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1. Introduction

The debate on whether poverty shouild be measured in terms of income or consumption is
almost as old as the debate on the concept of "poverty” itself. For several reasons, the approach
adopted by Eurostat is to use consumption expenditure data from Family Budget Sur\reys (FBSS)
carried out in the EEC member-states in order to derive estimates of poverty rates for the antire
population of the corresponding countries and for particular population groups within them. This is, for
exampié, the approach adopted in the study "Poverty in figures: Eurape in the early eighties” carried
out for Eurostat by the Institute of Social Studies Advisory Service [hereafter [SSAS (1990)]. The
* objective of the present study is to compare the poverty estimétes of that study with poverty estimates
derived using the income data of the Luxembourg Income Study (LIS) data base for a number of EEC
countries, following the methodology of ISSAS {1990). The present study should be read. in
conjunction with Hagenaars {1988) [and, to a lesser extent, Smeeding et al {1590}] which discusses;
the theoretical possibilities and potential drawbacks of carmying out poverty research using the data of
the LIS data baée. it should be stressad from the outset, that this study is not an attempt to answer
the question "should poverty measured in terms of income or consumption?”, since this is an issue

which cannot be resoived empirically.

The present study is organised as follows. Section 2 discusses methodological issues.
Section 3 provides poverly estimates for the entire poputation ot the-counm‘as' under. _c:onsideration
using both consumption and income data, whilst section 4 provides similar estimates for specific
~ socioeconomic groups within them. Moraover, in these sections. an attempt is-made to identify the

reasons that these sets of estimates may differ. Finally, section 5 concludes the paper.

2. Some notes on methodological issues

The main reason oné may be.interested in carrying out poverty research is in order to
eva!uate the welfére position of the most deprived members of the society and suggest efficient
overty atlewauon policies. Théréfore a variable which can serve as a reasonably close
apprommaﬁon to the (unobservable) welfare levet of an individual: or a household shouid be salected.
Standard' neoclassical microeconomic theory suggests that, other things being equal; an individual's
welfare level is: determined in the short-run by his/her levels of consumption and leisure and in the
long-run by his/her level of "life-cycle” or "perrﬁanent" income' [see Deaton and Muelibauer (1980].
Thase notions of wsifare are closely related. to the concapts of "full income” and ';earnings capacilty"'
suggested respectiveiy, by Becker (1965) and Garfinkel and Haveman-(1977). Taking into account
that there are enormous dm‘lcult:es in evaluating leisure in monetary terms, most empiricat poverty
studies use. either current consumption or current income as an indicator of welfare. Current -
consumption is usually considered as a better approximation o In‘e-cycie income than current income,
because individuals and households tend to save and dissave in different periods of their lite-cycles in

an attempt to smoaoth out their consumption in order to maximise their weifare (assuming that weifare



is a concave function of consumption). Within this framework, it can be argued that current
consumption is a better indicator of welfare than current income [see Sen (1976a) and Deaton (1980)}.
This, of course, does not mean that an individual's consumption does not fluctuate over time. It doas
SO since nesds are not evenly distributed over the life-cycle and capital markets may be far trom
perfect, particularly for the poor. In the latter case, poor households are unable to borrow and their
current consumption is determined by their current and not their life-cycle income. Neverthsless, even
in this case, current consumption is as good an approximation to life-cycle income as current income.
On the other hand, the use of current income instead of current consumption may have some
advantages for the purposes of poveﬁy, research. Using current income one can avoid classifying as
poor households with low recorded consumption which, keeping life-cycle factors constant, have the
earnings capacity to finance a higher levsl of consumption but choose not to do so. Further, ncoms
Surveys tend to record the actual current income of individuals or households, whereas FBSs record.
the current consumption expenditure of households which is only an approximation lo their current
consumption. Nonetheless, it should also be noted that it is very difficult to record accurately the
incomes of households or persons involved in particular types of economic activity; especially thosa
invotved in family business and farming, where praoper records of costs and revenues are not always
kept, '

Ideally, the income concept used in poverty studies should inciude, apart from net cash
income, income in kind provided by the emplayars and consumption of own production {(including -
home production) as well as an imputed value for non-cash provisions by the government. Similarly,
for the purposes of poverty research, the concept of consumption expenditura should include, apart
from purchases, consumption o't own prdduction. consumption ot income in kind, imputed rent for
owner-occupted accommadation and an imputed value for the consumption of goods and services
provided either freely or at reduced pricas by the state. For all the imputations market ptrces should
- be used~ (mstead of factory__gate prices). Of course, it should be recognised that this is a.rather

prohlbmve list of requ:rements and such a data set may be very close to being "an sconomist's plpe
V'drearn In practice, there are very few (if any) data sets covering the‘entire population of any oountry'

in the world which fulil these rsqmrements Most of the data sets used for quantitative poverty

analysis were nat collected with the objective of poverty ressearch in mind and, as a resuft, they do not
- contain all the pleces of information mentioned above. Further, it is exlremely difficutt 1o evaluate in
monetary terms some of the components: of income and consumption expenditure mentioned above
- (for :nstance, value of govemment services provided freely or at reduced prices and home production).

_ Let us turn, now, to the pa:ticulér data sets from which the poverty estim_ates reported in the
present study are derived. The LIS data base brings in one location the primary data of income
Surveys from diﬁarent'countries and presents them_in a form that altows international comparisons. i
is a researcher-oriented project and, since micro-data are involved;.the flexibility oﬂ‘éred to the
reéearcher is enormous. However, during the period of the execution of the empirical part of this
study (November 1890Q), only six of the twelve EEC member-states were represented in LIS with rdata



sets covering their gntire population in the late seventies or the eighties. These countries are (survey
years in parentheses); France (1979), Germahy (1984), nhaly (1986), luxembourg (1985), the
Netherlands (1983} and the United Kingdom (1978). Further, in LIS there are two more data sets
whase samples do not cover the entire population of the relevant countries [France (1981) and
Germany (1981)] and ong data set which covers the entire population of an EEC member-stats, but
autside the reference period of the ISSAS (1990} report [United Kingdom (1969)]. The sources of
these data sets are rather heterogeneous. The French data set is derived from an income tax survey,
the data sets for Germany and Luxémbourg are based on yearly waves of houssehold panel studies,
the Italian data set is an income survey, the Dutch data set comes from an enquiry into the use of
public services and the British data set is' derived from a family expenditure survey. These six LIS
data sets will be used for the derivation of poverty estimates in the next two sections. Since
Luxembouré is the only EEC member-state not covered in ISSAS {1990}, no camparisons of the LIS
estimates with the estimates of that report can be made. Instead, a detailed analysis of measurement
and decomposition of poverty In Luxembourg is provided in an Appendix. It should be noted that, until
recently, a weakness of the LIS data base was the lack of detailed documentation. However, such a

documentation is available now [Hackaut st al (1990})].

