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Abstract

Official poverty methodologies differ from other poverty measurement methods in the
sense that the official ones are more often used as a benchmark to develop new policies
aswell asto evaluate the performance of existing programs. Europe has the tradition and
the practice to userelative poverty as “official” poverty estimates (Common Laeken
indicators); the USA use an objective method to estimate official poverty (Orshansky
indicator). Although related, each approach portrays different dimensions of poverty. In
this study we compare the official poverty methodologies of the USA and EU by
applying them on datasets of both countries. Using the harmonized European Community
Household Panel (ECHP) for the EU and the Panel Study on Income Dynamics (PSID)
for the USA, we compare poverty trends in the USA and EU in relative and absolute
terms on anational level aswell as for various subgroups of the populations.
Additionally, we use the panel dimension of the datato analyze individual poverty
dynamics. We find considerable differences between the estimates based on Laeken
indicators and the estimates based on an Orshansky type of technology. It was expected
that in general Orshansky generates lower poverty estimates than the Laeken indicators.
However, it is puzzling to find that a.) these differences are less systematic than expected
and b.) these differences are not constant over time and in some cases even have the
reverse sign. These findings point to the desirability of involving both poverty concepts

into (official) poverty assessments.
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1. Introduction * 2

Official poverty rates differ from other poverty rates in the sense that the official onesare
more often used as a benchmark to develop new policies as well asto evaluate the
performance of existing programs. Europe has the tradition and the practice to use
relative poverty (Laeken indicators); the USA use an objective method to estimate
official poverty. Although related, each approach portrays different dimensions of
poverty. We use the official poverty measurement methods of the EU and the United
States and apply both methodsto USA and EU data. We use the harmonized European
Community Household Panel (ECHP) for the EU-15 and the USA section of the Cross
National Equivalent Files (CNEF-PSID) for the USA (1994-2001). In this paper we
explain how we obtained these poverty figures and discuss the results of the resulting
poverty profiles. In Notten and de Neubourg (2007ba) we show how some poverty
differences are inherent to choosing either an absolute or arelative approach to poverty
while other differences are related to more general aspects of poverty measurement. In
Notten and de Neubourg (2007ab) we discuss the relation between policy and the use of
absolute and relative poverty indicators astools to evaluate, monitor and design (social)

policies.

This paper is structured as follows: We firstly explain the origin and main characteristics
of each poverty measurement methods and what information is required for a cross-
country comparison of both methods. Then, we explain which data are used, how they
were prepared for the cross-national comparative analysis and we discuss a number of

! This research benefited from a grant provided by the EuroPanel Users Network (EPUNet) that financed a
research visit to CEPS/INSTEAD (Differdange, Luxembourg) aswell asfrom atravel grant provided by
the Dutch Scientific Organization (NWO) which funded aresearch visit to the Kennedy School of
Government (Cambridge, USA).

2 Wethank our colleagues at CEPS/INSTEAD (Differdange, Luxembourg), Kennedy School of
Government (Cambridge, USA), National Poverty Institute (Ann Arbor, USA), Panel Study of Income
Dynamics (Ann Arbor, USA) and the participants in the conference on “New Directions in the Study of
Inequality” (Princeton, April 2006, USA) who have contributed to the progress of thisresearch. We are
especially grateful for the constructive suggestions of Emil Tediuc, Christopher Jencks, Mary Jo Bane,
Erzo Luttmer and Gary Sandefur.



comparability issues.® Subsequently, we provide afirst discussion of the results in which
we focus on differences and similarities between both indicators. We compare annual
poverty levels and trends between countries and for specific population groups in each
country. Moreover, we also compare the USA and EU using absolute and relative
indicators of long-term poverty.

2. Official poverty measurement methodsin the USA and EU

The EU methodology, the so-called Laeken At-Risk-of-Poverty indicator, is based on a
relative concept of poverty. In this method, the poverty line is set at 60% of median
income, thus relative to the income level in the population. The USA methodology is
based on an absolute concept of poverty. The USA poverty line is based on an assessment
of the basic cost of living. We named the USA poverty indicator the 'Orshansky' indicator
(after the economist who developed the method).

21  Poverty measurement in the EU: the Laeken indicators

During the Nice summit in 2001, the EU Member States decided to combat poverty and
social exclusion by means of the open method of coordination. This method “involves
fixing guidelines for the Union, establishing quantitative and qualitative indicatorsto be
applied in each member state, and periodic monitoring” (Atkinson, Cantillon, Marlier, &
Nolan, 2002). The design and implementation of policiesto fight poverty and social
exclusion, however, remained predominantly the responsibility of the Member States. To
monitor progress in these areas, a set of common statistical indicators was developed.
Named after the Lagken European Council who endorsed the indicators in 2001, these
‘Laeken indicators cover four dimensions of social inclusion; financial poverty,
employment, health and education. In this research, we use the subset of the Laeken

indicators that is concerned with financial poverty.

3 If you have further questions on how we shaped the data, which checks we performed and how we dealt
with inconsistencies in the data, please contact Geranda Notten (Geranda. Notten@governance.unimaas.nl).




Most of the so-called Lagken “ At-risk-of-poverty” indicators are based on arelative
poverty linethat is set at 60% of national median adult equivalent income (Eurostat,
2003b). The welfare indicator is based on annual net household income and includes the
earnings and transfers received by the household. To control for the demographic
composition of the household and economies of scale, household income is adjusted
using the modified OECD equivalence scales.* When adult equivalent household income
falls below 60% of national median adult equivalent income, all of the household
members are poor. The statistics bureau of the European Union, Eurogtat, publishes the
Laeken indicators. During the nineties, Eurostat used the European Community
Household Panel (ECHP) for the financial poverty estimates.

2.2  Poverty measurement in the USA: the Orshansky poverty lines

The USA poverty lines were developed in the 1960s by Molly Orshansky, an economist
working for the Social Security Administration.” In that time there was no generally
accepted standard of basic needs that could be used to determine a minimum
consumption basket. The Agriculture Department, however, had defined food plans
which measured the costs of food for various budgets ranging from ‘liberal’, ‘ moderate’,
‘low-cost’ to ‘economy’. Orshansky used the lowest food plans ‘low-cost’ and
‘economy’, where the costs of ‘economy’ were about 75-80% of the ‘low-cost’ plan, to
develop two sets of food poverty lines. The current official poverty estimates are based
on the thresholds of the ‘economy’ food plan which was designed for families under

€conomic stress.

To obtain a poverty line that also included the costs of non-food consumption, Orshansky
used the 1955 Household Food Consumption Survey to estimate the average share of

* The modified OECD equivalence scale gives aweight of 1 to the first adult in the household, aweight of
0.5 to other members aged over 14 years and aweight of 0.3 for children under age 14.

® This description of the Orshansky methodology islargely based on the information provided on the
website of the Bureau of Census (http://www.census.gov/hhes'www/poverty/poverty.html). Especialy
helpful was the online paper of G. Fisher on the Devel opment of the Orshansky poverty thresholds
(Fischer, 1992).




food expenditures in total income for families of three or more persons.® To obtain the
overall poverty line the cost of the food budget was multiplied by the reciprocal of the
food share (i.e. the food-ratio method). The poverty line varies with demographic
composition of families. Although there have been some minor changes in the
methodology over time, the poverty lines currently used are essentially the same as those
developed in the 1960s. Currently, there are 48 poverty lines depending on family size
and the age of household members. These thresholds are annually adjusted for inflation.”
Every year, an inflation adjustment is made using the consumer price index for urban
consumers (CPI-U), which is the same for the whole USA.

The official poverty rates are annually estimated by the Bureau of Census using the
March Supplement of the Current Population Survey (CPS). The poverty status of a
family is obtained by comparing its gross annual income to the poverty line of that family
type. The welfare indicator only includes ‘money’ income (i.e. earnings and money
transfers). In-kind transfers such as food stamps or the consumption of public goods are
not included. Housing allowances and capital gains (or losses) are also not included in the
income aggregate. The demographic characteristics determining the poverty line are
based on the current household situation while the welfare indicator reflects total family
income of the previous (tax) year.

2.3  Application of both poverty measurement methods

The above discussion reveals a number of information requirements which need to be
satisfied in each dataset to enable an application of both poverty measurement methods to
European countries and the USA. Firstly, to obtain Orshansky poverty estimates for the
European countries we need a welfare indicator that is comparable to the one used in the
USA and we need to convert the absolute Orshansky poverty lines to comparable values

in each of the European countries. Secondly, in order to obtain Laeken poverty estimates

® Orshansky found that the average share of food expenditures was about one third of family income. Also
note that thisisthe average food share of the total population of families and not low-income families.

" The thresholds are available for each year on the website of the Bureau of Census on
www.census.gov/hhes'www/poverty/threshid.




for the USA we need awelfare indicator that is comparable to that being used in Europe.
Thirdly, the definition of total household income used in the Orshansky indicator differs
from that used in the Laeken poverty rates. The main difference is that the Orshansky
poverty rates are calculated using gross income while the Laeken poverty rates are
calculated using net household income. Fourthly, the Laeken and Orshansky methods use
different equivalence scales to adjust for household size and household composition and
thus require different identification variables. In the Laeken methodology household
income is adjusted using the modified OECD equivalence scales while the Orshansky
methodology uses a different set of equivalence scales by distinguishing a specific
poverty line for each of the 48 household types.

The ideal approach for comparing both poverty methods on Europe and the USA would
require that household data are collected in the same way in both regions (using the same
sampling design, questionnaires, data cleaning, methods for constructing variables etc.).
Moreover, these data would have to provide all relevant variables needed to compute the
poverty rates according to both methodologies (gross income, net income, basic cost of
living in each European country etc.). Given time and budget regrictions, we followed a
more pragmeatic approach. We selected household budget surveys for both regions that
are reasonably comparable in terms of collection and variables (see section 0). Secondly,
we used purchasing power parity (PPP) ratesto convert the Orshansky thresholds to the
price levelsin each of the European countries. The main rationale for this choice is that
the current USA thresholds are based on the cost of living in the 1960s and that the
construction of up to date thresholds reflecting the cost of living in each country
(including the US) would constitute an ambitious research project in itself. Our method is
further explained in section O while the limitations and alternatives are discussed in
Notten and de Neubourg (2007b). Furthermore, we decided to use net household income
as the principal welfare indicator for the calculation of both Laeken and Orshansky
poverty rates. The main reason for using net income is that it better reflects disposable
income i.e. the income that a household has at its disposition to finance household



expenditures.® For the rest, we followed the methodologies as explained above. This
implies that the Orshansky poverty rates have been calculated using different equivalence
scales than those used for the Laeken poverty rates. The impact of equivalence scales on
absolute and relative poverty ratesis also studied in Notten and de Neubourg (2007b).

We compare the Orshansky and Laeken indicators using various poverty measures such
as the percentage of poor individuals (poverty incidence), the percentage of individuals
living in long term poverty (chronic or long term poverty incidence) and the mean
proportionate income shortfall in the population (poverty gap). We decompose the
poverty incidence of various groups in the population by gender, age, household type and
main source of income. We also study the impact of various transfers on Orshansky and

Laeken poverty rates.

