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Abstract: This article reviews trends in income poverty in 26 OECD countries, in-
cluding the most recent trends up to the early 2000s. Despite rather modest
changes in overall poverty indicators over the long run, the structure of poverty
has shifted over the years in all OECD countries, leading to higher poverty risks
among younger age groups and consistently very high poverty levels among sin-
gle parents - especially if they are without employment. Demographic changes
have influenced these poverty trends, but they do not fully account for cross-
country differentials. In turn, direct taxes and public transfers play a significant
role in reducing market-income poverty, with considerably higher reduction rates
in some of the European OECD countries; country differences are especially pro-
nounced in the case of households with children. The poverty alleviation effect of
tax/transfers increased in almost all OECD countries during the 1980s and early
1990s but slightly declined over the second half of the 1990s. Notwithstanding the
efforts and effects of tax/transfer policies, employment remains a key factor for
escaping the risk of poverty, underlining the importance of employment-oriented
social policies and labour market policies that help ‘make work pay’.
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1. Introduction

Governments have long cared about reducing or eliminating poverty, but as a poli-
cy objective poverty has rarely had such a high profile as it now enjoys. Most OECD
governments can now point to having anti-poverty targets or anti-poverty strategies
(albeit varying in comprehensiveness and ambition).

There are a number of reasons for this. The improvement of the labour mar-
ket has reduced the profile of the efforts to tackle unemployment. Yet, reductions in
unemployment often have not been accompanied by reductions in poverty to the

* This article was first published in French under the title ‘Tendances a long terme dans les
pays de 'OCDE’ by Les politiques sociales Vol. 64, 2004. We are grateful to their editor, Marie-
Anne Beauduin, for kindly granting permission to publish the article in the Czech Sociological
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come Distribution and Poverty in OECD Countries in the Second Half of the 1990s (OECD 2004).
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same extent, leading to greater focus on the latter as a policy target. Indeed, the
greater emphasis on policy outcomes is in itself one of the reasons for the increased
profile of poverty: rather than arguing over the share of the public budget going to
different areas of policy, spending departments throughout the developed world are
increasingly expected to explain both to finance ministries and to the public what
they intend to achieve with the money they seek. Reducing poverty ranks high in
most political programmes, and this is increasingly translated into quantifiable tar-
gets.

A further impetus to the focus on poverty comes from international processes
and conventions. The first of the UN Millennium Goals is to halve financial pover-
ty. Within the European Union a travelogue of agreements and processes (Lisbon,
Laeken...) has set the reduction of poverty as one of the principle objectives of both
European institutions and national governments, leading to agreements that indi-
cators of poverty and social exclusion should be defined on a common basis across
the twenty-five countries, and monitored through an ‘open method of co-ordination’
(essentially, an exchange of views across countries based on evidence about what
has worked well in a particular area of policy through a discussion of the ‘national
action plans’).

Since the early 1990s the OECD has published a series of reports on income
distribution and poverty in its thirty member countries.! This work is now incorpo-
rated in a larger system of social indicators, produced every two years (see OECD
[2003]). These social indicators cover many other aspects of equity, self-sufficiency,
social cohesion, and health, and permit a broader view of the social situation and
social policies in countries than can be obtained by focusing on any one indicator,
even one as important as poverty.

Some sense of perspective is necessary because, whilst there is much interest
in poverty as a concept, it means different things to different people. Worse, the most
widely accepted concept of poverty - the inadequate command of resources, where
the adequacy or otherwise of a household income level is determined with respect to
the norms prevailing in the particular community in which the household is based -
is not directly observable. Instead, when making international comparisons, a series
of questionable assumptions have to be made. First, we look only at the income of
a household, not at wealth or the provision of services in kind, including health care.
Second, we look at only a single point in time. Most households can cope reasonably
well with a short period of low income. Only if this is sustained over time does it lead
inexorably towards distress. Third, we use an entirely arbitrary poverty line - 50% of
the median household income in a country, adjusted for household size.

These are clearly simplifications and compromises. But for the purposes of in-
ternational comparisons over time, they may not be as limiting as they seem at first
sight. Although poverty is not just about low incomes, it is about low incomes to a large

1 See Atkinson et al. [1995], Burnieaux et al. [1998}, Forster and Pelizzari [2000], and Forster
and Pearson [2002].
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extent, so examining how these vary over time, across age groups, and in different fam-
ily types does in all probability indicate deeper underlying trends in poverty. Further-
more, the main policy levers that governments can pull to influence poverty levels re-
late to income - either direct cash transfers, or delivering help in finding work.

This article provides evidence of levels, trends, and driving factors in income
poverty in twenty-six OECD countries, using data that correct many of the compa-
rability issues that plague cross-country comparisons in this field. Section 2 dis-
cusses the overall trends in incidence and intensity of poverty during the past twen-
ty years. Section 3 considers the changes that occurred to the profile of poverty, in
particular how groups at risk of poverty have changed over time, focusing on the pe-
riod since the mid-1980s. Section 4 puts forward the main determinants that have
influenced these changes and that are particularly important for formulating pover-
ty alleviation policies: trends in social spending and tax/transfer policies; the im-
portance of labour markets and employment; and changes in the population struc-
ture. Section 5 offers conclusions.