The -FBSs-based poverty estimates which are reported in the next two sections are
reproduced from ISSAS (1990). They have been derived after fitting the distribution function
corr.esponding to the beta-Lorenz curve suggested by Teekens (1987) to the grouped decile
consumption expenditure data provided by the Nationat Statistical Institutes ot the EEC member-states
to Eurostat. In ISSAS (1990) there are estimates of poverty rates for both the entire populauon and
particular population groups for alt EEC countries excspt Luxembourg in the late seventles and the
eighties. For some countries estimates for two survey years are available while for others there are
estimates for only one year. :The fact that (with two excepti;:ns) no primary data were pro-.iided 1o
Eurostat and used in ISSAS (1990), restricts substantially the- abiiity for analytical poverty research
using'thése data. No detailed documentation for these FBSs is available at the moment but somé
information. about sampling procedures ahd definitions can be found in the publications of Eurostat
"Famfly Budgets Comparative Tables™. From the point of view of homogenen’ry it seems.that despite
the fact that the FBSs are not campletely harmenised across EEC member-states yet, the data used
in ISSAS (1990) are far mote homogensous than the LIS data in terms of sampling procedures
employed for their collection and definitions ot variables [in fact, an attempt to harmanise FBSs in the
EEC m'ember-states is currently under way; see Verma (1989} and Ménard (1990)]. Nenetheless, the
reader should be reminded that for institutional and historicai reasons the definitions of particular
variables ‘may differ across countries {for example,,,-the definitions of "unemployed"®, "secondary
education gn_'aduate", elc). ' ’ ’

Regarding their population coverage, it seems that the sampiing frames of both the LIS data
sets and, to a lesser extent, the FBSs tend to exclude some of the most marginalised segments of the:

population from their samples (homeless, persons living in institutions and, some surveys, househotds



headed by foreign nationals). Of courss, these exclusions ars likely to have serious consequencas for
the results of quantitative poverty research. Due to their nature, some LIS data sets tand to exclude
even larger numbers of economically vulnerable population members (for instance, persons and
households not filling tax returns in the French LIS data set). Nevertheless, population weighting
schemes provided by the institutions which carried out the surveys are aiso available in the LIS data
sets for all the countries included in the present study apart from the United Kingdom. The use of
these weighting schermes can make the samptes of the carresponding surveys more representative of
the entire population of these countries. Mowever, as Hagenaars (1988) points out, some of these
weighting schemes are not designed in such a way as to ensure representativity ot the sampie, but to
ensure that certain amounts are equal to the comesponding totals at the national level. As it is
demonstrated below, these schemes may have a significant impact on the results of poverty research;
particularly on the resuits of identification of groups in risk and on poverty decomposition analysis. Itis
not clear whether a weighting procedure making the samples of the FBSs reprasentative of the most
- recant Population Censuses of the Community member-states was used in order to obtain the

grouped estimates of 'decile consumption expenditure of the FBS data.

An attempt to test the representativity of the samples of the (weightad) Lié data sets and
FBSs used in this study with respect to the corresponding data of the nationat Population Censuses
_around 1980 is provided.in Table 1. The Censuses data reported there refer to ihe population sharés
of the private households in each ceuntry and they arg from tables 15 and 16 of Eurostat (1988),
Unfortunately, the only grouping fabtors used in Tables 4-8 of section 4. for which there are data
avaliable In this publication are “household size* and type of household™. No clear picture- emerges '
from the top panel of this table. For exampie, in the cases of Germany and the Netheriands: larger
households ("5 members" and "6 members or mare”) are under-represented in the samples of bath
the FBS and the LIS data set. The evidence is exactly t'he. opposite for France where large
hodseholds are over-represented and "t member” housaholds undef—represented in both samples.
The last row of this pane! of the table reports the mean absolute srror for the six groups, which can
'prowde a rough test of the represantahveness of the corresponding samples.’ In the cases of Italy and
the United Kingdom this arror is lower in the FBS data {even though in the latter case this is not
avident in Table 1 due to rounding), whilst in the cases of France, Germany and the Netherlands it is
lower in the (weighted) sample of the LIS data base. With few exceptions, the relevant popuiation
shares of the two sets of sampies do not appear to be dramancaily different than the shares of the
- corresponding Population Census. :

In the.sacond pansl of Table 1 the FBS. and LIS samples are grouped by "type of housshald”
and the relevant population shares are compared with the population shares derived from the tables of
Eurostat {1988). Due to the fact that in Eurostat (1988) and ISSAS (1990) a child is defined as a
housshald member up to the age of 14 whereas in the standardised LIS data a child is defined as a
person up to the age of 18, the correspanding populations shares are not strictty comparabie.

Logically, one would expect that the poputaticn shares of the groups “cauple + 1 child®, "couple + 2
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children”, "couple + 3 children”, “coupie + 4 children or more” and "mono- -parental household” of the
FBSs (and the Population Censuses) ta be lower than the correspondmg shares of the LIS data. For
the same reasons, the population share of the group "other” should be lower in the LIS data sets than
in the FBSs. Surprisingly, it turns oyt that in the cases of France, Garmany and the Netherlands the
evidence of this pans! of Tabla 1 peints to the opposite direction. This raisgs gquestions ragardmg the
representativity of either one or both samples. Careful inspection of the evidence of this panel reveals
that the popuilation shares of the groups “couple + 1 child", "couple + 2 children”, "couple + 3 children",
"couple + 4 children or more” and “mono-parental househoid” of the LIS data are almost always lower
than those of-the Populatlon Censuses as one would anticipate. Similarly, the LIS poputation share of
the group "other” is aimost aiways lower than that of the carresponding Population Census. Further,

the evidence of the lower pane! of Tabie 1 suggests that, with the exception of the United Kingdom,

the popu!anon shares of the FBSs are substantially different than those of the Population Censuses.

More specmcaily, in the cases of France, Germany and the Netherlands houssholds with children are
over-‘repreéented in the FBSs samples (in the cases of France and Germany the over-representation
is very significant), while the group “other” {(and the grdup "coup.fe, no children" in the case of the
Netherlands) is under-represented. In the talian F8S the evidence is exactly the opposita. The last
row of Table 1 reports the corresponding mean absolute errors of the FBSs (no such errors are

reported for the LIS data sets, since the definitions of the Population Censuses and the LIS data
differ). Some of these errors are very large; particularly those for France and Germany. The evidence
of the lower paneal of Table 1 may imply that the sampies of the FBSs used in ISSAS {1990} wera not
weighted in ofder to become representative of the total population and that such a weighting is more
than essential in the futurs.! On the contrary, the weighted LIS sampies seem to repressnt the entire
population of their countries rather satisfactority. Nevertheless, it would be very interesting to have
information on some other grouping factors in order 1o test the. representatmty of the two samples {for
exampte socig-economic category of the household head, economic situation of the househotd

] members, etc).

The concept ot income used in this study - before adjustment for housshold size. and
composmon - is "disposable household. income" (the standardised DI variable of the LIS data bass;
hereafter "income®. It includes mcome from fabour, capltal, self-employment, pensions and transfer
payments net of taxes and mandatory contributions. Careful inspections reveals that its components
vary slightlty acrass the countries of our sample.. Further, this cancept does not include some. of the
components ot the "ideal" concept of income for poverty research mentioned earfier, since information
on these components does not exist in the LIS data files {most notably, non-cash provision's_ by the
government and consumption of own production). Similarly, although no detailed documentétion is

1. It should be noted that the grouping of Table 16 of Eurostat {1988) refers 1o “two adults + childrern™,
wiareas that of the FBSs data to "couples + chikdran®. Logicaily, the population shares of "two adufts + children”
must be at least as large as those of “cauples + children”. Therstore, the FES samples of France, Germany and
the Netherlands may be even less reprasentative of the entire population than the lower panel of Table 1

suggests.

e



avaitable, it seems that the content of the lerm "consumption expenditure” used in ISSAS (1890) -
consumption of purchased commodities, plus consumption of own production and imputed rent for
owner-occupied accommodation - varies across countries and is not always very close to the "ideal”

concept of consumption expenditure for the purposaes of quantitative poverty analysis cited above.