3. Making poverty rates between Europe and the USA comparable

The Laeken and Orshansky poverty rates are mainly based on two household surveys. the
European Community Household Panel (ECHP) and the USA section of the Cross-
National Equivalent Files (CNEF-PSID). We complemented these datasets with
information from other sources such as the Panel Study on Income Dynamics (PSID),
Bureau of Census, Federal Reserve, Eurostat and the OECD. In sections 0 and O we
describe the main datasets (ECHP and the CNEF), explain how we supplemented these
datasets with information from the above mentioned sources and how we further prepared
the data for the comparative poverty analysis. In section O we discuss a number of issues
related to the cross-national comparability of both datasets.

3.1  European Union - ECHP

The ECHP is a harmonized household budget survey for 15 European Union (EU-15)
member states collected over 8 waves from 1994 to 2001. The ECHP contains

8 Thisimplies that our US Orshansky poverty rates will differ from the official poverty rates as published
by the Bureau of Census.



information for the following countries: Belgium, Denmark, Germany, Greece, Spain,
France, Ireland, Italy, Luxembourg, Netherlands, Austria (1995-2001), Portugal, Finland
(1996-2001), Sweden (1997-2001) and the United Kingdom. The data provide cross-
section and longitudinal information on household and individual level on topics such as
income, education, housing, health and social relations. Comparability of the ECHP data
is achieved through common survey structure and procedures, common standards on
sampling requirements and where possible on data processing and statistical analysis as
well as the use of a‘blue-print’ questionnaire used as point of departure for all national
surveys. For most of the countries the surveys were collected using a harmonized
guestionnaire. For Germany, Luxembourg, Sweden and United Kingdom the national
surveys of these countries were converted into ECHP format.

We base our analysis on the User Data Base (UDB) of the ECHP which consists of a
series of separate files.® For each wave, there is a household and an individual file. These
files hold the variables that have been derived from the household and individual
guestionnaires. The register file includes information on every household and individual
that has been interviewed over time.’® The longitudinal link file contains some time-fixed
and wave specific variables on every individual. This information needed for constructing
apanel. Finally, there is a country file which includes some country level variables such

as exchange rates, consumer price indices, purchasing power parities and population size.

We first extracted all relevant information from these files and constructed asingle
database.™* This household level database holds information on the demographic

characteristics of the household and its income (for each country and wave). We also

® For more detailed information on the UDB, we refer to the ECHP UDB manual (Eurostat, 2003a) and the
EPUNet ECHP user guide (Euro Pand Users Network, July 2004).

19 | ndividual's that were present in the first wave (1994 for most countries) were re-contacted every
subsequent year. These 'sampl€e’ persons and the households they were living in were interviewed.

We compared the number of 'sampl€' persons for each country in thefirst (available) wave with those in
wave 8. In Ireland, only 43% of the 'sampl€ persons were interviewed in wave 8. In Belgium and Denmark
retention rates were about 65% whilein the other countries retention rates were above 70% (5 countries) or
80% (7countries). Low retention rates are of concern because they may reduce the representativeness of the
sample (as compared to the countries’ population). To counteract this potentia problem the cross-section
and longitudinal weights are adjusted in every wave.

" We used the ‘ECHP extract’ Stata ado-file written by Philippe van Kerm (CEPS/INSTEAD, Differdange,
Luxembourg) and available on http://www.V ankerm.net/stata (retrieved February 2006).
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created a number of household variables indicating the total number of males and females
in the household as well as the number of household members by age category (age 0-15,
age 16-24, age 25-49, age 50-64 and above age 65). These variables were first created in
the register file and then merged to the household level file using the appropriate
identification variables (country, wave, household identification number).** We did not
need to generate an income variable for the Laeken indicators because the total income
variable in the ECHP has been constructed following the income definition used in the
Laeken indicators. Thisincome variable representstota net household income in the year
previous to the survey. We also generated a variable indicating total gross income using
the net/gross factor (hi020) provided in the ECHP as well as income variables indicating
pre-transfer income (one excluding all social transfer income and another excluding all
non-pension transfers). We further converted the 48 poverty lines™ from 1993 to the
national living standards of the member states. Finally, we generated a variable that
identified each household in a particular wave with one of the 48 USA household level
poverty thresholds. Other required variables were already present in the User Database.

Although the data are on a household level, and we determine the poverty status also at
thislevel, we establish the relative poverty line and calculate the aggregate poverty
measures by counting each individual. We use the household cross-section sample
weights multiplied by household size to get representative estimates for the national
population.

To analyze long term poverty, we determined the poverty status at a household level and
thereafter continued the analysis at an individual level. We therefore expanded the
household level file to an individual level by merging the individual level identification
variable and some other variables (gender, age, whether individual is present in
household in a particular wave) from the longitudinal file into the household file. To get

12 Because there was no household interview date we could not calculate the exact age. Instead we
subtracted the age from the year of the wave from the person’s birth year.

13 The equival ence scales are included in the poverty linesinstead of being applied to household income.
There are 48 different household types specified and each household type hasits own poverty line.

11



representative population estimates, we used the longitudinal weights from the ECHP for
the analysis of poverty dynamics.

3.2 United States— CNEF-PSID

Although the official USA poverty estimates are calculated using the March supplement
of the Current Population Survey (CPS), we use the Panel Study of Income Dynamics
(PSID). The PSID data are available in two formats; the original ones that can be
downloaded from the website of the PSID and the so-called Cross-National Equivalent
Files (CNEF). The CNEF contains equivalently defined variables for the Panel Study of
Income Dynamics (PSID), the German Socio-Economic Panel (GSOEP), the British
Household Panel Study (BHPS), and the Canadian Survey of Labour and Income
Dynamics (SLID). The most interesting feature of the equivalent files isthat they provide
a set of constructed variables that are can be used for cross-national comparisons while
these variables are not directly available in the original surveys. Thisis particularly
relevant for household income, the welfare indicator for both the Orshansky and L aeken
poverty rates. The CNEF data include imputed variables for the tax burden and thereby
allow the construction of pre tax and post tax income. This information is not readily
available in the PSID or in the CPS. Moreover, using the CNEF also means that the
CNEF-PSID variables are harmonized with two datasets that are also the basis for the
ECHP data of these countries (GSOEP and BHPS).** A final reason for preferring the
PSID-CNEF above the CPS is that the PSID is a panel and thereby also allows the
estimation of long term poverty rates.™

The PSID is a nationally representative longitudinal dataset containing information on
individual and family level on economic and demographic topics such as income,

employment, family composition and residential location. Started as an annual survey in

14 For moreinformation we refer to the PSID website (http://psidonline.isr.umich.edu/) and the CNEF
website (http://www.human.cornell.edu/che/PAM/Research/Centers-Programs/ German-Panel/Cross-
National-Equivalent-File CNEF.cfm).

5 Another dternative would have been to use data from the Luxembourg Income Studies (LIS). However,
the LIS dataarenot available for a subsequent range of yearsnor, do they allow for longitudind anaysis.
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1968, the PSID became a biennial survey since 1997.*° We use the CNEF-PSID data
from 1994 to 2001 with gaps for 1998 and 2000. Next to arange of demographic and
labour variables, the CNEF includes pre tax income variables such as labour income,
asset income, transfer income (private and public), social security income and private
retirement income (income from the year previous to the survey). It also includes
variables on income taxes and social security contributions.

The CNEF data are stored by wave in individual level files which also include household
level variables. We merged all waves into one file using the unique person identifier
(x11101l1). We created anumber of household level variables indicating the total number
of household members by age category and gender. We also supplemented the CNEF
data with some additional variables from the PSID.*’ This is possible because the CNEF
includes the relevant identifiers to match individuals and households in the CNEF with
those in the PSID. We obtained the following variables from the PSID: whether a
household received food samps last year and how much, whether a household received
heating subsidies from the government and how much and whether the household’s
dwelling place was owned, rented, or neither of both.

We generated the following variables:

- A variable specifying 48 household types that are needed to match the household
with the official United States thresholds.

- A variable that indicated the household weight using the modified OECD
equivalence scales. The modified OECD scales give aweight of 1 to the first adult
in the household, 0.5 to every additional adult and 0.3 to every child aged below
14.

- Two total income variables; one that is consistent with the Laeken definition and
one largely consistent with the official USA poverty methodology:

- A variable using the Laeken household typology.

18 1n 1997, the original sample was reduced from about 8,500 familiesto 6,168 and the sample was
refreshed by adding a sample of 441 post 1968 immigrant families (the latter are not included in CNEF).
The weights are adjusted in every wave to account for sample attrition.

Y The PSID variables can be downloaded electronically using PSID’ s Datacenter
(http://psidonline.isr.umich.edu/, retrieved October 2006).

13



- Vaiablesindicating pre-transfer income; one excluding all social transfer income
and another excluding all non-pension transfers.
- A variable indicating the Dollar-ECU/Euro exchange rate.*®

4, Compar ability of main variablesused in poverty analysis

We discuss three elements of our poverty analysis that have a key influence on the cross-
national comparability of the results; definition of the household, the measurement and
congtruction of household income and the conversion of Orshansky poverty linesto the
price level of the countries in the ECHP. With respect to the household definition and
household income we focus on the extent to which there are differences in these elements
asthey are measured in the ECHP and the CNEF-PSID data. For the Orshansky poverty
lines we describe the followed methodology.

4.1 Definition of the household

In poverty analyses the household is often used as the unit of analysis as this is the level
at which resources are typically shared. To obtain an indicator of household income (or
another monetary welfare indicator) the income of all household members are added. If
the joint household income falls below the poverty line, everyone living in that household
is considered poor. Both Laeken and Orshansky indicators are using the household as the
unit of analysis. For our purposes it is important to find out whether there are any
differences in the definition of what constitutes a household in the ECHP and the CNEF-

PSID as these differences may influence the poverty measures.

There is no formal definition provided in the codebook of the ECHP. Nevertheless, the
codebook describes the possible relationships between members of household (Eurostat,
2003a). Next to family relationships, cohabitants, foster parents there was also a code for
‘other’ relationship. This suggests that the ECHP uses the common household definition

18 Obtained from the website of the Federal Reserve (http://www.federalreserve.qgov/rel eases/g5al, retrieved
October 2006).
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“individuals living together and sharing resources’. Sweden is an exception. The Swedish
data come from the Swedish Living Conditions Survey and this survey uses another
definition, namely “people being taxed together”. Thisimplies that in Sweden only adults
and their dependent siblings are part of a household (elderly or other persons present in
the household but not filing a joint tax form are therefore not included). If these 'other’
people in the household tend to have a lower (adult equivalent) income than of the
individuals in the single tax unit, this may increase the Swedish poverty rates.

The household definition in the CNEF is directly taken from the PSID and represents
what is called a 'family unit' (FU). The FU is defined as a group of people living together
asafamily. They are generally related by blood, marriage, or adoption, but unrelated
persons can be part of a FU if they are permanently living together and share income and
expenses (Hill, 1992).*° The discussion above suggests that the household definitions
used in the European and United States data are very similar.