2. Overall trends in income poverty

Levels of poverty with regard to equivalised household disposable income is a natur-
al starting point for assessing the prevailing poverty patterns at the beginning of the
century in OECD countries.? Figure 1 displays one widely used summary indicator of
income poverty — the ‘headcount’ ratio, i.e. the percentage of people with an income
below 50% of the median disposable income threshold in each country — in twenty-
six OECD countries. Clearly, there is wide disparity in the extent of relative income
poverty across OECD countries. Figure 1 makes it possible to distinguish four groups
of countries in terms of ascending levels of poverty in the most recent year:
+ The four Nordic countries (Denmark, Sweden, Finland, and Norway) together
with the Czech Republic, the Netherlands and Switzerland display poverty rates
below 7%.

* Other continental European countries, including Hungary and Poland, show
poverty rates between 7% and 10%, i.e. slightly below the overall OECD average.

+ Most Anglo-Saxon countries (Australia, Canada, New Zealand, and the United
Kingdom) and Southern European countries (Greece, Spain, Portugal and Italy)
record poverty rates slightly above the OECD average, i.e. between 10% and 14%.

* A disparate group, including Ireland and the United States, together with Japan,
Mexico and Turkey display the highest poverty rates, between 15% and 20%.

? Disposable household income lumps together all market income sources of household
members (gross wages and salaries, capital income and rents) with private and public trans-
fers and deducts income taxes and social security contributions. This income measure is ad-
justed for household size, using as equivalence elasticity the square root of the household
size.
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How has poverty evolved over time? Longer-trend data dating back to the mid-
1970s are available for a sub-set of just seven OECD countries. These data, con-
firmed by evidence from national studies, suggest that poverty rates were slightly
falling between the mid-1970s and mid-1980s. This was indeed the case in five of the
seven countries considered here. During the following decade, between the mid-
1980s and mid-1990s, the (un-weighted) overall OECD average poverty rate slightly
increased by half a percentage point, to 10% of the total population. More signifi-
cant changes (greater than 2.5 percentage points) took place in only a few countries:
Australia, Belgium (downwards), Germany, Italy, the Netherlands and the United
Kingdom (upwards). Finally, in the most recent period, from the mid-1990s to 2000,
the overall OECD rate increased by another half a percentage point, while larger
changes were recorded only in Ireland (upwards).?

There has been a slight convergence in the levels of relative poverty across
countries over time,* brought about by increases in the ‘headcount’ measure in low-
er-poverty countries and stability or decreases in higher-poverty countries.

Longer-term trends in poverty rates have therefore appeared to be rather sta-
ble, though slowly rising on average and with a few exceptions. This contrasts with
the somewhat more volatile changes in income distribution as a whole [OECD
2004]. Indeed, poverty — even when measured in relative terms ~ can display more
stable patterns, and it does not necessarily move in the same direction as income in-
equality if the driving force behind increased inequality stems from the top part of
the distribution while policies targeting vulnerable groups maintain their structure
of income [Forster and Vleminckx 2004].

Data on poverty are measured in relation to an arbitrary threshold: 50% of the
median income. When large proportions of the population are clustered just around
this threshold, small changes in their income can lead to large changes in headcount
rates. It is therefore important to look at alternative choices of poverty lines, specif-
ically a higher threshold at 60% of median income - a line that is now commonly
used by EUROSTAT as one of their main indicators (‘at-risk-of-poverty rate’). Esti-
mates obtained on this basis suggest that, in all OECD countries reviewed, a signif-
icant share of the population (5% to 7% in most countries, but 9% to 10% in Australia
and New Zealand) is clustered between the 50% and 60% thresholds. In Germany,
Hungary and the United States, the increase in poverty rates measured in relation
to the 50% threshold over recent years was largely a reflection of the decline in the
number of persons with income between 50% and 60% of the median; conversely, in
Australia, Denmark and many other countries, the increase in poverty (measured
with the 50% threshold) recorded in the second half of the 1990s reflected increas-

* These and the following considerations refer to relative poverty, i.e. poverty in relation to
a threshold (50% of the median) in a given country and given year. Estimates holding the
poverty threshold constant in the real money terms of the mid-1980s show that poverty below
such constant thresholds would have decreased in almost all OECD countries.