In the next two sactions, when poverty estimates are derived using the LIS data an attempt is
made to be as close as possible to the methodology followed in ISSAS (1980). Following ISSAS
- {1990), the distributions used are distributions of households. Since living In a housshold involves
ecohomies of scale and the needs of adults and children differ, some sta.ndardisation is required in
order to be- able to compare the welfare lavels of households with different compositions. This
standardisation is provided by the use of household equivalence scales. Several such scales can be-
found in the literature. For the purposes of the present study, the household equivalence scales used
in ISSAS (1990) are utilised. These scales assign a weight of 1 to the first adult in the househoid, a
waight of 0.7 to each subsequent adult and a weight of 0.5 to each child in the household. These
scales are also used by the OECD and have been used in earlier research on poverty in the EEC
[O'Higgins and Jenkins (1989)]. The distributions used are distributions of equivalent housghold
expenditure [ISSAS (1890)] and equivalent household income [LIS data). In order to derive these
distributions, the total housshold expenditure/incame is divided by the number of equivaient adufts.in
the household. It should be stressed that the results of poverty measurement and decompasition are
likely to be influenced by the choice of the particular equivatence scales used. Although there is ro
consensus regarding the size of the "correct” household equivatence scale, these particular scales are
relatively large in comparison with most other housshold equivalence scales used in empirical
research [see, for example, Kapteyn and van Praag (1976}, Hagenaars (1986} and Buhmann et al
(1988)]. Further, as noted earlier, a child is d_efined as a person up to the age of 14 in ISSAS (1990) .
and as a person up to the age of 18'in tﬁe standardized LIS data files. Therefore, the household
equivalence scales used differ accordingly. This difference should be kept in mind, particularly when
the results of poverty measurement and decomposition Dy. demegraphic characteristics of tha
_ population are presented. Moreover, it can be argued that it may not be Very appropriate to base the
quantitative poverty analysis on household dlstnbutrons because. such a methodology implicitly
assigns equal weights to a small and a large household in poverty. An alternative could have been to
calculate the levei of aquivalent household expendﬂureﬁncome and then assign it to each housshold

member (distribution of expenditure/income per equivalent aduit).

The last méthodological issue concerns the level of the paverty. lines to be utilised. Several
methods for constructing poverty lines can be found in the literature [see, for example; Orcha_nsky
(1968), Kilpatrick (1973}, Goedhart et al (1977}, van Praag et ai (1980, 1982) and Hagenaars (1986)].
In the sections of the ISSAS (1990) report carresponding te sections 3 and 4, an explicitly "relativist’
_approach is adopfed and two poverty lines are used. They are defined as 40% and 50% of the mean
equivalent household expenditure of the entire population of a country in the survey year under

consideration [nevertheless, an attempt to use an “absolutist” notion of poverty is also empioyed in



ISSAS (1990) when Community-wide poverty lines are calculated and whan intertemporal poverty
changes are examined]. Following ISSAS (1990) the poverty lines for the LIS-based poverty
estimates are defined as 40% and 50% of the mean equivalent household income of the countries
under examination. Obviously, as noted in ISSAS {(1990), these poverty lines are rather arbitrary and
do not correspond to any "objective” {subsistence level determined by experts) or "subjective” {poverty
threshold evaluated by the population members) notions of the poverty fine. Moreover, if such lines
are used for cross-country or inter-temporai comparisons the resulting indices are, effectively,
measures of the level of inequality in the distribution of expenditure/income focusing at the bottom of
the: distributions rather than poverty measures. This point shouid be kept in mind when national

poverty rates are compared in section 3.

In the next two sections an attempt is made to compare poverty astimates reported in ISSAS
(1990) with correspondlng poverty estimates derived using LIS data for as close survey years as.
possitle. Asa result poverty estimatas from ISSAS (1990) for the following countries and years are
reproduced: France (1979), Germany (1983), italy (1985} the Netherlands (1985) and the United
Knngdom (1981). In ISSAS (1990) four types of estimates are reported: (a) estimates of. national
poverty rates using national poverty lines, (b) estimates of national poverly rates using Ccmmumty—
wide poverty lines, (¢) estimates of poverty rates for particular population groups using nationai
poverty lines, and (d) estimates of intertemporal changes of national poverty rates. Since the LIS data
base currantly contains only one data set covéring the entire population in the late seventies and the
eighties for each of the six EEC countries mentioned above ne EEC-wide - poverty rrne can be
calculated and no intertemporat poverty trends can be computed.’ Therefora estimates of the types
{b} and. {d) cannot be derived using the LIS data and we are confined to comparing estmates of types

{a) and (c). wrth the corresponding estimates of ISSAS (1 990).

3. National poverty estimates

Estimates of poverty rates (proportion of househoids or persons beloﬁ the poverty fine) for the.
entire poputat:on of France, Germany, italy, the Netheﬁands and the United Kingdom are reported i
Table 2. In general, usmg both- expenditure and income data, {relative) poverty based on national
poverty lines appears to be higher in France, italy and the United Kingdom than in Germmnany and the.
‘Netherlands. - However, their relative 'ranking is atfected by the use of income or expenditure data. {as
well as by the use of households or persons as reference units). Using expenditure data, paverty
appears to be higher in France than in italy irrespective of the level of the poverty line used {40% or
50% of the national mean expenditure) or the refarence unit (household or person). They are foliowed
by the: United Krngdom Germany and the Netheriands (the only- exception being that the poverty rate
among persans in-the Netherlands is higher than that of Germany when the 50%-poverty line is used).
Using income data, the highest poverty rates are recorded in ltaly, followed by France. The fanking of
Germany, the Netherlands and the United Kingdom depends on the poverty fine and the reference
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unit.

It consumption fluctuates less than income over the life-cycle of a parson or a househeld, as
the life-cycle hypothesis suggests, csteris paribus in a particular. point in time the variancs of a
country's income distribution must be higher than the variance at the corresponding distribution of
consumption expenditure. This implies that, other things being equal and amptloying the particular
type ot refativist poverty lines used in this study, poverty rates derived using income data should be
higher than poverty rates derived using expenditure data. This prediction is only partly confirmed by
the findings of Table 2. In general, the expenditure-based pbverty rates of Germany, ltaly and thei
Netheriands are lower than the carresponding income-basad rates. The reverse is true for France and

the United Krngdom In fact, the recorded expenditure-based and income- based poveny rates do not ¢

differ substannally in the cases of Germany, and Italy (with the exception ot the poverty rate among
persons when the 50%- -poverty line is used in the latter country) but they do so in the cases of the
I:.Ietherlands, France and, to a lesser extent, the United Kingdom. For instance, whan the 40%-
poverty line is used, the poverty rate among households (persons) in the Netherlands is only 2.5%
{3.6%) using expenditure data, whereas the corresponding figure using income data is 6.4% (7.2%).

Sarme tentative suggestions can be offered regarding the reasons that the axpendituré-based
estimates are higher than the corresponding income-based estimates ih France and the United
Kingdom. In the latter case the income data refer to 1979 whereas the expenditure datz to 1981.
Between_these two years dramatic macroeconomic policy changes took place in the United Kingdom,
Taking into account that some of these changes invalved cuté in the transfer payments and some
‘others caused a sharp rise in unemployment, one would expect inequality and poverty to increass
be‘tween' 1979 and 1981. Hence, the fact that the expenditure-based' and income-based poverty
- estimates of Table 2 for the United Kingdom do not seem-to conform with the predictions of the life-
cycle hypothésis may be attributed to the difference in their reference period. The corresponding
differences in the: French estimates cannot be attributed to differences in the sampling pe'r'rod since
both income and expenditu're data refer to 1979. However, although the expenditure data.come from’
a FBS covering the entire population, the income data come from the State income tax files and do not
cover households which did not fill tax returns. Since most of these households are likely to be
located close to the bottom of the income scale, this omission probably results to an under-estimation
of the "true” poverty rate. [n addition, it is likely that thers was considerable undef-réporting of income
from soutces other than wages, salaries and pensions [Hackaut et al (1990, p. 63)]. Since in most
counf;ies disproportionately many hguseholds receiving property income are located closa to the top
of the distribution and property income is under—reported the poverty iine used in the French income-
based poverty estimates may be lower than the "true” poverty line and, hence, the corresponding

poverty rates may be biased downwards

Table- 2 aiso reports estimates of the proportions of children and (for Germany and Italy)