4.2 Income

For the calculation of the Laeken and Orshansky poverty measures we predominantly use
net household income as a welfare indicator, but for illustrative purposes we also
estimated Orshansky poverty rates using an indicator of gross household income. As
indicated above, total net household income the ECHP data is equivalent to the income
definition as used in the Laeken indicators. In what follows, we first explain what income
information is included in the ECHP, how the net and gross household income variables
are constructed and whether there are methodological differencesin the income variables
between the countries in the ECHP. Thereafter, we explain how we constructed similar
income variables for the United States in the CNEF-PSID and discuss the potential
poverty impact of differences between the CNEF and ECHP income variables.

19 The definition of the family unit used in the PSID differs from that used by the Bureau of Census and
their official poverty estimates. The Bureau of Census uses astricter definition of family and excludes
unrelated persons who neverthel ess share resources with other individuals living in the same housing unit
(Hill, 1992). This meansthat a cohabiting couple istreated as 2 different families while the PSID treats
those individuals as asingle family.

15



Income in the ECHP

Total net household income in the ECHP is composed of wage income and salary
earnings, self-employment earnings, capital income, property/rental income, private
transfers and social transfers. Social transfers are composed of pensions, unemployment
benefits, family related allowances, sickness/invalidity benefits, social assistance,
education allowances, housing allowance and any other personal benefits. In kind
transfers or home food production are not included. The total income variable (hi100)
represents the annual income of the household in the year previous to the survey. The
ECHP also includes a household level variable that provides an estimate of the household
tax burden. This estimate is obtained from aregression that includes the average tax rates
of wage income for various household types. In other words, the estimated tax burden
depends on the total household income as compared to the average income of similar
incomes (Eurostat, 2002). We use this variable to obtain an indicator of grossincomein
the ECHP data.

Albeit harmonized, cross-country comparability of the ECHP data is not perfect. Some
variables are not available for every country. Sometimes this is because the information
was not collected and in other cases information is confidential.?° For instance, in the
German ECHP data, the values for various income subcategories are confidential but are
included in the total income variable. For the UK, Netherlands, Spain and Austriathe
category 'lump sum earnings' is missing while information on social assistance is missing
for the UK. For Audtria, sickness benefits also include care allowances. Table 1
summarizes these income discrepancies for each country and indicates their potential
effects.

Another issue is the fact that the Swedish, Danish and Finnish data are not obtained from
surveys but based on register data. A study based on the comparison of Finnish register
and survey data shows that the income distribution based on survey data reports higher

% More detailed information on missing information can be found in the extensive variable description
(Eurostat, 2003a).
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income levels at the lower end of the distribution than register based data and vice versa
for the top end of the distribution (Rendtel, Nordberg, Jantti, Hanisch, & Basic, January
2004). If thisis a general phenomenon, this implies that poverty rates are likely to be
higher using register datathan survey data. Despite these imperfections, the ECHP
remains the best alternative for intra-EU poverty comparisons.

Income in the CNEF-PSI D

The CNEF includes pre- and post government income where taxes and government
transfers form the difference between the two. The basis for our net household income
aggregate is the post-government income variable. This variable includes all income from
labour, assets, social security pensions, private pensions, private transfers and public
transfers and is adjusted to net values using an imputed tax variable. Gross household

income includes the sum of all (gross) income sources mentioned above.

Overall, analysis of the PSID questionnaires and the CNEF algorithms suggests that the
PSID takes similar income sources into account as the ECHP. The level of detail inthe
PSID quegtionnaires is somewhat higher for sources of asset and entrepreneurial income
and we found different algorithms for the calculation of entrepreneurial income. It is
therefore possible that the PSID values for these variables are somewhat different than if
the ECHP methodology would have been applied.?* The value of food stamps is included
in CNEF transfer income while the ECHP labels such benefits as in-kind and does not
include them. We think that the value of received food stamps should be included in our
welfare indicator for two reasons. Firstly, the food stamp programme is one of the main
programmes targeting poor households in the US; not including the value of these
benefits would ignore this important poverty reduction effort. Secondly, food stamp
benefits are issued as ‘ near money’ in the form of an electronic debit card that can be
used to purchase food items in a range of supermarkets. The CNEF does not include the
value of housing and heating subsidies and education stipends are likely to be

2 A higher level of detail in questionnaires typically increases reported income from these sources. The
calculation of entrepreneurial income of the PSID al so includes certain aspects of asset wage income which
can aso be negative. It isnot clear what impact this has on the values of these income sources.
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underestimated because there is no specific question aimed at this income source.?? The
PSID includes variables indicating whether and how much heating subsidies were
received. We retrieved this variable from the PSID and included it in the income
estimate.

Even when questionnaires include similar questions on particular income sources,
methodological differences in data collection and data cleaning may giveriseto
differences in recorded income. For instance, when income from entrepreneurial
activities is negative, the ECHP setsthe observed income from this source to zero. Asa
result, there are no negative observations in the ECHP for this income source while these
are present in the PSID and the CNEF. To enhance comparability, we set any negative
values from labour earnings to zero in the CNEF. Comparing poverty headcounts with
and without the adjustment suggests that the impact of this adjustment on poverty
statistics is negligible. Differences in top coding between the ECHP and CNEF-PSID are
another issue. Top coding impliesthat when income exceeds a certain value it is replaced
by the (lower) threshold value. In the PSID, the top coding was altered in 1999 (the
thresholds were increased). In the ECHP only values above 99,999,990 were top-coded,
two digits more than the current PSID. Astop coding only affects the top of the income
distribution and our poverty analyses depend on the lower half of the income distribution,

we did not make any corrections.?®

One of the reasons why we preferred to use the CNEF-PSID data above the original PSID
or the CPS datais that the CNEF includes (imputed) indicators on households' tax burden
and thus allowed to construct an after tax income indicator. The CNEF includes estimates
of the households' federal and state income taxes and payroll taxes. The federal and ate
income tax burdens are imputed using the NBER TAXSIM model with the available
PSID data while the burden of payroll taxes have been estimated using the tax rates

22 Education benefits or stipends, if obtained, are typically not in cash but provided in the form of atuition
waver or another fee reduction.

% However, this difference in top coding influences the Gini coefficient. If the PSID used the sametop
coding asthe ECHP, the estimated Gini coefficients would be higher. Summary statistics on total income
showed that the income of some households in the CNEF-PSID indeed was top coded but we could not find
evidence that top coding actually cut-off top incomes in the ECHP.
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reported by the Social Security Bulletin. Butrica and Burkhauser (1997) show in a
comparison between the TAXSIM model and the PSID tax burdensthat the mean and
median tax burdens are very similar but that the TAXSIM model overestimates the tax

burden at the higher end of the income distribution.?*

Anissue that is more likely to influence our USA poverty estimates is that the TAXSIM
model also incorporates the higher deductions for low income families with children
(Earned Income Tax Credit (EITC)). The EITC is one of the principal federal
programmes targeted at the poor (together with food stamps and Medicaid). Especially at
low income levels, the credit is considerable (the EITC can even exceed the value of
income tax). The simulated tax burden assumes a 100 percent EITC take up rate but not
all eligible households actually receive the EITC. According to a sudy of the Internal
Revenue Service on participation in the EITC programme for the tax year 1996, up to
18% of the of the eligible individuals did not file atax return (Internal Revenue Service,
2002). Because we do not know whether a household actually received EITC, the USA
poverty estimates using net household income may be underestimating USA poverty
rates. Asthe EITC is not available as a separate variable, we cannot estimate the potential
poverty bias. The difference in Orshansky poverty rates between using net income and
grossincome is very small but this difference measures the complete tax effect. The small
difference in poverty rates possbly masks larger flows of people moving into and out of

poverty.

Perfect comparability cannot be achieved. In many cases the information needed to
estimate the potential impact of differences in algorithms and other data issuesis not
available. Where possible we have made adjustments to the CNEF data that enhance
comparability with the ECHP. Nevertheless, we think that both the ECHP and the
PSID/CNEF have been designed to take into account those income sourcesthat are

relevant in the countries where the survey is held; in kind social assistance plays a much

24 Since 1992, the PSID data do not include an estimate for households' tax burden. Since then, the public
user version of the PSID even contains fewer variables needed as inputs for the TAXSIM model. The
overestimation of the tax burden for the more affluent householdsis mainly due to the use of standard
deductions whilericher households can have a higher deduction when they itemize the deductions.
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larger role in the USA than it does in continental Europe. Education benefits and housing
subsidies are more prevalent in European welfare states than they are in the USA where
tuition wavers are more prevalent. Differences in the provision of public goods and
services such as education and health care are important factors that ideally should be
taken into account in poverty analyses. Generally speaking, the out-of-pocket costs of
post-secondary education for a family with children are considerably lower in continental
Europe than in the United States. To provide children similar education opportunities, US
families thus need a higher income than continental European families. Ideally, such
differences should be taken into account.

4.3  Orshansky poverty lines

The Orshansky thresholds, on the other hand, are distribution independent. These poverty
lines can be obtained from the website of the Bureau of Census. We merged the poverty
lines into the ECHP and CNEF data. For the USA data we included the Bureau of Census
poverty lines for every year. As the household income variables in CNEF and ECHP
provide and estimate of households' income in the year previous to the survey, we used
the 1993 — 2000 USA poverty lines. For the ECHP we first converted the 1993 Dollar
thresholds to the price level of each European country using the 1993 Purchasing Power
Parity rates from the OECD.?® Subsequently, we adjusted the 1993 thresholds to |ater
years using the Consumer Price Index (CPI) from the country level filesin the ECHP.
Thus, we used the same price updating mechanism for the European Orshansky poverty
lines. This method ensures that poverty lines are not influenced by year to year changes
in the exchange rate. We constructed a variable that categorized each household in a
particular wave as one of the 48 household types. Finally, we linked each household to
their respective poverty line. The Laeken poverty lines depend on the income distribution
and are thus only based on the income variable in both datasets.

% \We obtained the 1993 United States thresholds from the website of the Bureau of Census
(http://www.census.gov/hhes/www/poverty/threshld.html, retrieved August 2005) and the purchasing
power parities from the website of the OECD (http://www.oecd.org/std/ppp, retrieved October 2006)).
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5. Exchanging official poverty measurement methods: results®

Existing poverty comparisons most often use relative concepts of poverty and are
predominantly made with data from the Luxembourg Income Study (L1S) which does not
have annual observations or a panel component. The OECD makes regular poverty
assessments using relative poverty concept based on national micro-data (Forster &

d Ercole, 2005). Another exception is the work of Timothy Smeeding, who often
analyses both absolute and relative poverty indicators gudying the LIS data (T.M.
Smeeding, 2005; T.M. Smeeding, Rainwater, & Burtless, 2000; T.M. Smeeding & Ross,
1997). This study is the first to analyze poverty in both regions using the official poverty
methodologies and applying them to both regions. It is also the first to provide a
comparison of long term poverty indicators between the USA and Europe. The aim of
this section isto provide a general analysis of the poverty results. We focus on the
differences between the Orshansky and Laeken poverty estimates using disposable
income as awelfare indicator. We analyze poverty incidence and poverty gap estimates
for the period 1993 — 2000 but we also include estimates for the incidence of long-term or
chronic poverty.?” We provide breakdowns in poverty incidence according to age, gender,
household type and main source of household income, mostly taking 2000 as a
benchmark year. Furthermore, we discuss the static effect of social protection benefits on
Laeken and Orshansky poverty rates. The poverty measures are calculated using the
appropriate weights meaning that these estimates presented below are representative for
the whole population.