* On the basis of two alternative poverty thresholds (50% and 60% of the median income),
the standard deviation of poverty rates declined by approx. 10% over the past 15 years.
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Figure 1. Longer-term trends in poverty rates in 26 OECD countries
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Note: Poverty rates are measured as the share of individuals with equivalised disposable in-
come less than 50% of the median for the entire population. Data for Canada and Sweden
for the mid-1980s are adjusted to take into account breaks in the series in the mid-1990s.
Source: Calculations from the OECD questionnaire on income distribution indicators
[OECD 2004].
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es occurring throughout the distribution. Persons with equivalised disposable in-
come below 60% of the median may not be counted as poor when assessed in rela-
tion to more conservative thresholds, but still face difficulties in making ends meet.
The proportion of people that fall below the 50% threshold, as a share of those
falling below the 60% line, provides some indication of the severity of poverty in
a country. This share is between 50% and 60% in most OECD countries, ranging
from 50% or less in the Nordic countries and the Netherlands to 70% or more in
Japan, Mexico, Turkey, and the United States.

The headcount ratio is just one dimension of poverty. Also important is the in-
come level of individuals who are below the poverty line. Poverty gaps — the extent
to which the average income of the poor js below the 50% income threshold — de-
clined in the second half of the 1990s in about one-half of the OECD countries (by
more than 5 percentage points in Australia, New Zealand, Portugal, and Switzer-
land), while they increased in the other half (considerably so in Germany and Ire-
land). Overall, on the OECD average for 2000, the average disposable income of the
poor was 28% lower than the poverty line. The values range from 20% and below
(Czech Republic, Finland) up to around 36% (Italy, Japan, Mexico, Switzerland). In
general, countries with a low incidence of poverty (headcount ratios) tend to also
have less intense poverty (poverty gaps) — but there are a number of notable excep-
tions: Belgium, the Netherlands, and Switzerland, with below-average rates and
above-average gaps, and Ireland, Portugal, and the United Kingdom, where the re-
verse is true.

A synthetic measure of poverty, which takes into account both poverty risks
and gaps (the product of the poverty rate and the poverty gap), indicates that the in-
come transfer needed to raise all those living below the poverty line to the level of
the poverty line ranged in 2000 from a high of 7% of (equivalised) disposable income
in Mexico to a low of less than 1% in the Czech Republic. In eighteen of the twenty-
six OECD countries, this hypothetical measure of the necessary spending effort is
between 2% and 4% of total disposable income.

3. Changes in poverty profiles

Despite rather modest changes in overall poverty indicators, the structure of pover-
ty has shifted over the years in all OECD countries. This notably concerns the
changes in poverty risk for particular age groups and family constellations. Policies
aimed at designing successful anti-poverty programmes need to identify the vul-
nerable groups at risk of having insufficient resources and must accurately trace
how these risks evolve.

The first issue refers to the age structure of the poor population and the possi-
ble ‘childrenisation’ of poverty, sometimes put forward in national poverty debates.
Past OECD studies have indeed highlighted steady gains in the relative incomes of
prime-aged and elderly persons - especially those around retirement-age - in all
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OECD countries, along with declines in their poverty rates both in absolute terms
and relative to other age groups [Forster and Pearson 2002]. The poverty population,
which in most OECD countries was disproportionately elderly in the 1970s,
changed during the 1980s and 1990s to one that is more weighted towards younger
households with children.

Changes in the second half of the 1990s broadly confirm this trend, but also
suggest a few departures from these long-term patterns. Figure 2 and Table 1 sum-
marise the data on poverty indexes of individuals by age for the average of the
OECD countries in 2000 and changes in that profile for the mid-1990s and the mid-
1980s. Persons of prime age, in particular those aged 41 to 50, face the lowest pover-
ty risk, while younger age groups (in particular youth between 18 and 25) and older
age groups are at above average risk; this relates in particular to older senior citizens
aged 76 and above. While this shape of age-related poverty is well established,
changes since the mid-1980s suggest that:

+ Child poverty is on the rise, slowly but steadily. While children’s poverty rates
were not too different from that of the total population, they are now almost 20%
higher.

* Youths (18 to 25) experienced a sharp increase in poverty between the mid-
1980s and mid-1990s, from close to average values to 1.4 times that of the total
population. Their poverty index remained at this high level but did not increase
much further during the past five years.

* The poverty index of prime-age adults (aged 41 to 50) somewhat increased, espe-
cially during the past five years - but these persons continue to have the lowest
poverty risks.

* Elderly persons (66 to 75) and the very old (76 and over) recorded significant de-
clines in their poverty indexes between the mid-1980s and mid-1990s. This trend
has continued further, but at a much lower pace in the last five years. Poverty rates
of persons 76 and over were more than twice those of the total population in the
1980s and fell by 1.6 times in 2000 - still the highest risk among the population.

Equally important for policy considerations are trends in the relative impor-
tance of specific groups in poverty: poverty shares. Around one-fourth of the poor
are children and one-fifth are elderly. The share of both age groups in the poor pop-
ulation actually decreased during the past 15 years. In turn, the percentage of poor
comprising persons aged between 26 and 49 increased from 24% to 28%, which
highlights the importance of programmes targeting people of prime working age.