elderly - that is, persons aged over 65 - below the poveny line. A comparison of these proportions
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with the corresponding poverty rates for persons can provide an indication about the validity of the
assertion that children and elderly are particularly vuinerable to being poor in EEC countries. The
results for children using income data suggest that this assertion is correct. Irrespective ot the poverty
line used, the poverty rates for children are aiways higher thah the corresponding rates for the entire
population in ail the countries under examination. The relevant expenditure-based estimates reveal a
similar although not so clear pattern. [t should be reminded though that the expenditure-based
gstimates are not strictly comparable with the corresponding income-based estimates since the
definition of a child differs in the two sets of estimates. Regarding the eiderly, the income-basad
estimafes suggest that the above assertion is carect for Germany but not for ltaly {nc such estimates
can be derived for France, the Netherands and the United Kingdom using the LIS data). The:
correspbnding expendit'ure-based estimates suggést that this assertion is correct for all the countries
‘under consideration apart from. the Netherlands. Nevertheless, it should be noted fhat the results
regarding both children and siderly depend to a large extent on the equivalence scales used. If it was
assumed that the needs of a child are lowsr in comparison ta the- needs ot an adult than thosse implied
by the equivalence scales us'ed in this study [see, for exampte, the size of the relevant scaies
ostimated in Muellbauer (1977), Deaton et al {1989) and Tsakloglou (1991)], the denominatar for the
calculation of the equivalent household expenditure/income of the households with children would be
lower and, hence, their equivaient income higher and fewer of them would fait below the poverty line.
Similarly, if it was assumed that the needs ot an eiderly person are lower than the needs of a working-
age adult, a lower weight would be attached to the equivalence scale of the siderly and tewer of them

" would be ciassified as poor [see, for instance, the scales suggested in Buce and Salathe (1978) and
Tedford etal (1986)]. ' ' ' :

Table 3 reports the absolute number of households and persons in poverty in 1980 or 1985
using'the expenditure-based aﬁd income-ba_sed péverty estimatas. of Table 2 under the (strong, in
some cases) assumption that the distributions of expenditure and inoorhe remained unchanged
between the corresponding survey years and 1980 or 1985. The total number of households or

: 'pe'rsons in paverty in the five countries using expenditure-based and income-based estimates appears -
to be strikingly similar, particularly when the 50% poverty fine is usad; 11,780 households or 35,154
peréons using expenditure-based estimates and 11 ,789 households or 35,075 persons usin'g indome—
based estimates. However, aithough the two comparable sels of estimates are not dramatically
ditferent in the case of Germany, they are so in the case of France. For the rest of the oouﬁhies the

differences depend on the level ot the poverty line and the reference unit.

Before proceeding to the presentation of poverty estimates for particutar population groups,r

-two points should be raised. The first concerns the effects of weighting. Since, the instructions to the.

LIS usars recammend the use of weighting schemes,! the income-based estimates of Table 2 and the

1. "We strongly recommend that all statistical operations perfarmed using the LIS databases use the
weighting variable HWEIGHT™, Instructions for preparing and submitting a jo request the LIS system, (1989,

p. 5).
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TABLE 3. ABSOLUTE NUMBER OF HOUSEHCLCDS AND PERSONS BELOW 40% AND 50%

OF THE NATIONAL MEAN EQUIVALENT CONSUMPTION EXPENDITURE AND INCOME

IN SIVE EZC COUNTRIES AROQUND 1980 AND 1385 /
Country ) 40%-poverty line 50%-poverty line
{Reference year) .

Households Perscns Households Persons.

C I C I C I C I

Francs 2009 1314 5757 4466 3503 2763 10313 8909
(1980) '
Gecmany 7 %49 1074 2390 2621 2308 2582 6074 8749
1985) .
Italy 1628 1518 5301 5843 2760 2967 8880 10427
(1985) : :
Netherlands ' 129 330 515 1030 403 510 1661 1778
(1985}
United Kingdom 1258 859 - 3678. 2433 2808 2967 8226 7212

1380)

{The figures represent thousands of houssholds or parsons)
C: Consumption expenditure
[ Income

rest of the tables in section 3 have been derived using the suggested weighting procedure. As noted
in section 2, the use of these weights is likely to affect the results of quanmatwe poverty resaarch and
it is not clear whether the ongmal FBSs data samples were rewelghted For this reason, estimatas of
naticnat poverty rates and the corresponding poverty lines are reported in Appendix 1 aleng with the
relevant sample sizes before and after waighting the LIS samples.. if the weightsed povérty line is
higher than the corresponding unweighted line, ‘high income groups werg under-representad in the
‘original sample. This is the case of Germany and the Nethertands, whereas in France, Italy and
Luxembourg !ha low income groups were under-reprasented.in the original sample.! Tha evidence of
Appendix 1 suggests that the use. of weights does not have a very significant impact on the estimate_s
of the pciverty lines ahd aggregate poverty rates in the cases of Germany, ltaly, the Netherlands and
Luxembourg. The case of France,-though, is completely different. The weighted poverty lines and
poverty rates are considerably lower than the corresponding waighted: ones. In fact, the unweighted
poverty rates of Appendix 1 for France are very similar to those of ISSAS (1890) which are reproduced
in Table 2. However, the main effect of the use of weights is likely to be on the identification of high-
poverty groups and their contribution to aggregate poverty. An example of this effect is presented in-

1. The results of paverty analysis for Luxembourg using the LIS data are raported in Appendix 4. As
noted in section 2, ng weights are available for the United Kingdom in the LIS data bass.
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Appendix 2, using the methodology described in the next section. In this exampie the LIS data for
France (1979} are used and the population is grouped according to the type 6f housshold. With
respect to the population shares, one group is seriously under-represented in the original sample
("one person, 65 or more") and another over-represented (“other”). Similarly, the ratio of the poverty
rate of some groups ovar the national poverty rate (relative poverty rate) is considerably lower/higher
in the unweighted than in the weighted sample ("mono-parental household"f'couple, no children™).
Finally, and most importantly from a policy point of view, as a result of the above factors the
contribution to aggregate poverty of some-groups is overstated (“couple, no children”} whilst that of

other groups is seriously understated ("one person, 65 or more”, "one person, less than §5%).

~ The second point that-should be raised concerns the distribution used. The estimates. of
povecty ratas for persons reported in Table 2 refer to the percentage of persons living in househalds
which fall below the poverty line defined as 40% or 50% of the mean equivalent expenditure/income of
the distribution of expenditureﬁndome per equivalent househoid. As noted in saction 2, an alternative
and, perhaps, more consistent approach would be to assign the value of the equivalent
eipend‘fture/incorne to each household member and then derive the poverty lines as proportions ot the
mean of the distribution of income/expenditure per equivalent adult. The latter approach can be
considered as more consiétent since it assigns equal weights to each person for the darivation of the
poverty lines, while the former gives equal weights to each household.irrespective of its' size. The
resuits can be very different using thesa approaches. The fact the LIS data base contains primary
data. allows a comparison of poverty rates using these approaches. The relevant astimates are
feported in Appendix 3. What may seem striking with these estlmates at least at first S|ght is that the
estimated propomons of persons Iiwng |n poverty according to the poverty lines derived from the
distribution of income per equivalent household are always higher than the corresponding proportions
according to the poverty lines derived using the distribution of income per equivalent aduit. This is due
to the fact that in all the reference countries a negative relationship can be observad between
. household size and equivalent income. As a result, when the distribution of income- per equivalent
“adult is used instead of the distribution of income per equivaient housghold, relatively more reference
units. appear close to the bottormn than close to the top of the distribution and the mean ot the new

distribution is lower than the mean of the old one..

4. |dentification of pove roups

In this section poverty estimates for specific’ sociceconamic groups. of the cauntries undar
consideration are reported, using expenditure and incoms. data and émploying the  50%-national -
poverty lines. For this purpose, faltowing ISSAS (1990), the populatidn of each country is grouped into
mutually exclusive and exhaustive groups using eight altemative grouping factors. These factors are:
type of household, household size, economic situaﬁo.n of-household members, as well as socio-
economic category, age; sex, educational attainment and economic activity of the househoid head. As
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in section 3, the expenditure-based estimates are reproduced from ISSAS (19907, while the income-
based estimates are defived using the data of the LIS data base. If the grouping of the poputation
according to any particular factor is not possible, because the corresponding variable does not exist in
the relevant source, the cdrresponding space in the tables is left blank. The grouping of the population
according to each factor is that of ISSAS (1880). If an identical grouping of the population is not
possible using the LIS data, a grouping as close as possible to that of ISSAS (1990) is presented and
an explanation is given in a footnote in the relevant table. The codes on the left of the tables are those

of ISSAS (1950).

