot for both groups (Sweden, The
Netherlands), and some do little for either group (the United States).

The effects of government tax and transfer policy on poverty are difficult to evaluate. Clearly
high spending societies (Scandinavia, Northern Europe) produce lower poverty rates in large part due
to their safety nets. Among the aged, where work is not a realistic aternative, tax and transfer
systems produce large reductions in poverty; only better targeting and higher spending are likely to
produce poverty reductions here. However, among younger adults and children, poverty may be
reduced by greater involvement in the labor market (and higher pay), mixed with social program
assistance. Thisisatopic to which we will return.

Decomposing Poverty Change

Changes in poverty rates are produced by a combination of factors, economic, demographic
and distributional. Even when poverty rates change little over time, large offsetting forces may be
at work in producing smal net change in poverty rates. Here we consider five nations where we can
disentangle the effects of economic growth, demographic change, and distributional change over ten

or more years to gauge their individual impacts on absolute poverty.
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Following Danziger and Gottschalk (1995), when we compare two periods (t,, t,), we find
that the change in poverty ( P) is dependent on real income growth ( ), demographic change ( d),

and distributional change ( ).

P f(n d ). (1)

We smulate the effects of each of these by decomposing the change in absolute poverty (as

measured by the United States poverty line, the $14.40 per day per person linein Table 5) asfollows:

1. Change in mean with unchanged distribution: difference between P, f(u,,d;, ;) and
P, f(u,d;, ;). Wesmulatethis change by growing the incomes of al persons by the
same rate as overall mean incomes grew over the given period. Thus, absolute poverty
would change by the difference between P, andP, due to overall growth of incomes with
demography and distribution constant.

2. Change in demographic structure: difference between I5l f(u,d, ;) and
P, f(u,d, ;). Wesmulatethischange by reweighting each type of household in the
later year, given the new mean income and the initial income distribution. We examine
both overall demographic change d and changes for subgroups of the aged, and
nonaged. The difference betweenP, and P, measurestheimpact of demographic change
holding mean income change and the original distribution of income constant.

3. Change in distribution: difference between I52 f(uy,d, ,)and P, f(u,d, ,).
Here we measure the effect of the change in income distribution over the period. Thisis
amply the difference between the actual poverty rate in the second period (P,) and the

simulated poverty rate (I52) with higher mean and demographic changes, but with the
original distribution of incomes.

These three changes are compared to the levels of both absolute and relative poverty ratesin
the bottom of Table 8. While the time periods over which we measure change differ across nations
(due to differences in available demographic details in various waves of each survey and other

factors), the following results are apparent:
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Decomposing Absolute Poverty Change:

Actual Change in Poverty

Change due to:
1) Change in Mean with Unchanged Distribution

2) Change in Demographic Structure:
Aged (Household Head 65+)
Single Parents (<65)

Couples with Children (Head <65)
Singles (<65)
Other Families (Head <65)

3) Change in Distribution

Absolute Poverty Rates™:
Year 1
Year 2

Relative Poverty Rates’:
Year 1
Year 2

Australia
(1981-1989)

-0.79

-2.00

0.56
0.07
0.46
0.09
0.01
-0.08

0.65

13.66
12.87

12.5
12.9

Table 8
Economic, Demographic and Distributional Effects

(1981)
(1989)

(1981)
(1989)

Canada
(1981-1991)

-2.14

-1.64

0.20
-0.02
0.03
0.07
0.16
-0.04

-0.69

8.74
6.60

12.6
11.7

(1981)
(1991)

(1981)
(1991)

Sweden
(1975-1992)

-7.22

-7.57

0.67
0.11
-0.06
0.31
0.31
0.00

-0.31

14.30
7.08

6.7
6.7

United Kingdom United States

(1975)
(1992)

(1975)
(1992)

0.05

-9.06

0.73
0.19
0.43
0.24
0.17
-0.27

8.38

20.00
20.05

9.2
14.6

(1979-1991)

(1979)
(1991)

(1979)
(1991)

(1974-1994)

0.67

-2.79

1.54
0.14
0.03
0.42
0.45
0.03

1.92

14.38 (1974)
15.05 (1994)