Country averages obviously conceal important variations across countries. In
the Central-Eastern European countries, for instance, child poverty rates increased
significantly during the 1990s (they more than doubled in the Czech Republic and
Hungary), while poverty rates among the elderly decreased by almost threefold.
Similar trends, though less pronounced, occurred in Austria, France, Germany, and
New Zealand. In other countries, child poverty decreased or remained stable, while
elderly poverty increased (Finland, Ireland, Sweden, United States). In the Nordic
countries, the share of children among the poor population is well below 20% (but
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Figure 2. Poverty indexes for age groups (total poverty = 100), OECD average
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Note: Poverty indexes are defined as the group-specific poverty rate divided by the total po-
verty rate. An index of 200 for an age group thus indicates that the poverty rate is twice
that of the total population.

Source: Calculations from the OECD questionnaire on income distribution indicators
[OECD 2004].

increasing), while this share is above 30% in Canada, the Czech Republic, the
Netherlands, New Zealand, Poland, the United Kingdom, and the United States,
and close to 50% in Mexico and Turkey (but decreasing there).

Another consideration relates to poverty risks according to different family
structures among the working-age population. Table 2 shows that persons in two-or-
more-adult households without children have the lowest poverty rates, while single
parents feature by far the highest: three times the average for the working-age pop-
ulation. This risk increased further in the past five years, and single parents now
constitute 15% of the poor working-age population. The poverty rates among two-or-
more-adult households with children also slightly increased, but their share in the
poor population decreased from over 50% to 46%.

In more than one-third of the OECD countries there is no major difference in
poverty rates between households with children and households without children.
Significantly higher poverty risks for persons in families with children occur only in
Austria, Hungary, Italy, Portugal, the United Kingdom, the United States and, in
particular, Mexico and Turkey. The other extremes are Belgium and the four Nordic
countries, where childless families have a considerably higher poverty risk.

Poverty rates for single parents are high throughout all OECD countries, but
they are close to 40% and above in Australia, Canada, New Zealand, the United
Kingdom and the United States, and over 50% in Ireland, Japan, Spain and Turkey.
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Table 1. Levels and trends in poverty rates and poverty shares by age groups, OECD average

below 18 to

26 to

Poverty rates
40to 51to 66to

above

below 18 to

Poverty shares
26to 40to 51to

66 to above

18 25 40 49 65 75 total 18 25 40 49 65 75 75
Level 2000 120 120 8.7 7.5 90 118 164 104 273 137 185 99  13.0 8.9 8.7
Change:nidefils 14 2.6 13 07 02 -14 -08 0.6 1 1.7 1.4 16 <15 B0 <13
to mid-90s
Changge ik 0.9 0.9 0.4 0.9 0.5 02 -03 0.6 07 -09 -02 1.2 1.0 -04 0.1
to 2000

Table 2. Levels and trends in poverty rates and poverty shares among the working-age population by family types, OECD average

Poverty rates

Poverty shares

Single Total Single
& ad:l}its Single 2 ?t(quu“i persons working- 2 aqtﬁts Single i)fg:;ﬁi persons
h‘;lnd parents :::il d(::n without age h‘:ﬁi parents lildien without
e children population Clndrer < children
Level 2000 8.7 31.7 5.9 18.2 9.9 47.1 15.1 18.2 20.0
e 0.9 -04 0.4 0.8 11 -5.1 0.8 1.2 2.9
to mid-90s
Change mid-90s
to 2000 0.5 14 0.2 -0.7 0.5 -0.7 1.1 0.5 -0.6

Note: Poverty rates: percentage of persons in households below 50% of total household disposable income. Poverty shares: percenta-
ge shares. Changes refer to percentage point changes. Two adults refer to two or more adults.

Source: Calculations from the OECD questionnaire on income distribution indicators [OECD 2004].
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The largest increases in poverty risks for this group were, however, recorded in
France, the Netherlands, New Zealand and the United Kingdom, while some of the
Nordic countries managed to considerably reduce poverty rates for single parents
over the past 15 years.

4. Driving factors for changes in poverty patterns
4.1 Social spending and tax/transfers policies

Government policies play a significant role in accelerating or moderating trends in
income poverty among the population of working age. The most direct and visible
way in which they perform this role is through the tax and welfare systems.> An in-
dicator of the importance of the tax and transfer system in moderating income
poverty can be obtained by comparing poverty before and after taking account of
taxes and transfers, i.e. poverty on the basis of market incomes and on the basis of
disposable incomes. Taxes and public transfers reduce market-income poverty
among the working-age population by around 60% on average, with the size of this re-
duction ranging between around 20% in Japan and the United States to 70% or more
in Belgium, the Czech Republic, Denmark, France and Sweden. The effect of taxes
and transfers in moderating poverty among the working-age population increased
in almost all OECD countries during the 1980s and the early 1990s. This effect, how-
ever, slightly declined - in most countries and on average - over the second half of
the 1990s.