The results of poverty identification are reported in Tables 4-8. Four types of estimates are
presented in each of these tables: the population ‘share of the group, that is the total number of
houssholds in the group over the total number of househalds in the survey; the poverty rate of the
group, that is proportion of households in the group with equivalent expenditura/incoms less than hait
the national mean equivalent expenditure/income; the relative paverty rate of the group, that is the
ratio of the poverty rate of the group over the national poverty rate; and the (percentage) contribution
of the group to the aggregate poverty, which is equal to the product of the relative poverty rate by the
population share of the group. Following ISSAS (1990} the groups with poverty rates between 50%
and 100% higher than the national average (relative poverty rate between 150 and 200} will be caited
"risk groups” and groups with poi.rerty rates over 100% higher _fhan the national average .(retative
poverty rate over 200} wifl be called "high risk groups®. Estimates of the population share, poverty rate
- and relative poverty rate of each group using FBSs data are reported in ISSAS (1990}, The
corraspondmg contribution of each group lo aggregate poverty - which Is very important from a poiicy
peint of view, since it is essential for the design of poverty aileviation policies - was calcutated using
-' the information reported in ISSAS (1990). it should be noted that in ISSAS (1990} no poverty rates
were estimated if the relevant group was represented in the national sampile by less than 50

households. No such restriction was applied to the LIS-based estimates.

Some differences |n the results of poverty identification and decomposition using expenditure
and.inoome- data can be expected on a priort grounds. If the postulates ot the Ife-cycle and
permanent-income hypotheses are correct, households and persons are expected to save and build -
up their assets during their working lives and dissave and run down their assets either in the later
stages of their lives when they are out of the labour market or during periods of unforesesn hardship
{eg unemployment). Further, if the capital markets function relatively well, indi\fiduals are expected to
borrow- in the early stages of théif life cycles and repay their loans in later stages when they receive
higher incomes. As a result of these factors, ceteris paribus, one can expect the refative paverty rates
of the groups of housshoids headed by persons actively participating in the labour market to be lower
using income data. Similarly, it can be anticipated that the refative povertly rates of housshoids
headed by very old, very young and unemployed persons would be lower using expenditure data.
Further if the population shares of these groups are similar in the corresponding LIS and FBS data

sets, equivalent differences can be expected to appear in the percentage contributions of these groups
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to aggregate poverty.

Betore proceeding to a presentation_ and discussion of the results, two preliminary remarks are
required. Firstly, since the main objective of this section is to provide a comparison of poverty
identification results using expenditure and income data, the following discussion will focus mainly on
the comparison of relative poverty rates, population shares and contributions to aggregate poverty.
The group poverty rates reported in columns (2) and (6) of Tables 4-8 are interesting, but since the-
corresbonding national poverty rates differ, they are not very useful for the purposes of poverty
identification. Secondly, since the definition of a child used in [SSAS (1990) is not identical to that
used in the LIS data, some of the rsspec_tive poverty identification and decompaosition resuits in the

second panels of Tables 4-8 where the grouping tactor is the "type of housahold™ are not comparable.

4.1. France

The first set of comparative paverty estimates for population groups using expenditure and
income data is that for France, which is reported in Tabie 4. The group population shares in columns
(1) and (5) do not differ substantially, with one ex'ception When the population is grouped accarding
to the- "economlc situation of the household members” the popuiation share of households where the
head, the spouse and at least another member are economically active is considerably higher in
column (5) than in column (1). The corresponding shares of the groups "only head gconamically
active™ and 'head and spouce economically active” are higher in coiumn (1) tharvin golumn (5}. This
discrepancy is very large and is, probably, due to differant definitions of aconormcaliy active persan”
used in the corresponding surveys. Further, as noted earlier and contrary to what was expected, the

population shares of households with children are higher in cotumn (1) than in coiumn, (5).

Turhiﬁg to the: identificationrot groups in risk or high risk, the results are relatively diﬂérent'
~ when expenditure and income data are used. Using mcome data, three high risk groups are identitied.

These groups are households headed by farmers or agncultural workers, couples. with four chiidren or
mora -and houssholds with six rnembers or more (obviously, there is a consndarabie over!appmg
between the last two groups). The last two groups are classified as groups m risk using th_e-
| expenditure daia as well. However, regarding the group of households headed by farmers of
agricultural workers, the expenditure- -basad poverty rate is only slightly above the. national averaga

whereas, the corresponding income-basad rate is over four times larger than.the national average.

This discrepancy is, probably, due to the particular definition of incame used in the income survay. As
noted earlier, the mcome data for Franca used in this study came from income tax files. A large part

of the income of farmers and agricultural workers is jikely to be income in kind either from their own

production or from the produchon of their employer and this income is not taxable. However, when

2. Note also that using the LIS data and the 50%-national poverty line, almost 60% of the nouseholds of
the group are classified as paor. .
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this income is consumed it is recorded as imputed consumption expenditure in the FBSs. Thersfora,
using the income data many households of this group are classified as poor whereas using
expenditure data they are above the poverty line. Using the expenditurs d'ata there is only one group
classified as "high risk"; houssholds }Nith one member aged 65 or more - relative poverty rate: 208,
The comesponding rate using the income data is anly 124. Naturally, there is also a substantial
differance in the relative poverly rates of the group of housahoids headed by persons "aged over 64;
relative poverty rates: 183 using expenditure data, 91 using income data. These resuits are contrary

- to the predictions of the life-cycle hypothesis,

Further, in. Table 4 and the subsequent tables an inverse-U relationship can be detected
between relative poverty rale and hausehold size. In fact, the poverty rates of the group "6 members
or more* are ahvays'substantially higher than the national poverty rate, irrespective of whether
expenditure or income data are used. To a large extent, this is a consequence of the particular
equivalence scales used in this study. If it was assumed that the household economies of scale are
larger than those implied by these scales, the weights assig-ned to the rest of the housshold members
apart from the head of the household would be lower, the equivalent ekpenditureﬁncome of the targe
households would be higher and fewer of them would be classified as poar. It is true that the problem
of the "correct™ equivalence scales cannot be resolved empirically. However, it would be very
interesting to carry out a study ot the sensitivity of the poverty estimates to the usa of differant sets of

values of equivalence scates.

As a result of dlfferencas in poputation shares and relative paverty rates, some contnbuuons_
- to aggregate poverty recorded in columns. (3) and (7) are considerably different. For example, the
contribution to. aggregate poverty of the group of households headed by farmers or agricultural
workers |s only 6.2%. using expenditure data but 18, 1% using income data. On the contrary, the:
cantributions of the groups "one person, 65 or more and "aged over 65 are 25.5% and 46.3% -
respectively using expenditure data, but onty 15.2% and 23.1% using income data.!

4.2. Germany

Tabie S presents the resuits of identification ot poverty groups and poverty decomposition for
.Ge'n'nany. The population shares in column {1) are not substantially different than those in column (S),
with two exceptions. The first exception is when the population is groubed by the economic situation
of household members. The proportibn of households whers the head, the spouce and at least
another member are economically active is 22.4% in the LIS sample but only 3.1% in the FBS sample.
~ The corresponding shares of households where either only the head or only the head and the spouce
are economically active are considerabl-y lower in the LIS data. Presumably, as with the Fr_énch data

1. Of course, the biggest differences arg observed when the population is grouped accarding to the
economic situation of the household members. However, since it is very likely that these differences emanate
from differences in the relevant definitions, they are not discussed hers.
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sets, this huge discrepancy is the result ot differences in the definitions used in the relevant surveys.
The second exception is that the pop'ulation shares of the small groups of households headed by
farmers or agricultural workers and unemployed persons are much smaller in the FBS sample than in
the LIS sample. Furthermore, as in the caesponding Frencn data set, hauseholds with children are

substantiaily over-represented in the FBS.

