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LONGITUDINAL POVERTY AND INCOME INEQUALITY
A COMPARATIVE PANEL STUDY FOR THE NETHERLANDS, GERMANY AND THE
UK

Ruud Muffels, Didier Fouarge & Ronald Dekker®

ABSTRACT

The increasing availability of longitudinal data on income in Europe grestly facilitates the
analysis of income and poverty dynamics. In this paper, the results of longitudinal data-
analyses on income and poverty in three European welfare states are reported. Using
panel data for Germany, the Netherlands and the UK a variety of longitudinal inequality
and poverty measures have been applied to revea these dynamics. The focus will be on
so-caled poverty profiles indicating whether people belong to the permanent poor, the
transient poor, the recurrent poor or the never poor. Multinomia regression models are
estimated that aim to explain the likelihood of belonging to each of the poverty profiles
over time and on the events that trigger the belonging to the poverty profiles over time.

Our results show that there is a great deal of economic mobility in and out of poverty
over time. Most of the poor are only poor for a short period of time but, nevertheless, a
substantial part of the population is found to be persistent poor. This is particularly the
case in the UK. In matured welfare states, income mobility and persistency of poverty are
co-occurring. Our analysis of poverty profiles shows that especially labour market events
trigger the belonging to the persistent, the recurrent or the transient poor.

Keywords. income dynamics, poverty, comparative analyss, welfare states, panel data,
multinomial regression
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NON TECHNICAL SUMMARY

The bulk of international comparisons of poverty and inequality only provide
snapshot information based on cross-sectional data. Such studies tend to
overestimate the degree of poverty and inequality because they do not account for
the dynamics of poverty and income. In this paper we apply some longitudinal
measures of poverty and inequality on the existing longer running panel data sets for
Germany, the Netherlands and the UK. The results are reported from two
perspectives. First, across welfare states, the question addressed is how welfare states
perform in terms of income redistribution and (persistent) poverty alleviation. Next,
across time, the focus is on a comparison of the short-, medium- and longer term
results in terms of poverty reduction.

Across welfare states, it is clear that the Dutch and German welfare states do an
excellent job in preventing poverty and inequality not only in the short-term but also in
the medium- and longer term without distorting efficiency to considerable extents. The
UK system produces higher levels of poverty, whether transient, recurrent or
persistent. Over a five-year period, the UK has 40% more recurrent and persistent
poverty than Germany or the Netherlands. Comparing the Dutch and German welfare
states it turns out that they are performing equally well in preventing welfare state
dependency in the medium- and longer term. Comparison of pre- and post-
government poverty rates makes clear that the market does a much poorer job than the
governments in preventing poverty in the short-, medium- and long-term.
Nevertheless the UK has to accept fairly high levels of recurrent and persistent poverty
among particular group such as the single parent families and the unemployed.

Across time, the Dutch and German welfare systems turn out to be very successful in
reducing inequdity and poverty, particularly in the longer term. But also the UK welfare
system is successful a reducing poverty but more so in the longer run than in the short run.
For al the countries, the UK included, it does not seem that the market can prevent the
existence of long-term poverty. On the contrary, it is through government intervention that
poverty is successfully tackled. Longitudina measures of poverty give a better, deeper view
on poverty and tell a different story than the usua snapshots. On the one hand, they show
that poverty is not reduced to be a problem for a smdl group of low-income people in
society. It appears a widespread socia phenomenon because in the longer run many more
people are prone to poverty than in the short run. On the other hand, it makes clear that
much of poverty in the longer run is only temporary. Many people have a single experience
of poverty and do not need much help to escape from poverty and to keep out of it. In
general there is much more economic mobility than the annual snapshots suggest even at



these low levels of income. There is another story told by these figures which is that, apart
from the high levels of economic mobility among the poor, there is much persstent
poverty. Income mobility and poverty persstence go hand in hand even in growing
economies and matured and developed welfare states. Our analyses suggest that both
household formation and labour market events are responsible for the mobility into and out
of poverty. Where the transent and recurrent poor share many characteristics of the
persistent poor, the likelihood of being part of a separated household, having a low
education level or low earnings is in al instances larger with the persistent poor. The
persistent poor share the experience of divorce and family breaks and the occurrence of
significant changes in the labour market status of household members due to work loss or
work gain. They have a lower human capital value and they lack the resources in terms of
skills, education and working experience that can be exchanged on the market for jobs.