The impact of taxes and transfers is significantly affected by the presence of
children. While taxes and transfers reduce poverty among households with chil-
dren, their effect is lower than in the case of households without children. On the
OECD average, taxes and transfers lift close to 70% of persons in households with-
out children out of market-income poverty, but only 43% of those in households
with children. The effects of taxes and transfers in reducing poverty among house-
holds with children are especially weak in Italy, Japan, and Portugal, and strong in
Nordic countries. The impact of taxes and transfers in reducing poverty also varies
across different types of households with children. In most countries, taxes and

® Other means whereby governments influence poverty and income inequality include poli-
cies aimed at changing the distribution of skills among the population (in particular, at in-
creasing the earnings potential of those most exposed to poverty risks), at supporting the
earnings of workers at the bottom of the pay scale (for example through minimum wage pro-
visions), and at addressing the specific barriers to labour force participation faced by disad-
vantaged groups.

¢ It should be emphasised that these results reflect only first-order effects. Simple compar-
isons of poverty rates before and after accounting of net transfers do not recognise that tax-
es and transfers and changes to these may influence behaviour with regard to both family
structure and labour market participation.
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Figure 3. Poverty among the working-age population and social spending
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Note: Poverty rates: percentage of persons in households below 50% of total household dis-
posable income. Social spending refers to public and mandatory private social spending to
the population of working age (i.e. total spending less spending for old-age and survivors),
as a share of GDP. Negative changes in poverty rates (Panel B) denote reductions over the
period.

Source: OECD social expenditure data base; calculations from the OECD questionnaire on
income distribution indicators [OECD 2004].

transfers have the largest poverty-reducing effect on households with children
where no one is working (with the exception of Italy and the United States in the
case of single parents).

The reductions in inequality and poverty achieved through the tax and trans-
fer system depend on both their degree of concentration and their size. Figure 3
points to a significant negative relation between levels of social spending and pover-
ty rates among the population of working age (countries with higher levels of social
spending achieve lower levels of income poverty).” When looking at the changes in
social spending and poverty that occurred in recent years, however, no significant
relationship appears to hold; some of the countries that made the most reductions
in social spending on the population of working age in the second half of the
1990s also achieved an above-average reduction in poverty rates in the same period.

Given their weight in determining the disposable income of elderly people,
public pensions play a major role in shaping income adequacy and poverty risks for

7 Because of the importance of levels of social spending, the effect of greater targeting of
spending for poverty outcomes may be ambiguous (if greater targeting towards those most in
need — by reducing support for welfare among ‘median’ voters — leads to less generous pro-
grammes overall).
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this group of the population. When considered together, public transfers and taxes
reduced inequality and poverty among the elderly in 2000 by more than they did
with regard to the population of working age. However, in a majority of countries
this effect has weakened in recent years (with the exceptions of France, Greece, Italy
and Portugal).

The outcomes in terms of poverty and distribution among the elderly are af-
fected by several features of public pension systems. The amount of spending on
old-age pensions, however, does little by itself to influence poverty outcomes among
the retirement-age population: in fact, some of the countries with higher public
spending on old-age pensions (e.g. Italy, France, and Germany) experience higher
poverty rates among the elderly than countries with much lower spending levels.
This lack of association between pension spending and poverty outcomes reflects
the importance of earnings-related pensions, and differences in the ceilings that are
applied to high earnings. Indeed, where pension benefits increase in line with pre-
vious earnings, they may have a regressive impact on income distribution and rela-
tive poverty among the elderly.

Other features of pension systems are likely to matter more for poverty out-
comes among the elderly than aggregate spending.® Among the features that are
most obviously related to poverty outcomes are the pension ‘floors’ provided in
first-tier public systems. OECD countries, however, vary significantly in the tools
they use to minimise poverty risks among the elderly: some rely on ‘minimum pen-
sions’, limited to persons with contributory records, others use ‘basic’ pensions,
provided to all elderly citizens irrespective of past contributions (but often subject
to residence and means tests), and still others use general social assistance schemes
that apply to the entire population.

4.2 The influence of labour markets and employment

International comparative poverty studies underline the importance of the factor of
‘employment’ for the formation and alleviation of poverty risks [e.g. European Com-
mission 2003]; the absence of paid work has been identified as the main cause of
poverty among those of working age.

Above, single parents were described as a specific group at risk of poverty. In
many countries, however, it is not the fact of living in this family form per se that in-
creases the poverty risk, but rather the degree of labour market attachment. Figure

¥ Among these pension parameters is whether benefits are indexed to prices, earnings, or
some combination of the two. In order to control expenditures, several OECD countries
moved over the 1990s from wage to price indexation, a move which may tend to increase rel-
ative poverty among the elderly over time. To offset this effect, some countries have intro-
duced specific measures to protect those more exposed to poverty risks (e.g. the Minimum
Income Guarantee in the United Kingdom).
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Figure 4. Poverty rates among families with children and single parents with and without
employment
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Note: Poverty rates: percentage of persons in households below 50% of total household dis-
posable income.

Source: Calculations from the OECD questionnaire on income distribution indicators
[OECD 2004}.