Using the LIS data seven high risk groups can be identitied: household headed by farmers of
agricultural workers, househotds headed by unemployed persons, couples with four children or more,
morio-parental households, households with six members or more, househoids with heads aged less
than 25 and households headed by persons working in agriculture. wWith two exceptions, the groups
which are classified as high risk groups using the LIS data are 'class'rfied as risk ("mono-parental
households } or high risk groups ("unemployed®, “coupte + 4 children or more” and "6 members of
more") using the FBS data, as well. The exceptrons are the group of households headed by "tarmers
or agricultural workers® and the group of households headed by persons "aged less than 257 1
Probably, the difference in the case of the former group may be due to the reasons mantioned in the
last subsection: that is, a large part of the expenditurs of agricultural households is expenditure of
income in kind which is not recorded in the income surveys. Fisgarding the latter group, this resutt is
consistent with the predictions of the life-cycle hypothésis- Households headed by persons aged less
than 25 are at the beginning of their life-cycles (presumably, many of them are households headed by
students) and although their incomes are still low they are able to finance a relatively high lavel of
consumption either through barrowing or through transfers from their parents or other households. As
a result, using income data many of them are classified as poor, whereas usind axpenditure déta they
are not. A similar resuit - the ralative poverty rate of househalds headed by persons aged less than 25
being higher using income than expenditure data - is also obsarved in mast of the tables of the present

section.

Once again, as a result of diﬂerencés in definitions, population shares and relative poverty
rates, the contributions to aggregate poverty of some grcups ditfer substantially when expendlture and
income data are used. Apart from the differences in the group contributions when the populauon is
grouped according to the *sconamic situation of the housahold members" which may be attnbutable to
_ differences . in detlnmons thera are marked differences In the contributions. of the -groups

tarmer/agricuitural worker" (1.7% using expenditure data against 9.4% using income data),
~unemployed" (5.7% against 13.3%) and.” _aged less than 25" (4.7% agalnst 10.5%). Further, relatively

large differencas can be observed in the contributions ot the groups "manual® workar”, "ong person,

1. The group of houssholds with haads working in "agricufture™ is not among the exceptions because no
breakdown of the population by "economic activity of the household' head” is reported in ISSAS (1990).
Nevertheless, note that some inconsistency appears ta exist in the German LIS data file, since the population
share of househalds headed by persans warking in agriculture is lower than the share of househokis headed by
*farmers and agricuitural workers®. Furthermors, the population share of the group “other” when the population is
grouped by the ~sacia-economic category of the household head” is substantially higher than the share of the
“other” group when the papulation is grouped by the "ecanomic activity of the housahoid head".
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less than 65" and "one person, 65 or more”: 25.9% against 16.8%, 13.1% against 20.1% and 23.8%

against 14.8% when using expenditure and income data, respectively.

4.3. Italy
According to the authors of the ISSAS (1990) report, some obvious inconsistencies could be
detected in the ltalian FBS data. However, the evidence of Table. 1 suggests that this data sat cannat
be considered as unrepresentative of the entire population; at least in comparison to the
correépon_ding LIS data set. Further, in ISSAS (1990) there is no population breakdown by age group,
sex, educational attainment and economic activity. of the household head. The resuits of poverty
identification and decomposition for Italy are reparted in Table 6. With fow excaptions (households
with one or four members, or one member aged less than 65 or headed by non-manual workers) the
population shares of the FBS and the LIS data set are not very different when the population Is
grouped according to socio-economic category of the household head, type of household and
household size. Nonetheless, the relevant poputation shares are dramatically differant when the
" population is grouped according to the economic situation of the household members. Once again, as
in the cases of France and Germany, the population shares of households where either only the head
or anly the head and the spouce are economically active ére substéntially higher in the FBS than in
the LIS data set. However, unike France and Germany, the group whose population share is
dramatically higher in the LIS than in the FBS data sel is ndt the group "head, spouce and others
economically active”, but the group “other". No obvious explanation can be. offersd for that
discrepancy, apart from a possible diﬁerencé in the definitions used in the expenditure and the income -
surveys. -
in tﬁe first four panels of Table- 6 both the expenditure and the income survey identify the
same risk or high risk poverty groups. These are the. groups "farmer/agricuitural worker”,
"unempicyed”, "couple + 4 children or more” and "6 members or mors". Funhef, the grou;i. "5
members” is c!éssiﬁed as risk group using the LIS, but not the FBS data. A ndtab_le characteristic of
the- corresponding ré{ativerpoverty rates is that they are lower when expenditure data are utilised; an
obsearvation cbnsistent \&ith the predictions of the life-cycle: hybolhesis. Further, the LIS data. identty
' the groups of households headed by persons aged less than 25 or with no educational attainment or
working in agn'curlture as high risk groups and the group. of households headed by bersons Working in
the construction industry as a risk group. With respect to the contribytions to aggregate poverty, apart
from the fourth paﬁel -the main differences in the figures of columns (3) and. (7} are in the third panel.
In general, the recorded contribution of small housaholds (1 and 2 members) to aggregate poverty is
higher when FBS data are used and the contnbutlon of households with 3, 4 and 5 members is higher

using the LIS data.
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4.4. The Netherlands

The evidence of Table 7 suggests that the results of poverty identification and decomposition
using the FBS and LIS data sets. for the Netherlands are remarkably different. Starting from the |
population shares, the results of Table 1 suggest that in the FBS sample childless couples and one-
member households aged less than 65 are seriously under-represented. In addition, it seems 'lhat
there is a difference in the definitions used in the corresponding surveys regarding the grouping factor
aducational attainment ot the household head". In the FBS data the population shares of households
headed by persons who had completed secondary or higher education are substantially higher than
the corresponding shares of the LIS data set. On the contrary, the population shares of the two data

sets are retatively similar when the grouping factor is "ecanomic sftuation of the hausehold mambers”.

Of the eight groups which are classified as risk ("selt-employed”, "tarmer/agricuitural worker”,
"unemployed", "one person, less than 65", "5 members* and "agriculture”) or high risk groups ("6
members or more" and "aged lass than 25") using the LIS data, only one is classified as high risk
group using the FBS data ("5 members”). On the contrary, there are three groups ("manual worker",
"4 members" and "prirhary") which are classified as risk groups in the FBS data set, but not in the Lié
data set.! For some ot these ditierences the possible explanations which were offered in similar
circumstances in earlier subsections can also be offered here (“farmer/agriculturat worker”, "aged less:
than 25" and "agriculture”), while for some others the diffarence can be attributed either. to the fact that
the: groupings of the two sﬁrveys are not identical ("manual _\véorker“ and 'une}nployed;‘) oi to sample
deficiencies (very few households of a particular group included in the sample of the FBS; for instance,
"6 members or mare"). - Further, no comparison of relative poverty rates can be made for the group
*one person, less than 65" because no such rate is réported in ISSAS (1990}, despite tha féct the
sample of the Dutch FBS contains far more than 50 househoids belonging to this group. Taking into
account that the incomes of the "self-employed” tend to fluctuate mare than the incomes o the rest ot
the. population, it is not SUf;j'rising that the relative poverty rate bt that group is highér when ;iover_ty is.
measured in terms of income than in terms of expenditure. Thié is something that can be cbserved in-
the ralevant rows of the tob panels of Tables 4-6, as well. Howéver, in none of th_es-artables.is'.- the
poverty rate ot the group higher than the poverty rate ot the entire population, imespective of whethar
poverty is measured in terms ot expenditure- or in. terms of income:. Why the evidence of the
Netherlands paints to the opposite direction is not immediately cbvious.2 Finaily, two rather unusual

1. Furher, in the second panel of Table 7 there are two non-camparable grol]ps.('couple + 4 children ot
mare™ and-"ather] which are classified as high fisk groups anly-when the LIS data are used and another ("couple
+ 3 children”) which is classified as such only: when FBS data are utilised.. The-figures in parenthesss in Table 7
fand in Table 8 in subsection 4.5} are not reported in ISSAS (1990), but can. be calculated using ths rest of the
information cantained in that repart. N

2. His interesting 1o note that the FBS-based relative poverty 7ate of the group of househalds headed by
“self-employed” persans in the Netherlands {96} is considerably higher than the comesponding rates of Talles 4-6
for France, Germany and ltaly (68, 22 and 60, respectively). ' .
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results should be highlighted. Firstly, unlike the rest of the countries examined here, both the FBS-
based estimates and the LIS-based estimatas point out that the poverty rates of the groups "ane
persdn, 65 or more” and "aged over 65" are lower than the national poverty rate. Secondly, unlike
many empirical studies which document a strong negative link between Poverly and education [see,
for example, Fishiow {1972), van Ginneken (1980}, Anand {1983} and Tsakloglou (1990)), the LIS-
based poverty estimates suggest that the poverty rate of the educational group "none” is lower than
that of the group "primary" and the latter is, in turn, lower than that of the group "secondary”. This
result is not confirmed in ISSAS (1990) using FBS data.