% Our Laeken At-Risk-of-Poverty estimates for the ECHP are highly comparable with those reported on the
Eurostat website (http://epp.eurostat.ec.europa.eu/portal/page? pageid=1996,45323734& dad=portal

& schema=PORTA L & screen=wel comeref& open=/& product=sdi_ps& depth=3). The difference between
our Orshansky estimates for the US and those of the Bureau of Census (http://www.census.gov/hhes/
www/poverty/histpov/histpovtb.html) are larger. Although the poverty trends are similar, our estimates
yield consistently lower results. This difference can be attributed to the fact that we use a different dataset.
Gouskova and Schoeni (2002) indeed report that PSID income is higher than CPS income. This could
explain why we find lower poverty rates than the Bureau of Census.

" Figure 1 also includes Orshansky poverty estimates using gross income. We incorporated these estimates
merely for illustrative purposes as the official US poverty estimates are cal culated using grossincome.
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51  Poverty incidence

The poverty incidence figures represent the percentage of poor individualsin agiven
country. Looking at the 2000 Orshansky poverty rates (Table 2 and Figure 1) four main
groups of countries can be distinguished: a large group of countries with low to very low
poverty incidence (below 7%) including Belgium, Denmark, Germany, France,
Luxembourg, the Netherlands, Austria, Finland and Sweden; a second group with
medium poverty incidence with the US, United Kingdom and Ireland (between 7 and
11%). The Southern European countries Italy and Spain show high poverty levels (17 and
19%) and Greece and Portugal very high levels (26 and 32%). Interms of Laeken
poverty, differences in poverty rates between countries are smaller and range between
10% for Sweden and 24% in the US. The member states from Southern Europe, Ireland
and the USA have high levels of relative poverty (between 19 and 24%) while the
Northern European countries have lower levels (between 10 and 14%). France and the
UK are somewhat in the middle of these two groups (with 15 and 17%).

Comparing the poverty incidence between the Orshansky estimates and the Laegken
estimates over time, reveals some interesting observations. Although the ranking from
low to high national poverty ratesisto alarge extent not extremely different, it is still not
the same (Table 3). The Southern European countries (Italy, Greece, Spain and Portugal)
together with Ireland form a group at the low end of the ranking. The Continental and
Scandinavian countries form the top of the ranking but their mutual positions change over
the years. Compared to the ranking using the Laeken estimates, the Orshansky estimates
seem to produce a more stable pattern over time in Europe, while the Laeken estimates
are subject to more volatility. The USA isranked consistently at the lowest end in terms
of Laeken poverty but occupies middle ranks for the Orshansky poverty rates.

The Orshansky estimates can by no means be interpreted as a linear transformation of the
Laeken indicators or vice versa: in some countries there are large gaps between the lower
Orshansky and the higher Lagken estimates and over time this gap may increase, remain
constant or decrease. Large differences between Orshansky and L aeken are observed for
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Belgium, Demark, Luxembourg, Austriaand the USA in both 1993 and 2000.
Differences are smaller for Sweden, Finland and the Netherlands but in these countries
the gap is widening over time. Orshansky estimates produced higher poverty incidence
figures for the Mediterranean countries and Ireland in 1993 but in the years thereafter the
Orshansky poverty rates became lower than the Laeken poverty rates in Italy and Ireland
(Spain shows a similar trend).

Trying to understand why these differences occur is not easy. One of the main elementsis
that the Laeken poverty line depends on the income distribution (median income) while
the Orshansky poverty line is distribution independent. The degree of income inequality
therefore also influencesthe level of the Laeken threshold but not of the Orshansky
poverty line. Table 4 illustrates this point using a couple of indicators of income
dispersion calculated using the Laeken equivalent adult income distribution. Firstly, in
countries with a higher income inequality (higher Gini-index) such as Luxembourg and
the US, the difference between Orshansky and Laeken poverty rates is large. Comparing
both poverty lines to median income, gives 60 % by definition for all countries in case of
the Laeken indicator, but afar smaller number for many of the other countries in case of
the Orshansky. Luxembourg and the USA have Orshansky thresholds that are below 40%
of median income while most of the Scandinavian and Continental European countries
have values around 50-55%. Secondly, for the Mediterranean countries the Orshansky
poverty lines are higher in value than the Laeken poverty lines, varying from 66% of
median income in Spain to 91% in Portugal. Clearly, this explains why in these Southern
European countries the Orshansky poverty rates are so much higher than those in the
other countries. Nevertheless, the cases of Italy and Spain suggest that differences
between the Laeken and Orshansky poverty rates are not just explained by the degree of
income inequality and the levels of both poverty lines. In terms of these income
dispersion indicators, Italy and Spain are quite similar but whereas Spain has
approximately equal Laeken and Orshansky poverty rates, Italy's Orshansky poverty rate
is 2.5 percentage points lower than its Laeken poverty rate. A third reason is the fact that
the estimates are based on different adult equivalent income distributions. although we
use net income to calculate both indicators, the Laeken and Orshansky indicators use
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different equivalence scales to correct for differences in household size and demographic
composition. All these elements play arole in trying to explain the difference in the
poverty headcounts using Orshansky and Laeken technology.

To add another complexity, it is also clear that even changes in the poverty incidence
over arelative short period (1993 — 2000) are far from similar (Figure 1).”® In countries
such as Ireland, Spain, Denmark, Greece and Italy, we find opposing trends in Lagken
and Orshansky poverty rates. In the other countries, the poverty trends run parallel or
show some divergence. Ireland is an extreme case; there was a very large decrease in
Orshansky poverty rate during the nineties which was accompanied by considerable
increase in Laeken poverty. In Sweden and Finland Lagken poverty increased while
Orshansky poverty remained relatively constant at very low levels. In Denmark,
Luxembourg and Austria poverty levels have been rather constant or slightly hovered
around a certain level. Another group of countries show parallel decreases in Laeken and
Orshansky poverty rates (Belgium, Germany, France, Italy, Portugal, and UK).

All in all the comparison of these two sets of indicators suggest that that the Laeken and
Orshansky concepts really grasp related but different phenomena. Generally speaking, for
the 'richer' countries the Orshansky poverty estimate is lower than the Laeken poverty
headcount. However, in 'poorer' countries Orshansky poverty rates are higher than
Laeken poverty rates but, over alonger period, the Orshansky poverty rates are typically
moving downward in the direction of the Laeken poverty rates in these countries. Over
shorter time periods, Orshansky and L aeken poverty indicators may or may not move less
systematically. Notten and de Neubourg (2007b) further analyse these differencesin
poverty levels and identifies the various sources for the variance.

% Thereisaconsiderable difference between the 1996 USA poverty rates cal culated using the individual
level data (using individual weights) or the household level data (using household weights multiplied by
household sze). Both methods can be used and normally yield only small differences, if any. The annua
USA poverty results displayed in the figures and tables in the appendix are ca culated using the household
level data. However, using the individual level files Laeken poverty is 24.6% in 1996 compared to 21.7%
using household level files. For Orshansky poverty thisis 13% (versus 8.5% in the household levd files).
The difference in other yearsis negligible. We suspect that this difference may be related to the CNEF
household weights in the 1997 survey (1996 income data). In 1997, the PSID sample was refreshed by a
small sample of post 1968 immigrant families but this group is not included in the CNEF. To be sure, we
ignore the 1996 results when we anadyze USA poverty trends or differences with other countries.

24



52  Longterm poverty®

Exploiting the panel dimensions of the datasets we also calculated long term Orshansky
and Laeken poverty rates using the Laeken at-per sistent-risk-of-poverty indicator. This
indicator of chronic or long term poverty labels an individual as long term poor if he/she
is currently poor and also lived in poverty in at least two out of three previous years.
Compared to other groups in society, this group is of special concern because having low
income levels for along time not only implies the lack of an important source to finance
current living standards, but also reduces investment opportunities in health, education
thereby also reducing prospects of a better future (especially when asset levels are also
low). Generally, the long term poverty levels are considerably lower than annual poverty
rates; trends are much smoother but there are similar differences between Orshansky and
Laeken indicators (Table 5).

Nevertheless, even if countries have similar poverty rates, their long-term poverty rates
may differ. For instance, in countries such as Denmark, Germany, the Netherlands,
Austria and Finland the Laeken poverty rates in these countries are about 10-11% but the
long term poverty rates vary from 5.2% in Denmark to 7.1% in Austria. Long term
poverty rates are also high for countries with both high Laeken and Orshansky poverty
rates (Greece, Spain, Italy and Portugal). The relatively high long term poverty rates can,
in addition to their correspondence to high annual poverty rates, also be explained by the
fact that year to year income dynamics takes place in the relatively large left part of
income distribution (but below the poverty line); it isless likely that changes in income at
low income levels involve the crossing of the poverty line. A similar rationale holds for
the observation that long term poverty rates are relatively lower for the Orshansky
indicator. Nevertheless, it seems that differences in long term poverty shares between

countries are not only related to differences in the level of poverty thresholds. For

% The Laeken At-Persistent-Risk-of-Poverty rates for the ECHP countries are equal but in most cases
higher than the percentages displayed on the website of Eurostat (but the trends are the same). We
calcul ated these poverty rates according to the methodol ogy described in ‘Laeken’ Indicators; Detailed
Calculation Methodology (Eurostat, 2003b). We could not find areason to which this difference can be
attributed.
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instance, Luxembourg and France have similar long term Laeken poverty rates (8.6 and
8.7%) but the difference between annual poverty rates is about 3 percentage points (12.5
and 15.4%). The share of long term poor in France is higher than in Luxembourg. One
obvious explanation for thisis that the degree of income mobility differs between

countries (including up and downward mobility).

5.3 Poverty gap

The poverty gap represents the average income shortfall below the poverty line over the
total population.® It is an indicator for the depth of poverty. Using the Laeken indicator,
the poverty gap is big in Southern Europe and USA (Table 6); it issmall in the rest of
Europe with the UK and Ireland taking a middle position. Using Orshansky, we find
similar differences between countries in the poverty gap. The USA isthe exception; the
Orshansky poverty gap is now considerably lower than in Southern Europe. Over the
period 1993 — 2000 the Laeken poverty gap declined in most countries, hovered around
for the Netherlands and Sweden, but increased for Denmark, Finland and Ireland. Using
Orshansky, even more countries show a declining trend; only for Finland the poverty gap
increases. Ireland again stands out as a peculiar case with a decreasing Orshansky poverty
gap and increasing Laeken poverty gap. Albeit a difference in magnitude, the trends in
poverty gaps are similar to the trends in poverty incidence in most countries. Only in the
Netherlands and Austria, the developments in poverty gap are more pronounced that

those in poverty incidence.