4 shows that, on the OECD average, the poverty rate for single parents is three times
as high as for all families with children at 31%. Nevertheless, among those single
parents who do not have employment, the poverty rate is as high as 56%. Having
a job reduces this risk by two-thirds to 18.5%. In fact, in a number of countries, no-
tably the four Nordic countries and Australia, Italy, and Switzerland, the poverty
rate among working single parents is not that much different from the overall rate
for families with children.

The relationship between labour markets, on the one hand, and poverty, on
the other, is crucial for social policies, as higher employment raises the well-being
of individuals at greatest risk of social exclusion and poverty. The relationship be-
tween employment and income poverty at the level of disposable income, however,
does not follow such simple patterns. This is because, beyond levels of employment,
there is a range of other variables at play at the same time. In addition to the policy
variables (public transfers and taxes) discussed above, these include the character-
istics of jobs and workers. Figure 5 shows simple correlations between poverty rates
among the working-age population and four variables that are good candidates for
explaining poverty outcomes in all OECD countries: the level of employment among
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Figure 5. Poverty rates among the working-age population and employment, low pay
and literacy underachievement
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Note: Poverty rates among people of working age: individuals aged 18 to 65. Employment
rates of persons aged 16 to 64, from the OECD Labour Force Data. ‘Low pay’ is the propor-
tion of full-time employees who earn less than two-thirds of the median earnings for all
full-time employees: the rates are based on earnings surveys and refer to the mid- to late-
1990s, as published in the OECD [2001a] Society at a Glance. ‘Literacy under-achievement’ is
the percentage of active persons aged 25 to 65 who score at literacy levels 1 or 2 on the do-
cument scale; such low levels are judged by experts as insufficient for performing the ele-
mentary tasks necessary for daily living. The rates are based on the International Adult Li-
teracy Survey and refer to years between 1994 and 1998, as published in the OECD [2001b)
Education Policy Analysis.

Source: OECD 2004
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both the total population and among women; the extent of low pay; and iiteracy un-

der-achievement among the population of working age. Although these factors are

partly related to each other (e.g. ‘long tails’ in the distribution of skills increase the
proportion of workers with low pay), Figure 5 suggests some consistent patterns:

+ Countries with higher employment to population ratios, particularly for women,
have less poverty among the population of working age, but the relationship is
weak (Panel A and B). When looking at changes in employment, some of the
countries that achieved the strongest gains in employment to population ratios
over the most recent years also experienced reductions in poverty rates (e.g. Nor-
way and the Netherlands), although there are several exceptions.

« Poverty rates among the working-age population are higher in countries with
a greater incidence of low pay among full-time employees and lower levels of lit-
eracy among the adult population (Panel C and D). While the dispersion in coun-
try experiences continues to be high, the degree of association with poverty rates
is higher for low pay than it is for employment levels.

A range of factors account for the differences among countries in the strength
of the relationship between levels of employment and poverty rates.

» First, while higher employment in low-income households will reduce poverty,
the opposite may occur when employment growth is concentrated among sec-
ond-earners in better-off families. In all OECD countries the earnings of spouses
are more unequally distributed than the earnings of household heads - as the
probability of spouses being employed is higher among households with high in-
come - although this pattern weakened in the second half of the 1990s in the ma-
jority of countries.

* Second, there is much variation among countries in the share of the working-age
population living in households where no one has a job for a given level of labour
force participation at the level of individuals. As a result, despite higher employ-
ment to population ratios since the mid-1990s in most OECD countries, the share
of persons living in non-working households was broadly stable across the ma-
jority of OECD countries, while it increased further in a few countries (Czech Re-
public, Germany, Hungary and Poland).

4.3 Demographic changes

The trends in government tax and transfer policies and the labour-market trends de-
scribed above provide most of the information necessary in order to obtain an un-
derstanding of the overall picture of income poverty. But a final piece in the puzzle
remains to be inserted: changes in the demographic structure of the population.
There are considerable differences between countries and country groups as
to the age and family structure of households: in most of the Nordic and the conti-
nental European countries and in Japan, children make up around 20% to 25% of the
population; in the Anglo-Saxon countries and in Poland, they account for around
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25% to 30%, and in Mexico and Turkey the proportion of children in the population
is much higher at around 35%. The average household size of the population in
some of the Nordic and continental European countries is close to being just two
people. The average household size is closer to three in the Southern European
countries, Japan and Ireland, and still above four in Mexico and Turkey

At the same time, there have been large changes in the structure of popula-
tions in OECD countries. In nearly all countries, the proportion of children in the
total population decreased over the last 15 years, on average by around 4 percentage
points. It is worth noting that the reductions have been highest in countries with
a higher proportion of children in the population. Similarly, the share of young peo-
ple - those aged 18 to 25 - in the population fell in most countries, on average by
2 percentage points. On the other hand, the proportion of persons aged 65 and over
increased in all countries but Sweden, on average by over 2 percentage points.