16.4 (1974)
19.1  (1994)

Notes:

Absolute Poverty Rates are based on the 1994 U.S. Poverty line adjusted for purchasing power parity and inflation. Incomes are adjusted by E=0.5 where

adjusted DPI = actual DPI divided by household size (S) to the power E: Adjusted DPI =DPI/S

E

“Relative Poverty is measured at 50% median adjusted disposable personal income (DPI) for individuals. Incomes are adjusted by E=0.5 where
adjusted DPI = actual DPI divided by household size (S) to the power E. Rates are from Table A-4.



1. Inevery country, equally distributed economic growth, as represented by the change in
mean incomes (demography and distribution congtant in line 1 of Table 8) unambiguoudy
lowers poverty rates. The higher the growth of overall disposable incomes, e.g., Sweden
and the United Kingdom, the greater the reduction in absolute poverty.

2. Demographic change has, on net, increased poverty in every nation, but by less than the
poverty reduction due to income growth. The change in the number of couples with
children and in single persons under age 65 produced an increase in poverty in every
nation. Single parent household growth increased poverty in the United Kingdom and
Audrdia, but had only asmall effect in the other three nations over this period. Changes
in the age structure also had little effect. Of the three major factors considered here,
demographic change seems to have had the least effect.

3. Changesinincome digtribution have largely offset changes in mean income in the United
Kingdom and in the United States. The (slight) declines in inequality in Sweden and
Canada reinforced the effects of real economic growth. In Australia, the positive effects
of growth were much larger than the offsetting effects of distributional change.

Thus differences in absolute poverty rates can be the result of many types of changes:
economic growth and demography playing offsetting roles, and income inequality changes having
different effects. Changes in income inequality are much more correlated with relative poverty
change, as we might expect. Income distribution may have large effects and, where distribution
grows much more unequd (thus creating the increase in relative poverty noted in the bottom row of
thetable), it may largely offset the absolute antipoverty gains of growing mean income (e.g., United
Kingdom and United States). Where the fruits of economic growth are more equally shared among
the population, as noted by arise in mean income, and are not offset by alarge increase in inequality,
absolute poverty will decrease (Sweden, Canada, Audtrdia). Relative poverty, on the other hand, will
decrease only when distributional effects are larger than are demographic effects, and where the

distributional change is toward greater equality.

V. Poverty and Employment

While some types of poverty, e.g., among the old, can be reduced via massive tax and transfer

efforts, most nations prefer to fight poverty among the nonelderly and their children by promoting
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economic independence and labor market involvement. Studies have shown that nations that best
reduce child poverty accomplish this via integration of work with the social safety net (e.g.,
Bergmann 1996; Garfinke and McLanahan 1994). And in fact, nations which are at the outer limits
of their tax and transfer capacity must fight poverty through jobs and work.

If we examine the labor markets of the nations covered here we find that they differ
substantially in two ways:

1. A group with both high unemployment and relative high wages for low-skilled workers:

mainly EC and Scandinavian nations,

2. A group with lower unemployment and relatively lower wages for low-skilled workers:

mainly the Anglophone countries (the United States, Canada, Australia, Ireland, the
United Kingdom).

Does this mean that if one wants to reduce poverty through employment, the level of wages
must fall (thusincreasing the working poor) or does it mean that societies which mix expansive social
programs with high wages, even though they experience relatively higher unemployment, do better
at fighting poverty?

Stated differently, isthe relationship between adult poverty and unemployment stronger than
the relationship between adult poverty and lower wages, holding social spending constant? Which
of these models produces higher poverty? We postulate that there is a positive relationship between
adult poverty rates (APR) and unemployment (U) and aso between adult poverty rates (APR) and

low pay (LP). These relationships can be measured as follows:

APR a, a,U )

APR a, aLP (3)

We assume nonzero intercepts due to functional unemployment, disability among adults, less than

full-time workers, single parents who cannot work, and related factors.
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Figures 2 and 3 present these relationships. The difference in the resultsis striking. There
isvery little relationship between the APR and U (poor fit, low correlation)™ but a high intercept in
Figure 2. On the other hand, there is a strong relationship between APR and LP (as measured by the
share of full-time workers earning less than two-thirds of the median wage for those workers), a good
fit and a sizeable coefficient, with arelatively small intercept in Figure 3.