The most striking differences between the FBS-based and LIS-based estimates for the
Netherlands can be observed in columns (3) and (7), where the contributions of the various groups to
the aggregate poverty rate are reported. ln almost every panel of Table 7, thera are notable
differences. In the first panel, the contribution ot the group of households headed by "workers"
(manuai and non-manual) to aggregate poverty is substantially higher using expenditure rather than
incdme data (45.0;'/9 against 26.9%) while the corresponding FBS-based contributions of the groups
“selt-employed” and "other” (including "unemployed") are substantially lower (4.0% and 45.1% against
9.0% and 59.7%, respectively). In the third panel the FBS-based contributions ot the housshalds with
1, 3 and 6 or more members are lower and those of the households with 4 and 5 members higher than
the relevant LIS-based contributions. Similarly, in the fourth panel, using expenditure data the
contributions of the groups “only head economically active” and "other" are 45.6% and 45.9%,
whereas using income data they are 24.8% and 69.0%, respectively. When the population is grouped .
by the age of the household head, the contribution of the group *aged less than 25° is aimast three
times larger using income data (18.4% against 6.4%) and that of the group “aged 45-64" over two and
& half times larger {41.3% against 15.8%). Not surprisingly, the contribution of the group "aged 25-44"
is” significantly higher using expenditure data (64.7% against 28.6%). In thé same pattern, the
cortribution of households headed by women is more than twice as high using expenditure rather than ,
income da'ta,(12.5% against é6.3%)1 and when lhe population is grouped according to the sector of
aconamic “activity of the household head there ,are. considerable differances in the percentage
contributions of the groups "manufacturing industry”, "services” and. ‘none”. As has been argued
above, within-a life-cycle: framework, peopie are expected to save during most ot their employment
period and dissave when they are out of the labour market. This cam explain some part of the
differences in the percentage contributions. However, most of these differences are very large and
rather difficult to be justified within such a framework. In conclusion, the diffarences in the results of
poverty identification and decomposition using the FBS and LIS data sets are so Iargé that it'can be:
safelf épeculated that it is. very likely that at ieast one of them provides a distorted profile of the poor in

the Netherlands.

{ Note aiso that the poverty rate. of households headed by females is substantially lower than the
national average using expenditure data, but higher using incame data.



29

4.5. The United Kingdom

The income and expenditure data sets for the United Kingdom used in this study are the only
strictly comparable FBS and LIS data sets. Both come from Family Expenditure Surveys and,
consequently, the sampling procsdures followed and the definitions used in them are ideatical.
Further, neither sample has been weighted and the evidence of Table 1 suggests that both represent
the population of the United Kingdom relatively well. These are, in fact, the only data sets which can
_allow relatively safely a rough test of some aspects of the life-cycle hypothesis. It is a pity that the
FBS and LIS data sets do not refer to the same year (and, further, betwesn 1879 and 1981 significant
pohcy changes which are likely to have had a serious impact on the distributions of income and
. expenditure took place). In spite of this, it is interesting to nate that the results of poverty analysis.

reported in Table 8 are very similar using expenditure and income data. .

_ The differences in the population shares of the various groups are not very large, with the
exception of the "other” group when the population is grouped according to the ‘sector of sconomic
actiVity of the household head. Further, using the LIS data we were unable to achieve a population
breakdown identical to that of ISSAS (1990) when the populatioh' is grouped according to the socio-
economic category of the housahold head. Using the LIS data, four risk [*1 member”, "6 members af
more”, "other” (economic situation of household members), and "temale")] and. four high risk groups
[*unemployed and other”, "one person, 65 of more”, "aged over 63" and "none” (acon.omtc activity ot
| the household head)] are identified. Exactly, the same groups are identified as risk or high risk groups
usiﬁg the expenditure data, as well. A notaﬁle characteristic of the corresponding: refative poverly '
rates is that, in general, thay are lower using expenditure rather than income data. Similarly, Im most -
groups where the reiative poverty rates are extremely low using income data, the corresponding rates
' using expendrture data are higher. As explained earfier, using the particular relativist poverty lines of’
this study, these findings are to be anticipated if the postulates of the hfa-cycta and permanent-income-
hypotheses that households smooth out their consumpnon over time in an atternpt to maximise their:

mteﬂemporal weifarg are correct.

With respect to the percantage contributions of the various groups ta aggregate poverty the,
evidence of columns {3} and (7} points out that in most cases where there are mgmﬁmm ditferences
thay are, probably, consequences of life-cycle factors. Moreg specifically, the cantrlbutlons to.
aggregate poverty of hoﬁseholds headed by persons who are actively: participating in the labour

market are higher using expenditure data rather than income data. See, for instance, the percentage

ontnbutlons of the groups "manual worket", non-manual worker”, "aged 25-44" and ail the groups
but. the last when the population is grouped by the ecanomic situation of the household members and
by the economic activity of the household head. Naturally, in the corresponding panels, the
contribution of groups: headed by persons who do not partlcxpate actively in the labour market are -
higher using income data. Further, for no obviéus. reason, the percentage contributions of the two-
member househoids to the aggregate poverty is considerably higher using expenditure rather than
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income data.

5. Conclusions

In general, the results of quantitative poverty research for France, Germany, Iltaly, the
Netherlands and the United Kingdom using the income data of the LIS data base point to the same
direction as the corresponding results of |SSAS (1990) using expenditure data from FBSs. The
aggregate (relative) poverty rates and the commesponding rankings of the countries examined in this
study are different but not dramatically d_itferent using income and expenditure data. Using "relativist"
national poverty lines, the aggregate poverty rates of France and ltaly -are higher than thoss at the
Netherlands and Germany and the relevant rates for the United Kingdom are between them. Further,
using both income ‘and expenditure data children appear to be‘over-represented among the poor
(afthough this may be a consequence of the particular equivalence scales used in this study). With