The changes do not stop here. These fewer children are much more likely to be
in households where there is only one adult: the proportion of single-parent families
has been increasing, on average from 6% to almost 9%. In the Anglo-Saxon countries
(except Canada and Ireland), Germany, and the Nordic countries (except Denmark),
between 10% and 17% of those in households with children live in single-parent
households. In the continental European countries this figure is just below 10%, and
in the Southern European countries, Japan, Mexico and Turkey it is below 5%. Among
the working-age population, fewer people live in households without children than in
households with children, but the proportion of the former group increased from
one-third to over 40% in fifteen years from the mid-1980s to 2000. Furthermore, main-
ly as a consequence of population aging (but also reflecting an increased preference
for living alone among younger age groups), the average household size has also been
falling for the last ten to twenty years throughout the OECD area.

Such changes may not sound too significant. In fact, taken together, they
amount to a huge change in the structure of the population, in many countries to an
extent unprecedented in recent times, outside of war, famine or epidemic. These de-
mographic trends directly affect trends in poverty.?

However, the influence that the huge differences in population structure
across countries may have on cross-country variations in overall poverty (e.g. high-
er shares of single parents ‘by definition” implying higher overall poverty in a coun-
try) is sometimes overstated. Table 3 juxtaposes actually observed poverty rates for
the working-age population with re-weighted estimates that assume a ‘common’
(OECD average) household structure for each country. Column 3 applies a common
family structure, in terms of single-adult households with children and without chil-
dren and two-or-more-adult households with children and without children, while

° If older people tend to have less income than younger people, then, as there are more of
them in the population, so poverty below a constant or ‘absolute’ threshold will widen. The
effects on relative income poverty are, however, ambiguous: a larger share of lower incomes
in the population will lower the poverty threshold, and whether overall relative poverty will
increase or decrease depends on the shape of the income distribution.
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Table 3. Unweighted and weighted poverty rates for the population
living in working-age households

Weighted with Witglited vl
Unweighted common family TN e
- attachment
structure
Australia 9.4 9.2 7.6
Austria 9.4 9.7 9.5
Belgium 6.6 46 4.0
Canada 10.9 11.1 14.8
Czech Republic 4.5 4.6 4.5
Denmark 4.1 35 4.7
Finland 5.5 4.4 5.2
France 6.4 6.4 5.9
Germany 9.2 9.2 7.0
Greece 10.6 11.3 9.7
Ireland 13.3 14.0 13.7
Italy 12.3 13.1 10.4
Japan 13.2 15.1 15.9
Mexico 19.8 17.9 20.2
Netherlands 6.8 6.3 6.2
New Zealand 11.8 10.6 11.8
Norway 53 3.7 41
Poland 10.4 10.7 8.3
Portugal 10.9 12.1 13.8
Spain 11.1 12.9 9.8
Sweden 4.7 3.0 4.6
Switzerland 8.2 8.3 8.8
Turkey 15.4 15.3 19.0
United Kingdom 10.9 9.4 9.8
United States 15.9 15.1 19.5

Note: Poverty rates defined with regard to 50% of the median disposable income of the total

population. Data refer to the population living in households with a head of working age

(18-65). Reweighted poverty rates build on the assumption of an OECD (unweighted) avera-
ge household structure.

Source: Calculations from the OECD questionnaire on income distribution indicators

(OECD 2004).
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column 4 applies a common work-attachment structure, in terms of single-adult and
two-or-more-adult households and the number of earners. Clearly, it can be seen
that assuming an OECD average family structure would in general change poverty
rates only slightly, in most countries by less than one percentage point, and in no
country by more than two percentage points. In contrast, applying an average work-
attachment structure would affect countries’ poverty rates more, exceeding changes
of two percentage points in one-third of OECD countries. Under both assumptions,
the ranking of countries as well as the variation in overall poverty would not de-
crease.'® Cross-country differences in poverty rates among the working-age popula-
tion therefore do not seem to reflect variation in the household structure but are
rather to be found within each family and household group.

5. Conclusion

Five “stylised’ facts emerge from the analysis of income poverty in OECD countries
above:

~ There is wide disparity in the extent of relative income poverty across OECD
countries, ranging from 5% or below of the total population in the Czech Repub-
lic, Denmark, and Sweden to around 20% in Mexico. Overall trends over the
longer term indicate slightly falling poverty rates in the 1970s and part of the
1980s, and slight but steady increases thereafter: in the OECD the poverty rate
increased on average by one percentage point between 1985 and 2000.

~ Despite such broad overall stability over the long run, major changes occurred in
the structure of poverty. Child poverty is slowly but steadily on the rise. A sharp
increase in poverty among youths (18 to 25) took place between the mid-
1980s and mid-1990s. Conversely, significant declines in the poverty indexes
among elderly persons (66 to 75) and the very old (76 and over) have been record-
ed since the mid-1980s, although at a much lower pace in recent years. Across
family types, single parents are by far the highest poverty risk - especially if they
do not have employment. Only some of the Nordic countries have succeeded in
considerably reducing poverty rates for single parents during the past 15 years.