% The poverty gap in Table 6 cannot be compared with the Lagken Relative at-risk-of-poverty gap. Our
calculations are based on the Foster Greer Thorbecke (1984) poverty gap which measures the mean
proportionate poverty gap over the total population while the Laeken poverty Relative at-risk-of-poverty
gap measures the mean proportionate poverty gap over the poor population. We chose the Foster Greer
Thorbecke poverty gap because it satisfies the monotonicity axiom: "given other things, areduction in the
income of a poor household must increase the poverty measure" (p. 762). The Laeken poverty gap may
violate thisaxiom.
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54  Age, gender and household type®™

Disaggregating the poverty headcount figures can inform us about the characteristics of
poor individuals. When discussing poverty according to age groups and family types, it
should be noted that all the estimates are sensitive to the equivalence scales used.*
According to Table 7, both indicators show that the middle age groups (25-64) have the
lowest poverty risk in most countries while children and the elderly more likely to be
poor. However, in countries such as the Netherlands, Italy and Luxembourg the risk of
poverty seems to decline steadily after childhood. In some countries these age-poverty
risk patterns are consistent across both poverty indicators (Italy, Netherlands and Austria)
while in most countries the poverty risk of one age group may differ by poverty indicator.
This seems to be the case especially for the elderly age group. Using the Laeken
indicator, the poverty risk of elderly is much more pronounced than with the Orshansky
indicator. In Denmark, France, Ireland, Finland and the UK persons above the age of 65
clearly have a higher than average poverty risk for Lagken poverty but less so for
Orshansky poverty. Inthe USA and Germany, the poverty risk for the elderly is above
average for the Laeken indicator and below average for the Orshansky indicator. This
difference in poverty risk for the elderly may be explained by the existence of abasic
pension for which each citizen is eligible, irrespective of hisher past contributions. This
pension may not be very generous but it provides (a considerable) part of the resourcesto
satisfy a minimum level of expenditures (close to the Orshansky poverty ling). In
Belgium, young children have a lower poverty risk according to the Laeken indicator but
a higher Orshansky poverty risk while older children (age 16-25) clearly have a higher
Laeken poverty risk but an average Orshansky poverty risk. What may partly explain a
pattern in Belgium is that part of family allowances is provided as an (income) tax
deduction. In countries such as Luxembourg, Denmark and the Netherlands older
children typically move away from their parents home at a younger age than their

% In defining age groups and household types we followed the same definitions as used for the various
decompositions of the Laeken poverty indicators. Table 15 and Table 16 also give the population shares by
age group, gender and household type.

¥ Inlinewith current international practice, the Lagken indicator is cal culated using the modified OECD
equivalence scales. The Orshansky method uses a different non-linear weighting scheme. In Notten and de
Neubourg (2007b) we investigate the (impact of) difference in equivalence scales.
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counterparts in Greece or Spain. Even though these children may till receive support
from their parents and the state, they are counted as separate households. Moreover, even
if children in this age group work, their earnings are still relatively low.

Poverty among children is an important topic as growing up in poverty may jeopardize
investment in human capital and thus increase the risk of poverty in later stages of the life
cycle. Table 8 illustrates trends in child poverty for children aged 0-15 years. Only in
Denmark and Finland (no data available for Sweden), child poverty is considerably lower
than overall poverty ratesin all years using both Orshansky and L aeken estimates. In
Belgium and Greece, the Laeken indicator points to lower child poverty rates in some of
the years while the Orshansky indicator shows an above average poverty risk. In most
other countries poverty among children is higher than overall poverty for the entire period
according to at least one of the indicators and in most cases consistently according to both
the Orshansky and the Laeken estimates. It should also be noted that in most countries
child poverty is fluctuating; only Ireland shows a steady decline over the period of
observation (Orshansky). In the Netherlands and the United States, the Laeken indicator
shows a steady rise in child poverty and awidening gap with the average poverty rate.
Also for Portugal the Orshansky indicator the gap with the mean poverty rateis

increasing.

Compared to men, women have a higher poverty risk in most countries (except in the
Netherlands and Luxembourg). Over time, the gap in male and female poverty rates has
been declining in Germany and the Netherlands but it increased in Finland (especially for
the Laeken indicator). In other countries the gap remained more or less constant. These
patterns are similar for long term poverty, although for countries such as Denmark,
Ireland, Austria, Finland, UK and the USA women are considerably more likely to livein
long term Laeken poverty compared to men (Table 10). Only for the USA and to alesser
degree the UK, this large difference between male and female poverty is also found using
Orshansky long term poverty.

Inspecting poverty incidence according family type reveals that particularly children from
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single parent households, households with three or more children and other households
with children have an increased poverty risk. Extremely worse off are single parent
households (except in Finland and Denmark). Table 11 also shows that single person
households have above average poverty rates. Overall, the Laeken and Orshansky
measures indicate the same groups as above or below average, but again we can identify
8 cases in which the difference in poverty risk is considerable (couple with at least one
person aged above 65 in Belgium, Denmark and the UK, households with three or more
children in Germany, France, Sweden and the US).

55  Main source of income™®

It is aso interesting to disaggregate the population by the main source of household
income. We distinguish between six main income sources (wage income, entrepreneurial
income, pensions, unemployment benefits, other social benefits and private income). The
figuresin Table 12 reflect whether the main source of income contributes to having an
income above the poverty line or not. Poverty among households with wage earnings is
extremely low in Belgium and Austria and very low in most of continental Europe,
Scandinavia and Finland. Albeit lower than average, the poverty incidence of working
households is relatively more important in Southern Europe and the United States. Self
employed are well off in Denmark, Finland, Germany, Ireland, Luxembourg, the
Netherlands and the UK. In all other countries and especially in Southern Europe, they
are overrepresented among the poor. In some countries the difference in poverty risk
between households with wages as main source of income and self-employment are very
large (Sweden, Greece, Austria) but in most countries this risk isonly somewhat higher
for self employed households.

In the United States households with pensions as main income source have higher than
average poverty risk according to the Laeken indicator but lower than average for the
Orshansky indicator. Differences between Laeken and Orshansky patterns are less

pronounced in the European countries. Rich pensioner households are found in the

% Table 17 gives the popul ation shares by main source of income.

29



Netherlands, Luxembourg and Sweden; pensioners in all other countries are relatively
more often poor; especially in Southern Europe and Ireland. This holds regardless of the
estimator used (Orshansky and Laeken). In Denmark, Ireland and Finland differences in
poverty risk for this group are more pronounced for Laeken poverty than for Orshansky
poverty. Something similar can be observed for household receiving other social benefits
as main income source in the Netherlands, Luxembourg and Sweden. However, the
number of observations is often very small for the categories 'unemployment benefits,
‘other social benefits and 'private income'. These poverty estimates should thus be
interpreted with care. People with private income are well off in Belgium, Finland and

L uxembourg according to both poverty indicators. Households whose main income
source is derived from unemployment benefits and other (often means tested) social

transfers typically have the highest poverty risk.

5.6  Impact of social transfers

We assess the impact of social protection benefits is by evaluating the effect of such
benefits on poverty rates (Table 13). Firstly, we calculate poverty rates without including
the income from pensions and other social benefits. In a second step, we measure poverty
including all market income and pensions but excluding other social benefits.®* This
indicator is also part of the group of Laeken indicators (At-risk-of-poverty rate before
social transfers). This so-called static analysis abstracts from the behavioural effects that
would occur if such benefits would not exist. For instance, without a pension, older
persons would work longer or they may receive more support from younger family
members. With respect to the US, as special remark needs to be made. Tax credits are an
important tool used by the USA to assist low income families with children; at very low
incomes households may actually receive more credit than their tax burden.
Unfortunately, we only have an estimate of the net tax burden but we cannot distinguish

between tax credits and tax burdens. This impliesthat the figures for the USA do not

3 All poverty rates are estimated using the same poverty lines. Thus, we use the Lagken poverty lines from
the net income distribution to anayze the poverty reduction effects of social transfers on income.
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reflect the poverty reduction impact of this policy measure. This particularly affectsthe
poverty reduction effects of the ‘other transfers’ category.

Looking at the relative poverty reductions (Table 14), it is clear that pensions have the
largest impact on poverty rates, particularly in Germany, Greece, France, Italy,
Luxembourg, the Netherlands and Austria (poverty rates are reduced by more than 40%
for these countries). Looking at Orshansky poverty, pensions even have alarger impact
on poverty (in Luxembourg and Belgium even above 60%). Interestingly, if we rank
countries according to the poverty reduction impact (from a large to small impact),
Belgium and the USA are ranked much higher for Orshansky poverty than for Laeken
poverty. Pensions in these countries are relatively more successful in reducing poverty at
lower (Orshansky poverty line) income levels. In Italy, on the other hand, pensions have
by far the largest Laeken poverty reduction of all countries but it only ranks in the middle
for Orshansky poverty. In Denmark, Finland, Ireland and the UK the effect of pensionsis
much smaller, both in Laeken and Orshansky poverty.

Therole of other social benefits (family allowances, other social insurance benefits and
social assistance) on Laeken poverty is small in Southern Europe. Using both indicators,
the role of other social benefitsislarge but decreasing in Finland and Denmark (Figure
2). In Ireland, other transfers are considerably more successful in reducing Orshansky
poverty than in reducing Laeken poverty, while in Austria the situation is just the
opposite. The figures clearly show that some countries rely more on pension benefits to
reduce poverty while other countries such as Finland, Denmark and the UK rely more on

other transfers.

6. Conclusion

This appendix explained how we compared the official poverty measurement
methodologies of the USA (Orshansky) and the EU (Laeken) and provided a general

discussion of the poverty results. Asthe official US methodology is based on an absolute
notion of poverty and the official EU methodology uses poverty as a relative concept, a
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comparison of both methods provides insights into different poverty dimensions in these
countries. Official poverty methodologies differ from other poverty measurement
methods in the sense that the official ones are more often used as a benchmark to develop
new policies aswell as to evaluate the performance of existing programs. Potentially
conflicting results between these methods put the desirability of current policiesinto a
wider perspective.

The Laeken and Orshansky methodologies are compared by applying both methods on
European and United States data. For the EU-15 we used the harmonized European
Community Household Panel (ECHP) for the years 1994 to 2001. For the USA, we
selected the Cross National Equivalent Files (CNEF-PSID, 1994-2001). The ECHP and
the CNEF-PSID both have a cross-section and a panel dimension and are nationally
representative. We obtained the US poverty thresholds from the Bureau of Census and
converted the 1993 dollar thresholds to the Member States' currencies using 1993
Purchasing Power Parity (PPP) indices. After the conversion of the US thresholds to
national purchasing power values, we updated the thresholds to other years using national
consumer price indices. Even though the official USA poverty rates are calculated using
gross household income, we used net income for both indicators. Based on detailed
comparisons of the income components in the ECHP and the CNEF-PSID, we find that
the net income variables in both datasets are very similar and can thus be used for cross-
national comparative poverty analyses. Nevertheless, we identified two aspects should be
kept in mind when making comparative analyses. Firstly, the use of register data for
Sweden, Finland and Denmark may yield higher poverty estimates than survey data.
Secondly, the assumption of 100% take up of low income tax credits (EITC) may
underestimate USA poverty rates.