These relationships support the policy conclusions that lowering unemployment will produce
only asmdl decline in adult poverty since nonlabor force participation (the vertical axis intercept in
Figure 2) isszeable. Thus, being in the labor force may be more important than actual employment
or unemployment status. But low pay is more important than unemployment in explaining adult
poverty. Thus, raisng low wages, through skill enhancement or through “in-work” benefits such as
the EITC, isliable to have alarger payoff in poverty reduction than is reducing unemployment per

se.

VI.  Summary and Policy Implications

In this report we have surveyed the relative and absolute poverty status of personsliving in
rich OECD nations. We find that poverty varies substantially across nations and over time.
Particularly vulnerable groups such as women—both older women and lone parents—have very high
poverty rates. Poverty ishigher in Anglo-Saxon nations than in European or Scandinavian countries.
Absolute poverty is highest among the poorest of the rich nations (Ireland, Spain) but also varies
widely across countries.

Economic growth, employment status, and pay levels dl influence poverty. Economic factors
play alarger role than do demographic factors in explaining either the level or trend in poverty. The
relationship between economic growth and absolute poverty is a strong one, but it may be offset by
distributional changes toward greater inequality. In nations where the fruits of growth are more

equally shared among the population, inequality has changed very little at the lower end
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of the digtribution, and absolute poverty rates can thus fall greatly with economic growth. However,
when inequality increases with economic growth, the absolute poverty reductions from higher growth
are muted, and relative poverty increases.

Socid (tax and transfer) policy aso has a strong effect on poverty in every nation studied.
The poverty rateis significantly affected by antipoverty policy. For example, high poverty rates for
single older women living alone can be aleviated by antipoverty spending. A prime example is
Canada, where efforts targeted at low-income older women significantly reduced their overall poverty
rate in the 1980s (Smeeding, Torrey, and Rainwater 1993). But, while income transfer policies are
needed to reduce older women's poverty, tax-transfer schemes are a very expensive way to fight
poverty for the nonelderly. A much better vehicle to attack poverty isthe labor market. Here we find
a strong relationship between wage levels and adult poverty. Schemes to increase wages via skill
enhancement, in-work benefits to raise the social wage (e.g., EITC), and related programs may be
very helpful here.

L abor force participation itsaf isauseful antipoverty device. In particular, a mother’ s ability
to work is dependent on both family leave and adequate low-cost child care provision. In normal
couple units, the net income from an additional worker, even at arelatively low wage, can move a
family out of poverty. Among single parents, ability to work must be aided by child care schemes and
child support assistance from the absent parent (or by a guaranteed child support insurance scheme).
Palicies such as these, which mix work and in-work benefits with supportive socia services, are key

ingredients in reducing relative and absolute poverty for adults and especially for children.