' respect to the identification of poverty groups and po_verty decomposition, the resuits vary fram country
to country, with the results for the United Kingdom being very simitar using either expenditure or
income data and the corresponding results for the Netherlands being very ditferent. Most of the
relative poverty rates and percentage contributions to the aggregate poverty rate are in the direction
predicted by the life-cycle hypothesisi that is, the estimatad refative poverty rates and contributions to
aggregate poverty are lower using income data for the groups headed by persans activély participating
in the labour market. Although the situation varies from country to country, in general, the following
graups of houséhotds appear to be at a higher risk of being classified as poor than the rest of the
population: large households (particularly households with many children}, mono-parental households,
one-member households headed by old persons and househoid headed by unemployed persons or
persbhs with low educational qualifications. Further; using the LIS data, houssholds headed by
persons employed in égriculture frequently éppear ta have a very high probability of 'being classified as
poor. Howsever, this may be due-to the fact that a large part of the income of these households is-
income in kmd whichris not- recorded in the relevant i :ncome surveys
As noted in the introduction, thlS study does not ry to provide an answer to._ the question
"should poverty be measured in tarms of income or expenditure?”. The answer to this question can be
_ given onty on theoretical a priori grbunds. In'the opinion of the.author, expenditure should be
preferred for the reasons mentioned in saction 2. However, the LIS data are a very rich sburoe' of
information for distribution-related studies and although no EEC-wide poverty research can be carmied
~ out at the moment using' them (since only six EEC countnes are covered), several lessons can be
leamed from the LIS experience for future poverty research in the EEC. The most |mportant lesson is
that access to primary {expenditure and income} data would expand enormousiy the possibilities for
qQuantitative poverty research in the EEC. Tests of sansitivity of the poverty estimates to the use of
different sets of equivalence scales and pove&y lines, estimation of decomposable distribution-
sensitive poverty indices and identification of small homogeneous poverty groups with very high risk ot
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being poar are just a few important areas of research with potentially significant implications for policy
action that could be carried out, if Eurastat had access to pnmary data. Further, it would be very
interesting to have information on both the income and the expenditure of the households included in
the sampies ot the surveys. At the moment, the LIS data base contains only one such sample, but
this is far 2 country outside the EEC (Poland). In most F8Ss carried out in EEC member-states, aparnt
from information on expenditures, information incomes is also collected. It would be very useful for
researchers in this aréa in the future to have accass to both expenditure and income micro-data.
Moreover, although the sources of the LTIS data may not be as hdmogeneous as those used in ISSAS
(1990) and some ot the original LIS samples may not represent the entire population of their countries
very satistactorily, the evidence of Table 1 demonstrates very clearly the usefulness of using weighting .
schemes ta rewsight the samples of the (expenditure or income) surveys, in order to make them as
representative as possible of the entire sampled population (as LIS does). Finally, the experience of
LIS demonstrates the need for detailed documentation of the data used; something that, at the

mement, is missing in the data used for poverty research by Eurostat.
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APPENDIX 3. PROPORTION QF BERSONS BELOW 40% AND 50% OF THE MEAN OF TUE

DISTRIBUTIONS OF INCOME PER EQUIV, AQUSEHQOLD AND INCOME PER EQUIV. ADULT

Distribution of income
. Per equivalent adult

-Distribution of income
per equivalent household

40%-pov. £0%-pov, 40%-pov. 50%-pov.
line line line line
rance (1979) : 8.3 16.5 . 7.0 13.5
srmany (1984) 4.3 11.0 ’ 3.5 8.7
Italy” (1986) 9.9 18.2 8.6 16.0 .
Netherlands (19%983) 7.2 12.2 6.4 9.6
United kKingdom (1979) 4.3 12.8 4.1 12.1
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APPENDIX 4. A PROFILE OF POVERTY N LUXEMBOURG USING THE LIS DATA

As noted in section 2, Luxembourg is the only country not included in [SSAS (1990).
However, (income) data for Luxembourg exist in the LIS data base. They come from a wave of the
Luxembourg Household Panel Study. In this Appendix, poverty estimates using this data set are
reported using the methodology of ISSAS (1990) described in section 2 (in terms of distributions used,
poverty lines, equivalence scales, popuiation grouping', etc); Table A.4.1 reports some aggregate
(relative) poverty estimates. Using the 40%-poverty line, 3.0% of all the houssholds are classified as
poor whereas the 50%-poverty lines yields an estimate of the poverty rate ot 8.3%. These rates are
very low in comparison with the corresponding LIS-based poverty rates of any other country reported
in Table 2. 3.0% of the total number of persons living in' Luxembourg were living in the households
classified as poor according to the 40%-line and 9.0% in those below the S50%-line. The
corresponding percentages are even lower (2.2% and 6.9%) it the poverly iine is derived using the
distribution of income per equivaient adult instead of the distribution of income per equivalent
household. According to the results of Table A.4.1 in Luxembourg, as in most of the other countries
‘examined earlier, the proportion of children and elderly living in poor households is higher than their
proportion in the entire population,

Table A.4.2 reports the resuits of paverty identification and decomposition. An important
difference of this table in comparison with Tables 4-8 is that, apart from estimates of the poverty rate,
estimates of the decomposabie index of Foster et al (1984) are also reported along with the
corresponding. percentage- contributions to aggregats poverty and relative- poverty rates.’ A waell-
known disadvantage of the poverty rate (head count ratio) is:that it gives equal weights to persoris. ot
households which are located just below the poverty line and to persons. and households which are
close lo absolute destitution.. Following the seminal article of Sen (1976b), several attempts have
been made to canstruct distribution-sensitive poverty indices. Some of these indices. satisty the
property of "additive decomposability™; that is, when the population is grouped into mutually exclusive
and axhaustlve groups they can be written as add:twely separable functions of the group poverty
indices. As a result, the contribution of each group to the aggregata poverty'can be measured. The
most well-kriown of the "additively decomposable” poverty indices is that of Foster et al (1984),

est:mates of which for Luxembourg are reporled in Table A.4.2.

It is interesting to note that the results of poverty identitication and decomposition are rather
different using the poverty rate and the Foster et al index. Using the poverty rate, the groups couple_
+ 3 children®, “couple: + 4 children or more” andl"s members or more™ are classified as high risk
groups, whereas the groups “farmer/agricuitural worker®, "unemployed/other™ and "mongc-parental
nousehold® are classitied as risk groups. Some of thesa groups are classiﬁéd as risk or high risk
groups using the Foster et al index as well ("far_merlagricuitural worker”, "'unemployedlother“ and"6

1. Infact, Foster et al (1984) present a family of poverty indices. The estimates reported in Table A.4.2
have been derived after setting the value of the paverty aversion parameter equal to 2. In this case the index
corresponds o a well-known inequality index, the squared caefficient of vanation.
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TASLE A.4.1. POVERTY RATES IN LUXEMBOURG (138%)
40%-poverty line 50%-poverty line

Proportion of households 3.0 g§.3

below the poverty line

Proportion of persons 3.0 9.0

below the poverty line (2.2) (6.9}
Proportion of children ' 3.9 S l12.6

below the poverty line . {2.3) (9.0)
Proportion of elderly 3.7 11.7

below the poverty line . {3.3) (10.0)

The figures in parentheses are the prapartions of persans, children and ekderly below 40% and 50% of the mean _
ot the diswibution of income per equivalent aduit (not per equivalent househoid)

members or more"), but the recorded value of the index for some others is less than the national Qalue
("couple + 3 children", "couple + 4 children 6r morg™ and "rrfono—parentat househoid"), while the value
of the index in 2 number of groups is either between 50% and 100% higher than the national valus
["other* (economic situation of the housahold members), "female™ and “nonefprimary”] or over 100%
higher than the nationai average ("one person, less than 65", "one person” and “aéed less than 257,

Further, it is inte-resﬁng 1o notice that due to the fact that, presumably, the egquivalant jncome
ot many housenoids of some groups Is just below the pdverfy line, the contribution of thase-gi'oups. o
aggregaté poveny is considerably higher using the poverty rate than the Foster et al index. This is the
casa of the groups "manual warker™ (28.6% against 5.2%), “only head' economically active” {33.9%
against 12.2%) and all the groups of households with children when the- population is -grouped
according to the type of househoid. Exactly the opposite is the situation. of the groups. "one persaen,
less than 65" (9.2%. against 38.8%), and "agéd iess than 25" (5.6% against 18.9%). Obvious;iy, these
.resul-ts have very significant impli_cations for the design of appropriate paverty élleviaﬁon poiiciesr.1 '

. 1. Note also that aithough the poverty- rate of the group of households headed by persons who

completed higher education is substantially lowsr than the national average, surprisingly, the Foster et al index of
the group is higher than that for the entire population. This may be dua 1o the fact that the group might cantain
households headed by university graduates wha have net started working yet or are smployed but receive very

low salaries (stagiaires working for Eurostat?).
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