- Demographic changes have influenced these poverty patterns: the average house-
hold size generally decreased, the proportion of children and young people in the
population fell, and the fewer children are more likely to live in households
where there is only one adult. Nevertheless, the large variation in household
structure in OECD countries seems to have only a minor influence on the inter-
country differences in poverty levels and trends.

- Government policies play a significant role in accelerating or moderating coun-
try-specific trends in income poverty. Taxes and public transfers significantly re-

1 As a matter of fact, the standard deviation of the poverty rate would increase by one-tenth

in the case of a common family structure, and by one-fourth in the case of a common work-
attachment structure.
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duce market-income poverty, with lower reduction rates in Japan and the United
States and higher ones in Belgium, the Czech Republic, Denmark, France, and
Sweden. Country differences are especially pronounced in the case of house-
holds with children. The effect of taxes and transfers in moderating poverty in-
creased in almost all OECD countries during the 1980s and early 1990s, but
slightly declined over the second half of the 1990s.

~ Notwithstanding the efforts and effects of tax/transfer policies, employment re-
mains a key factor for escaping the risk of poverty, which only serves to under-
line the importance of employment-oriented and ‘make-work-pay’ social policies.
In general, countries with higher employment ratios, particularly among women,
a lower incidence of low pay, and higher levels of literacy experience less pover-
ty among the working-age population.

MICHAEL F. FORSTER is an administrator (economist) at the OECD Directorate for Employ-
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1986 and as a research fellow at the European Centre for Social Welfare Policy and Re-
search in Vienna since 2000. He holds a PhD from the University of Liege and is the au-
thor of numerous articles, research papers, and contributions to books dealing with income
distribution, inequalities, poverty, and social exclusion.

References

Atkinson, A. B. 2002. “Income Inequality in OECD Countries: Data and Explanations.”
CESifo Working Paper No. 881.

Atkinson, A B., L. Rainwater and T.M. Smeeding. 1995. “Income Distribution in OECD
Countries, Evidence from the Luxembourg Income Study.” Income Distribution in OECD
Countries, OECD Social Policy Studies No. 18. OECD: Paris.

Burniaux, J.-M., T.-T. Dang, D. Fore, M.F. Forster, M. Mira d’Ercole and H. Oxley. 1998.
“Income Distribution and Poverty in Selected OECD Countries.” OECD Economics
Department Working Paper No. 189. OECD: Paris.

European Commission. 2003. “European Social Statistics: Income, Poverty and Social
Exclusion - 2nd Report.” EUROSTAT, Luxembourg.

Forster, M.F. and M. Pearson. 2002. “Income Distribution and Poverty in the OECD Area:
Trends and Driving Forces.” OECD Economic Studies No.34. OECD: Paris.

Férster, M.F. and M. Pellizzari. 2000. “Trends and Driving Factors in Income Inequality and
Poverty in the OECD Area.” OECD Labour Market and Social Policy Occasional Paper
No. 42, OECD: Paris.

Forster, M.F. and K. Vleminckx. 2004. “International Comparisons of Income Inequality
and Poverty: Findings from the Luxembourg Income Study.” Socio-Economic Review 2:
191-212.

OECD. 2001a. Society at a Glance — OECD Social Indicators 2001. OECD: Paris.

OECD. 2001b. Education Policy Analysis. (2001 edition) OECD: Paris.

OECD. 2003. Society at a Glance — OECD Social Indicators 2003. OECD: Paris.

OECD 2004 (forthcoming), “Income Distribution and Poverty in OECD Countries in the Second
Half of the 1990s.”

805



An International Conference
organised by
the National Training Fund (NZF)
and
the Institute for Economic Analysis (ISEA)
under the auspices of the
the Ministry of Foreign Affairs of the Czech Republic (MZV CR)

COMPETITIVENESS,
INNOVATIONS,
HUMAN RESOURCES

Central Europe in a Global Perspective

Czech Parliament, Prague, April 28-29, 2004

The main theme of the conference will be the position of Central Europe and the Eu-
ropean Union within the context of global competitiveness. The conference will address
the differences in competitiveness of European countries in comparison with the most
advanced non-European nations (USA, Australia, Canada, Finland, etc.), as well as with
the emerging regions of competitiveness and innovation in Asia. The participants will
be asked to identify, elaborate, and analyse the major reasons for Europe lagging behind
in competitiveness and innovation processes, and consequently to discuss strategies that
would reverse such alarming trends (recently referred to as a failure of the Lisbon
process). Specific problems to be discussed are:
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tures and their role, the applicability of knowledge production and its effects on in-
novative potential, differences in national innovation policies;
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» the changing role of universities, their capacity to adapt to the process of the com-
modification, massification, and globalisation of tertiary education (institutional re-
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broaden social participation in tertiary education (structural reforms and systems of
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tween various dimensions of competitiveness - innovation potential, human resources,
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ics of the conference: the research and development sector, human resources develop-
ment, and university reforms.
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