Appendix Table A-1
Level of Poverty': Sensitivity to Equivalence Scales

Overall Aged Adults Children

Country Year 0.33 0.50 0.67 0.33 0.50 0.67 0.33 0.50 0.67 0.33 0.50 0.67
Australia 1989 14.9 12.9 10.9 35.9 21.6 7.5 11.6 10.3 8.4 14.2 15.4 16.6
Belgium 1992 7.0 55 5.4 21.4 11.9 8.4 5.3 4.6 4.3 3.6 4.4 6.5
Canada 1991 12.9 11.7 11.2 15.3 5.7 2.2 12.3 11.2 10.5 13.4 15.3 16.7
Denmark 1992 10.7 7.5 6.0 25.8 11.3 4.9 9.0 7.3 6.2 4.4 5.1 6.3
Finland 1991 8.9 6.2 45 26.4 14.4 6.4 7.9 5.8 4.6 2.4 2.7 3.4
France 1984 8.1 7.5 7.8 10.4 4.8 2.3 8.5 8.1 8.2 6.2 7.4 9.7
Germany 1989 8.8 7.6 7.5 13.0 7.5 5.4 7.9 7.3 7.1 7.8 8.6 11.1
Ireland 1987 13.0 11.1 11.8 20.1 7.6 55 11.6 9.6 9.7 12.4 13.8 17.0
ltaly 1991 6.8 6.5 7.4 10.4 4.4 2.7 5.7 6.1 7.1 9.1 10.5 12.6
Luxembourg 1985 6.6 5.4 4.7 21.6 12.9 7.6 4.8 4.1 3.7 4.2 5.2 5.9
Netherlands 1991 8.6 6.7 6.4 15.2 4.1 35 7.8 6.6 5.8 7.4 8.3 9.2
Norway 1991 9.2 6.6 4.3 23.9 13.5 1.9 6.9 5.4 4.5 4.9 4.9 5.4
Spain 1990 11.8 10.4 10.0 22.1 11.4 6.9 9.6 9.2 9.0 11.6 12.8 14.1
Sweden 1992 9.5 6.7 5.6 16.1 6.4 2.9 10.2 8.1 7.1 2.4 3.0 3.9
United Kingdom 1991 16.6 14.6 13.5 36.8 23.9 13.6 11.7 10.7 10.4 15.9 18.5 21.4
United States 1994 17.4 19.1 19.1 24.6 19.6 14.8 17.0 16.4 16.1 22.7 24.9 27.6
Overall Average 10.7 9.1 8.5 21.2 11.3 6.0 9.2 8.2 7.7 8.9 10.1 11.7

Notes:

Poverty is measured as a percent of median adjusted disposable income (DPI) for individuals. Incomes are adjusted by the indicated equivalence scale (E=0.33, 0.50, 0.67)
where adjusted DPI = actual DPI divided by household size (s) to the power E: Adjusted DPI = DPI/sE.

2Adults aged 65 and over.

3Adults aged 18 - 64.
“Children under 18.

®In Ireland "Aged" includes adults (over 18) living in households headed by someone aged 65 and over; "Adults" includes all adults (over 18) living in households headed by
someone aged under 65.



Appendix Table A-2
Poverty Rates Using Absolute and Relative Poverty Measures

Absolute Poverty' Measure

Relative? Poverty Measures

Country Year $1/day $2/day $4/day  $7.20/day $10.80/day $14.40/day $18/day
Australia 1989 0.8 1.2 2.3 6.4 15.9 30.9 46.8
Belgium 1992 0.9 1.1 17 8.7 30.3 55.4 75.5
Canada 1991 0.3 0.5 11 4.4 11.8 22.9 36.5
Denmark 1992 0.9 1.1 1.8 3.7 11.0 28.7 50.5
Finland 1991 0.1 0.2 0.3 1.4 6.8 21.8 42.1
France 1984 0.8 1.2 2.8 11.7 31.3 50.6 66.0
Germany 1989 0.7 1.5 2.7 7.7 23.6 43.5 59.8
Ireland 1987 14 2.6 11.0 38.0 63.7 79.2 87.8
Luxembourg 1985 0.1 0.2 0.5 3.0 16.6 35.8 53.7
Netherlands 1991 1.9 2.3 2.9 9.4 32.6 56.0 70.6
Norway 1991 0.4 0.5 0.7 1.7 5.3 16.7 35.3
Spain® 1990 0.5 1.1 45 19.9 45.7 66.0 79.6
Sweden 1992 0.3 0.4 11 2.4 5.7 14.4 30.0
United Kingdom 1991 0.5 0.8 1.8 8.4 22.1 37.6 52.0
United States 1994 14 2.0 4.6 12.1 22.4 334 44.2
Japan 1992 0.2 0.4 0.7 1.8 na 9.6 16.1
Overall Average 0.7 1.1 2.5 8.8 23.0 37.7 52.9

33% 50% 75%
4.9 11.6 30.1
1.8 7.0 255
4.1 11.7 28.7
25 6.5 22.7
1.1 4.7 23.2
3.7 11.3 30.4
3.6 8.7 27.2
4.0 14.3 33.0
1.1 5.6 26.7
3.2 7.4 26.6
1.5 4.8 23.7
4.0 45 30.7
25 6.4 23.9
4.4 13.5 32.1
10.7 20.1 35.6
na 11.3 30.1
3.5 9.3 28.1

Notes:

"Incomes are adjusted by E=1.0 where adjusted disposable personal income (DPI) = actual DPI divided by household size (s) to the power E: Adjusted DPI = DPIl/s E. Penn World

Tables, Mark V, were used to transform real incomes into 1985 US dollars.