The discussion of the results pointed to considerable differences between the estimates
based on Laeken indicators and the estimates based on an Orshansky type of technology.
It was expected that in general Orshansky generates lower poverty estimates than the
Laeken indicators. However, it is puzzling to find that a.) these differences are less

systematic than expected and b.) these differences are not constant over time and in some
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cases even have the reverse sign. That indicates that Orshansky indicators and Laeken
indicators relate to the same phenomenon but from a possibly very different perspective.
It is aso noteworthy that the differences are more puzzling for the faster growing
economies in the European Union. In Notten and de Neubourg (Notten & Neubourg de,
2007a; 2007b) we further analyze the nature and the background of these differences.
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Table 1: Income componentsin ECHP by country

Country Notes I mpact

Germany Many income subcomponents are confidential (hi1111, | No

ECHP hi1112, hi121, hi123, hi133, hi134, hi135, hi136)

Germany Subcomponent 'other benefits' (hi136) is not available Underestimation of total income possible

SOEP Subcomponent 'social assistance (hi137) for waves 1-2
is not available

Denmark No

Netherlands Subcomponent 'other benefits' (hi136) is not available Underestimation of total income possible

Belgium No

Luxembourg No

ECHP

Luxembourg Subcomponent ‘gross/net ratio’ (hi020) is not applicable | Cannot compute gross income

PSEL L Variable 'housing allowance' (hi138) is zero at all
observations

France All subcomponents of income are in gross amounts Difference in poverty rates between gross and net incomesis too
Subcomponent ‘gross/net ratio’ (hi020) is availablebut | small to be credible. As the income data are collected in gross
not credible (mean value around 0.95, implying an amounts, the net income estimate is probably too high).
average tax rate of about 5%)

UK ECHP Subcomponent 'social assistance (hi137) is not Underestimation of total income possible
available

UK BHPS Subcomponent 'social assistance (hi137) is not Underestimation of total income possible
available

Ireland No

Italy No

Greece No

Spain No

Portugal No

Austria Subcomponent 'sickness/invalidity benefits' (hil34) also | Impact on income not clear.
includes care allowance for adult but not for children

Finland All subcomponents of income are in gross amounts No

Sweden Subcomponent 'gross/net ratio’ (hi020) is not available | Cannot compute gross income aggregate

Source: Eurostat (2003B)
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Table 2: Poverty incidence per country (% of individuals, 1993-2000)

Laeken Orshansky (net income)

1993 1994 1995 1996 1997 1998 1999 2000 | 1993 1994 1995 1996 1997 1998 1999 2000
Belgium 16,7 159 153 142 138 128 129 133 8.4 7.4 6.0 6.1 59 54 4.8 3.6
Denmark 10.3 10.2 95 9.3 119 111 115 108 41 3.3 3.3 3.2 3.6 34 3.2 34
Germany 144 146 140 1221 114 109 105 111 9.8 10.7 75 7.0 6.8 6.3 51 51
Greece 231 215 210 215 208 205 199 205 | 257 263 275 281 260 282 250 26.1
Spain 196 190 180 203 182 188 180 188 | 254 290 291 298 286 245 206 19.1
France 16.6 154 152 149 147 152 156 154 | 126 94 84 8.8 8.5 8.0 7.1 6.5
Ireland 16,8 186 195 191 192 185 201 214 | 301 253 253 201 137 133 126 10.6
Italy 204 204 201 195 180 180 184 193 | 227 232 280 230 194 180 170 16.7
L uxembourg nat 132 118 114 122 127 119 125 na 1.1 0.7 0.7 1.0 1.0 0.4 0.6
Netherlands 100 113 117 105 103 10.7 104 113 7.1 8.6 84 6.1 6.8 6.8 5.6 6.6
Austria na 134 140 130 129 120 117 119 na 6.1 5.2 5.8 6.2 5.8 3.9 4.8
Portugal 225 229 215 216 208 205 208 201 | 400 422 402 381 384 355 322 322
Finland?? na na 8.1 8.3 94 10.7 109 114 na na 41 45 51 57 4.6 49
Sweden® na na na 89 10.4 9.5 109 104 na na na 7.1 79 6.7 7.3 57
United Kingdom | 19.6 200 195 178 190 194 187 171 | 176 158 152 114 120 131 107 93
United States 240 240 238 217 na 25.4 na 235 | 124 114 106 85° na 13.0 na 8.7

Note: *Not available or not calculated. “ There s a considerable difference between the 1996 poverty rates calculated using the individua level data or the

household level data. Theresults displayed in thistable are cal culated using the household level data. Using theindividua level files, Lagken poverty is 24.6% in

1996 and Orshansky poverty is 13%. The difference in other yearsis negligible. Given this difference, we ignore the 1996 estimate when we analyze USA

poverty trends.

Source; Own cal culations ECHP and CNEF-PSID
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Figure 1: Poverty incidence per country (% of individuals, 1993-2000)
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Note: To facilitate comparison of Orshansky and Laeken poverty trends within countries, we used different scales on the vertical axes. For the USA there are no
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Source: Own cal culations ECHP and CNEF-PSID
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Table 3: Poverty ranking based on poverty incidence (1993-2000)

Orshansky (net income)
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Note: *Not available or not cal culated.
Source; Own cal culations ECHP and CNEF-PSID
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Table 4: Indicators of dispersion and locus poverty lines (2000)

#hh #ind Medianincome  Gini Gini Laeken poverty  Orshansky poverty Laeken Orshansky
(in Euro)* (below line/ median Line/ median poverty poverty

median) rate rate
Belgium 2,322 5,888 15,493 0280 0.144 0.60 0.51 13.3 3.6
Denmark 2,278 5,129 20,620 0216  0.139 0.60 0.50 10.8 34
Germany 5474 13,733 15,760 0.253  0.142 0.60 054 111 51
Greece 3,895 11,208 7,119 0.328  0.200 0.60 0.80 20.5 26.1
Spain 4,948 14,270 9,034 0327 0191 0.60 0.70 18.8 19.1
France’ 5,243 13,035 14,914 0.270  0.160 0.60 0.54 154 6.5
Ireland 1,757 5,558 14,271 0.288  0.182 0.60 0.51 214 10.6
[taly 5525 15,979 10,401 0294  0.201 0.60 0.66 19.3 16.7
Luxembourg 2,428 6,306 23,114 0265 0.136 0.60 0.36 125 0.6
Netherlands 4,824 12,027 13,820 0.261  0.150 0.60 0.57 11.3 6.6
Austria 2535 6,859 15,292 0242  0.145 0.60 0.52 11.9 4.8
Portugal 4,588 13,237 5,983 0369  0.187 0.60 0.91 20.1 322
Finland® 3,104 7,478 14,866 0244  0.142 0.60 0.53 114 4.9
Sweden 5,085 12,045 16,353 0242  0.142 0.60 0.54 104 5.7
United Kingdom 4,702 11,710 17,724 0.306  0.179 0.60 0.52 17.1 9.3
United States 4453 11,761 24,785 0394  0.228 0.60 0.39 235 8.8

Note: " Median income is expressed in Euros taking the average annual exchange rate in 2000 for each country. Thus, the values are not expressed in purchasing
power parity (PPP). ?Grossincomes.

Source: Own cal culations ECHP and CNEF-PSID
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Table 5. At-Persstent-Risk-of-Poverty rate (% of individuals, 1993-2000)

Laeken Orshansky (net income)

1996 1997 1998 1999 2000 | 1996 1997 1998 1999 2000
Belgium 85 8.1 7.3 7.9 7.4 2.8 2.3 2.4 2.4 15
Denmark 4.2 4.2 4.8 6.2 52 0.8 0.6 0.6 0.5 0.7
Germany 5.8 6.3 6.1 57 6.1 3.0 3.2 31 2.7 2.4
Greece 135 123 130 134 142 | 179 162 183 186 19.0
Spain 114 110 107 108 105 | 198 199 177 156 140
France 8.7 84 85 8.6 8.7 4.3 41 35 3.0 2.5
Ireland 11.8 116 125 128 132 | 163 113 9.7 89 6.7
Italy 109 111 112 115 126 | 144 135 125 119 119
Luxembourg na 7.8 7.6 8.1 8.6 na 0.0 01 01 01
Netherlands 55 49 55 50 53 2.8 2.7 2.3 2.0 2.1
Austria na 6.9 6.8 6.7 7.1 na 2.3 2.3 2.1 1.7
Portugal 149 143 149 145 148 | 31.7 316 300 274 275
Finland na na 4.7 5.8 59 na na 2.0 24 2.0
Sweden na na na na na na na na na na
United Kingdom 103 108 116 111 101 6.6 6.3 6.4 55 5.0
United States 13.8 na na na na 51 na na na na

Note: " Not available or not calculated. * After the poverty status of householdsin a particular year has been
determined, the long term poverty rates are calculated on an individua level only including those individuals
in the panel (with apositive longitudinal weight). Note that the annual poverty rates are calculated on a
household level (albeit counting al individualsin the household) including all households with a positive
household cross-section weight.

Source: Own cal culations ECHP and CNEF-PSID
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Table 6: Poverty gap (1993-2000)

L aeken poverty gap Orshansky poverty gap (net income)
1993 1994 1995 1996 1997 1998 1999 2000 | 1993 1994 1995 1996 1997 1998 1999 2000
Belgium 47 4.4 3.9 3.6 3.3 3.1 2.9 2.6 2.7 24 1.7 1.6 15 14 1.0 0.9
Denmark 2.0 1.9 1.9 1.9 25 24 24 25 1.0 0.8 0.9 0.7 1.0 0.9 0.9 0.9
Germany 5.6 54 4.1 3.3 3.1 2.8 2.6 2.6 4.4 4.4 2.7 2.1 2.2 1.9 1.6 1.3
Greece 9.0 7.5 7.2 7.5 7.0 6.7 6.5 6.5 10.0 9.1 9.3 9.6 8.7 9.3 8.1 8.1
Spain 6.3 6.0 6.0 7.0 6.0 6.0 53 5.8 8.2 9.1 9.5 10.3 9.2 7.8 6.0 57
France 52 4.0 37 4.0 3.7 3.6 3.6 3.7 4.3 2.6 2.1 25 2.3 2.0 1.8 1.8
Ireland 2.7 35 35 35 39 4.2 50 54 7.4 6.1 6.0 4.2 2.6 29 2.7 1.9
Italy 77 7.1 6.9 6.8 6.0 5.8 59 6.2 8.3 8.0 9.4 7.8 6.4 5.8 53 54
L uxembourg na* 2.7 2.1 2.2 25 25 2.2 2.4 na 0.3 0.2 0.2 0.3 0.2 0.2 0.1
Netherlands 29 4.0 39 2.7 2.7 3.0 2.7 3.2 24 34 3.2 1.8 2.1 2.3 1.8 2.2
Austria na 3.7 35 3.2 3.2 3.3 2.6 3.0 na 2.0 1.6 15 1.8 2.0 11 15
Portugal 8.8 8.1 6.9 6.7 6.5 5.8 6.2 5.6 157 160 143 132 131 120 111 9.9
Finland? na na 1.6 1.8 2.2 2.4 2.2 2.6 na na 1.0 1.2 14 1.5 1.2 1.3
Sweden na na na 2.5 2.9 2.6 34 2.7 na na na 2.1 2.4 2.1 2.6 1.8
United Kingdom 7.1 6.0 5.6 4.6 54 55 54 4.8 6.4 5.0 4.4 2.9 35 4.0 34 2.7
United States 9.1 8.7 8.3 7.6 na 9.3 na 85 51 4.4 3.9 3.2 na 4.8 na 3.1

Note: *Not available or not yet calculated. *These poverty gaps cannot be compared with the Laeken Relative at-risk-of-poverty gap. Our cal culations are based
on the Foster Greer Thorbecke (1984) poverty gap which measures the mean proportionate poverty gap over the total population while the Lagken poverty

Rel ative at-risk-of-poverty gap measures the mean proportionate poverty gap over the poor population. The Foster Greer Thorbecke poverty gap satisfies the
monotonicity axiom that "given other things, areduction in theincome of a poor household must increase the poverty measure" (p. 762), while the Lagken poverty
gap may violate this axiom.