“Relative poverty is measured as a percent of median adjusted disposable personal income (DPI) for individuals.

°PPP taken from unpublished WorldBank data.



Appendix Table A-3
Relative Poverty' Measures

Country Mean

Country Median

Country Year 33% 50% 75%  100% 33% 50% 75%
Australia 1989 6.0 17.7 39.2 58.3 4.6 12.9 31.6
Belgium 1992 1.9 7.8 30.4 56.3 1.8 55 25.7
Canada 1991 5.4 14.6 35.8 57.9 4.0 11.7 29.3
Denmark 1992 3.3 8.6 30.0 53.8 3.1 7.5 27.5
Finland 1991 1.8 7.7 27.5 56.7 15 6.2 23.1
France 1984 3.9 11.7 38.4 61.7 3.2 7.5 27.6
Germany 1989 4.7 9.9 30.9 55.3 4.4 7.6 23.7
Ireland 1987 4.4 19.4 42.0 60.9 3.3 111 32.0
Italy 1991 2.4 9.7 33.7 58.3 1.8 6.5 25.9
Japan 1992 na 16.4 39.6 na na 11.8 29.7
Luxembourg 1985 1.0 7.6 32.3 58.7 0.9 5.4 25.1
Netherlands 1991 3.8 9.0 34.2 58.9 3.4 6.7 26.2
Norway 1991 2.1 8.1 28.5 57.6 1.9 9.9 30.7
Spain 1990 49 16.1 39.5 60.7 3.5 104 29.9
Sweden 1992 3.4 7.6 27.1 55.6 3.2 6.7 23.4
United Kingdom 1991 6.0 22.2 42.8 61.1 3.4 14.6 33.6
United States 1994 12.6 24.8 43.4 59.5 9.4 19.1 35.0
Overall Average 4.2 12.9 35.0 58.2 3.3 9.5 28.2

Notes:

"Incomes are adjusted by E=0.5 where adjusted disposable personal income (DPI) = actual DPI divided by
household size (s) to the power E: Adjusted DPI = DPI/sE. Relative poverty is measured as a percent of either
mean or median (as indicated on table) adjusted disposable personal income (DPI) for individuals.



Appendix Table A-4
Level of Poverty' Trends

Country Year Overall Aged Adults Children
United States 1974 16.4 28.1 12.6 19.4
1979° 16.6 25.4 12.6 20.9
1986 18.4 23.3 14.5 25.2
1991 18.3 20.6 15.1 24.5
1994 19.1 19.6 16.4 24.9
United Kingdom 1979 9.2 21.6 6.3 9.0
1991 14.6 23.9 10.7 18.5
Australia 1981° 12.5 19.8 10.0 14.9
1985 12.3 22.1 9.6 14.1
1989 12.9 21.6 10.3 15.4
Canada 1971 16.8 36.6 14.1 16.5
1975° 14.3 31.6 11.2 14.5
1981° 12.6 20.5 10.2 14.9
1987 12.2 10.4 11.2 15.2
1991 11.7 5.7 11.2 15.3
Spain 1980 12.2 18.9 10.5 12.7
1990 10.4 11.4 9.2 12.8
Denmark 1987 10.4 31.6 7.4 4.7
1992 7.5 11.3 7.3 5.1
Belgium 1985 4.6 10.7 3.8 4.1
1988 4.9 10.7 4.2 3.8
1992 55 11.9 4.6 4.4
Sweden 1975 6.7 13.9 6.5 2.4
1981 54 2.7 6.6 4.5
1987 7.6 7.2 9.1 3.5
1992 6.7 6.4 8.1 3.0
Norway 1979° 5.0 6.2 4.8 4.8
1986 7.3 21.7 4.8 4.4
1991 6.6 13.5 5.4 4.9
Finland 1987 57 125 54 3.2
1991 6.2 14.4 5.8 2.7
France 1979 8.2 104 8.1 7.2
1984 7.5 4.8 8.1 7.4
1984 15.3 22.1 14.7 13.9
1989 14.1 17.8 14.1 14.1
Germany 1984 6.5 10.3 55 6.4
1989 7.6 7.5 7.3 8.6
Netherlands 1986 4.9 0.3 5.6 5.2
1991 6.7 4.1 6.6 8.3
Italy 1986 10.6 13.1 9.5 11.5
1991 6.5 4.4 6.1 10.5