Source: Own cal culations ECHP and CNEF-PSID
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Table 7: Poverty incidence by age category (2000)

Laeken Orshansky (net income)

Age groups All 0-15 16-24 25-49 50-64 65+ All 0-15 16-24 25-49 50-64 65+
Belgium 13.3 12.1 11.6 9.6 115 255 3.6 4.3 2.1 2.9 3.6 54
Denmark 10.8 51 20.4 6.8 45 29.5 34 1.0 135 2.4 1.3 4.6
Germany 11.1 13.8 15.7 8.9 9.7 12.0 51 5.7 7.3 4.4 54 4.6
Greece 20.5 17.9 19.5 14.5 20.8 33.0 26.1 27.9 234 19.7 24.4 38.9
Spain 188 255 19.7 15.0 16.8 22.2 19.1 28.2 19.2 15.7 15.9 21.3
France 154 178 20.8 11.9 125 19.5 6.5 8.4 9.4 52 54 6.4
Ireland 214 258 12.5 17.4 16.0 44.3 10.6 13.8 7.0 9.1 8.1 17.1
Italy 19.3 25.0 24.8 18.2 15.7 17.4 16.7 24.7 20.1 16.3 12.4 13.5
L uxembourg 12.5 18.5 19.9 10.9 9.5 7.4 0.6 1.1 0.7 0.6 0.4 0.0
Netherlands 11.3 16.4 22.3 10.0 6.8 4.0 6.6 10.0 13.8 5.8 34 2.0
Austria 11.9 12.7 10.7 8.3 9.3 23.6 4.8 52 3.8 4.1 3.7 7.9
Portugal 201 275 18.1 15.3 15.5 29.7 32.2 44.4 30.5 25.1 25.0 44.1
Finland 11.4 5.8 23.1 7.3 8.5 234 4.9 2.0 15.4 3.6 3.9 5.6
Sweden 10.4 na na na na na 5.7 na na na an

United Kingdom | 17.1  23.6 19.6 12.0 11.0 24.3 9.3 14.9 11.4 7.2 6.1 9.3
United States 235 326 29.2 19.8 135 24.4 8.7 135 11.0 7.1 4.4 7.8

Note: *Not available or not cal culated.

Source; Own cal culations ECHP and CNEF-PSID
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Table 8. Poverty incidence for total population and children aged 0-15 (1993-2000)

Laeken Orshansky (net income)

1993 1994 1995 1996 1997 1998 1999 2000 | 1993 1994 1995 1996 1997 1998 1999 2000

Belgium (all) 167 159 153 142 138 128 129 133 8.4 7.4 60 61 59 54 48 36
Children age 0-15 196 156 153 137 127 117 115 121 11.3 8.0 71 70 64 59 39 43
Denmark (all) 103 102 95 93 119 111 115 108 4.1 3.3 33 32 36 34 32 34
Children age 0-15 55 54 36 47 48 57 41 51 2.6 2.1 15 21 18 23 08 10
Germany (all) 144 146 140 121 114 109 105 111 9.8 10.7 75 70 68 63 51 51
Children age 0-15 149 180 154 149 131 132 128 138 9.6 139 84 94 80 73 57 57
Greece (all) 231 215 210 215 208 205 199 205 25.7 263 275 281 260 282 250 261
Children age 0-15 213 181 193 176 168 172 186 179 26.9 249 283 282 256 293 282 279
Spain (all) 196 190 180 203 182 188 180 188 254 200 291 298 286 245 206 191
Children age 0-15 234 237 234 262 244 249 251 255 322 374 377 396 387 328 303 282
France (all) 166 154 152 149 147 152 156 154 12.6 94 84 88 85 80 71 65
Children age 0-15 176 160 160 162 165 175 176 178 145 10.6 96 100 103 95 89 84
Ireland (all) 168 186 195 191 192 185 201 214 30.1 253 2563 201 137 133 126 106
Children age 0-15 250 258 266 248 231 209 221 258 41.3 353 348 275 188 168 153 138
Italy (all) 204 204 201 195 180 180 184 193 22.7 232 280 230 194 180 170 16.7
Children age 0-15 246 241 235 227 211 222 250 250 29.6 306 366 290 254 249 249 247
Luxembourg (all) na 132 118 114 122 127 119 125 na 11 07 07 10 10 04 06
Children age 0-15 na 190 180 165 195 186 183 185 na 19 11 07 15 18 04 11
Netherlands (all) 100 1123 117 105 103 107 104 113 7.1 8.6 84 61 68 68 56 66
Children age 0-15 101 127 144 125 136 140 151 164 1.7 9.7 108 70 99 92 84 100
Austria (all) na 134 140 130 129 120 117 119 na 6.1 52 58 62 58 39 48
Children age 0-15 na 158 181 151 155 137 124 127 na 7.5 67 66 83 65 33 52
Portugal (all) 225 229 215 216 208 205 208 201 40.0 422 402 381 384 355 322 322
Children age 0-15 234 259 239 253 261 264 255 275 47.0 515 493 465 497 46.7 411 444
Finland (all) na na 81 83 94 107 109 114 na na 41 45 51 57 46 49
Children age 0-15 na na 46 51 49 73 57 58 na na 20 3.0 17 25 17 20

United Kingdom (all) | 196 200 195 178 190 194 187 171 17.6 15.8 152 114 120 131 107 93
Children age 0-15 2717 287 278 268 288 293 275 236 27.8 254 240 203 214 223 179 149
United States (all) 240 240 238 217 nma 254 na 235 124 114 106 85 na 130 na 87
Children age 0-15 298 280 291 279 na 326 na 326 18.0 16.0 143 119 npa 177 na 135

Note: *Not available or not cal culated.
Source; Own cal culations ECHP and CNEF-PSID
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Table 9: Povert

incidence by gender (2000)

Laeken Orshansky (net income)
Gender All  Mae Female| All Mae Female
Belgium 13.3 121 14.5 3.6 3.2 4.0
Denmark 10.8 9.0 125 34 2.7 4.1
Germany 11.1 10.0 12.1 5.1 47 5.6
Greece 205 192 218 | 261 248 27.4
Spain 188 173 203 | 191 174 20.8
France 154 14.6 16.2 6.5 57 7.3
Ireland 214 200 227 | 106 10.3 11.0
Italy 19.3 187 199 | 16.7 16.0 17.5
Luxembourg 125 124 126 0.6 0.4 0.7
Netherlands 11.3 117 10.9 6.6 6.8 6.3
Austria 119 9.2 14.4 4.8 4.0 54
Portugal 201 201 201 | 322 313 331
Finland 114 9.1 13.6 49 41 5.7
Sweden 10.4 na na 5.7 na na
United Kingdom | 17.1  15.1 18.9 9.3 7.9 10.6
United States 235 222 247 8.7 8.1 9.3

Note: *Not available or not cal culated.
Source; Own cal culations ECHP and CNEF-PSID

Table 10: At-Persstent-Risk-of-Poverty rate by gender (2000)

Laeken Orshansky
(net income)
All  Mde Female| All Mae Female
Belgium 74 64 8.4 15 11 2.0
Denmark 52 39 6.5 0.7 0.6 0.7
Germany 6.1 57 6.5 24 2.3 2.6
Greece 142 132 151 | 190 177 202
Spain 105 9.9 110 | 140 128 152
France 87 82 9.2 25 2.1 29
Ireland 132 115 148 6.7 6.1 7.2
Italy 126 119 132 | 119 114 124
Luxembourg 86 88 8.3 0.1 0.1 0.1
Netherlands 53 56 51 2.1 2.4 1.9
Austria 71 50 9.1 17 13 2.1
Portugal 148 142 154 | 275 265 285
Finland 59 41 7.6 2.0 15 25
Sweden na na na na na na
United Kingdom 101 838 114 5.0 4.0 59
United States (1996) | 13.8 11.8  15.6 51 3.9 6.2

Note: " Not available or not calculated. “ After the poverty status of households
in a particular year has been determined, the long term poverty rates are
calculated on an individual level only including those individualsin the panel
(with a positive longitudinal weight). Note that the annua poverty rates are
calculated on ahousehold level (albeit counting al individuasin the
househald) including all households with a positive household cross-section

weight.

Source; Own cal culations ECHP and CNEF-PSID



Table 11: Poverty incidence by household type (2000)

Laeken Orshansky (net income)
Household All 1 2 3 4 5 6 7 8 9 | All 1 2 3 4 5 6 7 8 9
type*
Belgium 133 211 259 83 76 249 74 111 70 14536 93 35 20 21 95 16 38 24 36
Denmark 108 363 223 51 70 99 101 22 45 35|34 209 14 25 00 33 02 02 13 33
Germany 111 185 71 84 54 358 89 67 210 109| 51 126 18 54 16 285 51 35 48 14
Greece 205 319 355 173 176 371 81 141 272 230|261 452 377 238 183 375 114 220 39.8 308
Spain 188 316 239 140 76 421 178 229 337 181|191 403 197 144 64 450 168 260 36.6 17.2
France 154 219 161 106 123 354 101 120 240 145| 65 158 25 55 32 236 30 49 91 54
Ireland 214 571 366 138 76 416 166 166 372 97 | 106 393 43 50 09 316 71 91 208 38
Italy 193 239 144 116 146 228 131 210 378 241|167 252 67 98 113 228 100 201 370 212
Luxembourg (125 89 78 61 48 348 130 146 238 25506 14 00 01 00 24 06 07 20 02
Netherlands 113 117 46 38 90 454 102 93 174 185| 66 104 23 16 24 341 37 53 107 104
Austria 119 226 175 99 68 231 66 72 245 89|48 92 77 59 20 152 27 15 93 32
Portugal 201 389 324 133 98 391 90 150 490 228|322 609 443 219 128 565 172 255 628 434
Finland 114 35 75 51 98 107 46 53 48 67|49 208 03 23 13 49 16 11 21 09
Sweden 104 219 40 54 na 156 54 60 109 na |57 166 08 32 na 75 18 20 33 na
United 171 291 171 86 54 503 83 118 299 132| 93 189 28 53 19 362 29 63 202 38
Kingdom
United States | 234 276 98 167 11.7 534 141 179 377 301| 87 138 28 31 26 307 21 57 123 104

Note: * Definition household types: 1 One person household
2 Two adults, no dependent children, both adults under 65 years
3 Two adults, no dependent children, at least one adult 65 years or more