Notes:

*Poverty is measured at 50% median adjusted disposable personal income (DPI) for individuals.
Incomes are adjusted by E=0.5 where adjusted DPI = actual DPI divided by household size (s)
to the power E: Adjusted DPI = DPI/sF.

2Adults aged 65 and over.

3Adults aged 18 - 64.

“Children under 18.

®In Ireland "Aged" includes adults (over 18) living in households headed by someone aged 65 and over;
"Adults" includes all adults (over 18) living in households headed by someone aged under 65.



Appendix Figure 1-A.

Expenditures on Social Programs Among the Nonaged as Percent of GDP in 1980, 1985, and 1990/91
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Endnotes

10.

11.

We use the terms household and family interchangeably. Our formal unit of aggregation is
the household—all persons living together and sharing the same housing facilities—in amost
al nations. Only in Sweden and Canada does the “household” refers to a more narrow
definition of the “family” unit.

The Penn World TablesMark V purchasing power parities (PPP) were judged to be accurate
and consistent for the early 1990s for al nations except Italy. We present only limited
comparisons of real poverty rates over time due to the temporal inconsistency of OECD
PPP’s dating back to the mid-1980s and earlier. For additional comments on PPP’'s see
Gottschalk and Smeeding (1997a).

Direct taxes are most often estimated from tax imputation models rather than official tax
records. For example, the after-tax data for Australia, Germany, New Zealand, and the
United States are obtained using a tax imputation model at the level of the individua
household to estimate direct taxes. Italy, Belgium, and Luxembourg surveys report only
after-tax income; Sweden, Finland, and Norway use officia records of taxes paid.

Still, this definition is broader than some. For instance, the Census Bureau's annually
reported household income and poverty statistics use data from the U.S. Current Population
Survey that include cash transfers but exclude taxes, thus making it difficult to ascertain the
long-term effects of even income taxes on income inequality in the United States.

However, poverty rates for families with children and the aged fell, while poverty rates of
childless younger adults rose in both cases (Smeeding et a. 1993). Previous research also
indicates that the method of valuing noncash transfers may have a large impact on these
results (U.S. Bureau of the Census 1982).

Other research has shown these to be the most vulnerable groups. For example, Forster
(1994), Smeeding, Torrey, and Rainwater (1993), and Rainwater and Smeeding (1995).

We are unable to break down the data in this way for Japan or Ireland.

We exclude Italy due to the lack of an appropriate PPP. We have included the United
Kingdom and Ireland, each of whose red median incomeis less than 70 percent of the United
States median.

We use unpublished World Bank PPP’s to adjust the LIS data for Russia, Hungary, and
Poland in making these calculations.

Extending back to 1974 gives the same result for the United States and for Sweden. In
Canada, overall poverty fell from 1971 to 1981, then changed little. Our United Kingdom
data go back only to 1979.

At the 40 percent of median income poverty rate even stronger reductions in elderly poverty
are noted in most nations.
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12.

13.

14.

Of course, macroeconomic policy can also affect employment, prices, and then also poverty
rates. However, our discussion hereis limited to the effects of redistributive policies.
Thisfraction ranges from 0.1 percent in Belgium to 0.9 percent in the United States and Italy.

The simple multiple correlation is also low (R? = .3733) for AP and U.
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