4 Other households without dependent children

5 Single parent household, one or more dependent children
6 Two adults, one dependent child

7 Two adults, two dependent children
8 Two 2 adults, three or more dependent children
9 Other households with dependent children
2 For category 5 the number of observations is often very small. These poverty rates should be interpreted with care. ®Not available or not calcul ated.
Source: Own cal culations ECHP and CNEF-PSID
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Table 12: Poverty incidence by main income sour ce of household (2000)

Laeken Orshansky

Main source income" All 1 2 3 4° 5° 6° All 1 2 3 4° 5° 6°

Belgium 133 37 205 256 631 563 8.1 3.6 04 115 69 261 126 44
Denmark 10.8 5.4 1.2 296 322 344 169 34 2.1 0.3 4.7 74 194 155
Germany 11.1 5.9 59 149 569 497 273 5.1 2.0 2.7 60 391 301 217
Greece 20.5 92 266 337 na 556 358 | 261 135 338 400 na 66.0 42.0
Spain 188 121 196 305 799 452 201 | 191 128 202 294 775 459 197
France 15.4 9.9 190 192 395 677 362 6.5 31 8.8 70 254 432 312
Ireland 214 108 103 515 774 744 357 | 106 4.7 3.6 180 630 453 333
Italy 193 139 255 214 555 622 386 | 167 119 244 174 476 515 381
L uxembourg 125 110 0.6 82 901 457 5.2 0.6 0.4 0.0 0.0 0.0 3.8 0.0
Netherlands 11.3 7.9 8.5 4.9 163 457 459 6.6 4.1 4.7 2.3 89 305 417
Austria 119 47 231 254 675 473 639 4.8 11 9.9 97 400 264 529
Portugal 201 127 197 362 521 723 215 | 322 246 340 497 569 777 293
Finland 114 5.4 60 268 382 301 102 4.9 2.7 2.7 56 233 189 8.8
Sweden 10.4 53 517 94 266 366 321 57 27 344 41 99 229 321
United Kingdom 17.1 7.9 50 253 872 543 306 9.3 4.3 3.6 93 429 357 256
United States 234 19.0 26.5 93.2 338 8.7 6.0 7.7 76.9 19.6

Note: *Main source income:

1 Wages and Salaries

2 Sdf employment or farming
3 Pensions

4 Unemployment benefits

5 Other social benefits

6 Private income

2 For categories 4, 5 and 6 the number of observationsis often very small. These poverty rates should be interpreted with care. *Not available or not cal culated. * For
the USA we cannot distinguish between wages / earnings from self employment and unemployment benefits / other social benefits
Source: Own cal culations ECHP and CNEF-PSID
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Table 13: Poverty incidence using income but excluding social benefits (2000)

Laeken Orshansky (net income)

Before Before Disposable | Before Before Disposable

social social income social social income

transfers  assistancé transfers assistance
Belgium 36.8 224 13.3 28.6 10.9 3.6
Denmark 30.3 20.6 10.8 255 11.7 34
Germany 37.9 20.7 11.1 30.7 12.4 51
Greece 38.9 22.7 205 42.8 27.8 26.1
Spain 36.4 23.3 18.8 35.8 23.2 19.1
France 41.0 24.4 15.4 33.3 15.2 6.5
Ireland 35.2 295 214 26.1 19.5 10.6
Italy 41.4 21.9 19.3 38.1 19.2 16.7
L uxembourg 40.3 231 12.5 22.2 6.9 0.6
Netherlands 35.0 20.4 11.3 29.7 15.0 6.6
Austria 37.7 21.8 11.9 27.0 11.0 4.8
Portugal 36.4 24.4 20.1 47.3 375 32.2
Finland 39.1 28.2 114 30.2 17.3 49
Sweden na na 10.4 na na 5.7
United Kingdom 38,5 27.6 17.1 320 18.7 9.3
United States 325 24.4 234 18.7 9.9 8.7

Note: * The threshold (poverty line) is calculated on the basis of theincome distribution after transfers. 2
Pensions are included in income but other social transfers are not. 3Not available or not calculated.
Source; Own cal culations ECHP and CNEF-PSID

Table 14. Poverty reduction impact of social transfer s (2000)

% reduction in poverty rates of social transfers
(as compared to pretransfer poverty rates)

Laeken Orshansky (net income)
Pensions Other transfers Pensions Other transfers
% effect rank % effect rank | % effect rank % effect rank
Belgium 39.3 8 245 8 62.0 2 25.4 8
Denmark 31.9 11 32.6 2 54.3 5 325 3
Germany 45.4 2 25.4 7 59.7 3 23.6 9
Greece 41.7 6 5.6 14 34.9 13 4.0 15
Spain 36.1 9 12.3 11 35.3 12 11.4 11
France 40.5 7 21.9 10 54.2 6 26.2 7
Ireland 16.1 15 23.2 9 25.1 14 341 2
Italy 47.0 1 6.4 13 49.4 7 6.6 13
Luxembourg 42.6 3 26.4 4 69.1 1 28.4 6
Netherlands 41.8 5 25.9 6 49.3 8 28.5 5
Austria 42.2 4 26.3 5 59.3 4 231 10
Portugal 33.1 10 11.8 12 20.7 15 11.2 12
Finland 27.8 13 42.9 1 427 10 40.9 1
Sweden na - na - na - na -
United Kingdom 28.2 12 27.4 3 41.4 11 295 4
United States 25.0 14 3.0 15 47.1 9 6.1 14

Source: Own cal culations ECHP and CNEF-PSID
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Figure 2: Laeken poverty trends using income excluding social benefits (2000)
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Note: To facilitate comparison of Orshansky and Laeken poverty trends within countries, we used different scales on the vertical axes. For the USA there areno

observations 1999 and 1997.

Source: Own cal culations ECHP and CNEF-PSID
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Table 15: Population shares by gender and age groups (2001)

Gender Age groups

Males Females 0-15 16-24 2549  50-64 65+
Belgium 48.5 51.5 19.2 11.0 36.2 16.7 16.9
Denmark 49.5 50.5 20.1 10.2 359 19.0 14.7
Germany 49.2 50.8 15.6 10.2 36.0 20.0 18.2
Greece 48.3 51.7 14.7 11.9 34.2 19.1 20.1
Spain 48.9 51.1 15.8 13.0 38.3 15.9 17.0
France 48.6 514 193 11.8 35.7 16.9 16.3
Ireland 49.2 50.7 234 155 35.6 14.3 11.0
Italy 48.6 514 155 104 37.1 19.9 17.0
Luxembourg 48.8 51.2 18.6 10.3 40.0 16.6 145
Netherlands 49.6 50.4 20.1 10.7 38.6 17.6 13.0
Austria 484 51.6 185 104 385 174 15.2
Portugal 48.3 51.7 18.2 14.3 36.1 16.4 15.0
Finland 48.6 514 19.6 111 34.6 19.8 14.9
Sweden na' na na na na na na
United Kingdom 47.6 52.4 19.8 10.0 33.7 185 18.0
United States 48.1 51.9 23.1 12.4 37.7 15.9 10.9

Note: " Not available or not calculated. “ The 2000 poverty rates are based on wave 8 (2001). Incomein

wave 8 represents household income in the previous year (2000).
Source: Own cal culations ECHP and CNEF-PSID
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Table 16: Population shares by household type (2001)

Household type" 1 2 3 4 5 6 7 8 9

Belgium 99 123 110 117 33 98 202 128 9.0
Denmark 107 117 204 73 18 118 181 94 8.8
Germany 171 97 111 172 21 92 133 73 131
Greece 69 119 71 216 15 96 220 45 150
Spain 5.3 89 64 224 11 64 150 73 272
France 99 112 111 115 34 118 215 108 88
Ireland 7.3 54 50 149 27 56 137 172 285
Italy 74 90 63 257 11 108 160 74 165
L uxembourg 109 100 144 180 13 106 150 7.6 123
Netherlands 156 86 200 83 36 77 202 93 6.8
Austria 128 70 102 165 26 91 149 63 207
Portugal 37 77 58 214 15 111 149 66 274
Finland 179 90 137 84 29 104 168 136 7.3
Sweden 207 105 162 na 84 110 201 130 na
United Kingdom 132 114 158 117 58 91 148 88 9.4
United States 136 146 7.2 84 68 92 142 103 158

Note: * Definition household types: 1 One person household

years

years

2 Two adults, no dependent children, both adults under 65

3 Two adults, no dependent children, at least one adult 65

4 Other households without dependent children

5 Single parent household, one or more dependent children

6 Two adults, one dependent child

7 Two adults, two dependent children
8 Two 2 adults, three or more dependent children

9 Other households with dependent children

Not available or not calculated. * The 2000 poverty rates are based on wave 8 (2001). Incomein wave 8
represents household income in the previous year (2000).
Source: Own cal culations ECHP and CNEF-PSID
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Table 17: Population shares by main income category (2001)

Wages & Sef — Pensions  Unemployment Other Private
Salaries  employment benefits social income
benefits

Belgium 65.7 2.7 215 35 4.3 2.3
Denmark 74.2 4.0 155 0.8 5.0 0.5
Germany 63.9 6.4 219 2.1 4.1 16
Greece 47.6 255 23.7 0.1 11 2.0
Spain 60.8 141 16.8 1.7 34 31
France 65.7 6.9 211 12 4.0 11
Ireland 67.8 11.6 10.2 3.2 6.6 0.7
Italy 55.1 16.6 24.0 0.9 1.9 16
Luxembourg 71.2 3.2 18.2 0.3 6.3 0.9
Netherlands 70.3 31 159 0.7 9.1 1.0
Austria 70.9 6.6 17.4 0.5 35 1.0
Portugal 65.4 13.7 15.0 0.9 4.2 0.9
Finland 67.5 6.4 14.9 2.7 7.5 1.0
Sweden 67.0 19 199 1.2 9.7 0.3
United 61.1 6.2 19.0 0.4 11.3 2.1
Kingdom

United 82.0 114 2.8 39
States *

Note: * For the USA we cannot distinguish between wages/ earnings from self employment and
unemployment benefits / other social benefits. 2The 2000 poverty rates are based on wave 8 (2001).
Income in wave 8 represents household income in the previous year (2000).
Source: Own cal culations ECHP and CNEF-PSID

Table 18: Population shares panel by gender (1997-2001 panel)

Panel 1997-2000 Male Female

(# of individuals)
Belgium 5,000 48.8 51.2
Denmark 3,907 49.9 50.1
Germany 11,550 49.0 51.0
Greece 9,260 48.2 51.8
Spain 11,511 48.6 514
France 10,696 48.4 51.6
Ireland 4,916 49.3 50.7
Italy 13,338 48.7 51.3
Luxembourg 4,793 48.2 51.8
Netherlands 8,464 49.2 50.8
Austria 5,894 48.5 515
Portugal 10,721 48.1 51.9
Finland 5,905 49.0 51.0
Sweden na na na
United Kingdom 9,355 46.7 53.3
United States (1996) 9,297 47.1 52.9

Note: " Not available or not calculated. “ The 2000 long term poverty rateis based on the 1997-2001 panel.
Source: Own cal culations ECHP and CNEF-PSID
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