1 INTRODUCTION AND OUTLINE

The focus in this paper is on poverty dynamics using income as the yardstick for welfare
comparisons across population groups. Previous international comparisons of poverty and
inequality have been generally based on annua cross-sectional data, of which the most
well known and comprehensive is the Luxembourg Income Study (Mitchell, 1991,
Smeeding et. d., 1993, Atkinson, Rainwater and Smeeding, 1995). Comparative studies
of income and poverty dynamics are just beginning to appear because there are not many
countries with longer running panels that permit to do these sorts of analyses. For three
countries there are panel data running for more than ten consecutive years. the US,
Germany and the Netherlands. Given that we want to focus on a comparison of European
welfare states we will not use the US data for presentation. A comparison with the US
can be found in earlier work on the issue (Headey, Goodin, Muffels & Dirven, 1997,
2000). Ten years seems sufficiently long to assume that the outcomes reflect the long-
term. In the UK, there is a panel running for five consecutive years which will be used in
for comparison. The five years of data for Germany, the Netherlands and the UK are
supposed to reflect the medium-term. Hence, in the paper, a comparison is made between
the short (annual) and medium-term (five years) results for three countries and the long-
term (ten years) results for two.

The first section of this paper deals with the definition of poverty and socia exclusion in
a dynamic perspective. In Section 2 longitudina definitions of poverty are explained.
Then the notion of longitudina poverty profiles is developed according to which a
distinction is introduced between transient, permanent and recurrent poverty. Since panel
data are used for the UK, Germany and the Netherlands, it is feasible to compare the
outcomes for three unique but clearly distinct types of welfare states. The data sets used
in this paper are briefly described in Section 3. In Section 4, comparative evidence is
presented on the longitudina inequality and poverty measures. Apart from statistical
measures applied on the individual level a brief discussion is opened on a model-based
measure of longitudina poverty. Then, in Section 6, the focus is on the events that trigger
the various sorts of poverty profiles over time. Some conclusions about the substantive
outcomes and future research are drawn in the last section of the paper.

2  LONGITUDINAL DEFINITIONS OF POVERTY
2.1 The concept of poverty
It goes without saying that since our research deals with poverty in affluent developed

societies the term poverty is primarily used in its relative meaning. This does not
necessarily imply that absolute poverty is fully absent in these societies —eg. the



homeless and illegal migrants- but that the incidence of absolute poverty is clearly much
lower compared to the incidence of relative poverty. As a yardstick for relative poverty
we use a measure of the income distribution being the half median equivalent income, as
adopted by the European Commission in much of their research on the issue. The
equivalence scale assigned to this poverty line is the so-called modified OECD-scale
which assigns a weight of 1 to a single person, 0.5 to every additiona person aged 14
years or more and 0.3 to every person aged less than 14.

In earlier work (Dirven, Fouarge, Muffels, 1998) a classification of poverty definitionsis
used based on two dimensions. The first dimension starts from the distinction between
direct and indirect definitions of poverty which was developed by Ringen some ten years
ago (Ringen, 1988). Before him, Sen (1979) dready made a distinction between the direct
method and the income method and Atkinson (1987) between the right to a minimum
level of resources and the attainment of a minimum standard of living. In all these
approaches income -or resources- definitions are distinguished from definitions in terms
of consumption patterns and standard of living. The so-called indirect method has been
used by Ringen to refer to income definitions, and the term direct to consumption,
deprivation or budget definitions (see also Muffels, 1993). Both types of definitions may
also be distinguished according to their mono- or multidimensional (inclusive) character.
The indirect method considers poverty as a state of low welfare or insufficient income
while the second sees poverty as a multifaceted or multidimensional deprivation concept
where material wellbeing is part of an inclusive list of resources and amenities. In this
paper we limit oursalves to the indirect method using income as a yardstick for welfare
instead of consumption or deprivation. Another possibility would be to pay attention to
the direct method and, in particular, the comparison of the income and consumption or
deprivation method. For an extensive treatment of this issue compare Calan, Nolan &
Whelan (1996).

The second dimension of our classification points to the distinction between static and
dynamic definitions of poverty. Terms like income poverty or relative deprivation are
generally conceived in their static meaning, as instantaneous notions of low income or
relative deprivation where the person or household isin at a certain point in time. In the
conventional approach there is little consideration for the longitudinal aspect of poverty.
In a dynamic approach, what matters is how poverty statuses evolve over time: whether
people are able to escape trangitory instances of poverty conditional on the length of stay
in poverty, how stable or unstable income positions are over time and whether poverty is
a recurrent phenomenon or not. In a dynamic approach the interest goes therefore to
longitudinal patterns of poverty and deprivation, and to the factors which determine the
process of impoverishment and exclusion from average living standards. This leads to a
matrix for the classification of poverty definitions as presented in Table 1.



Table 1. Conceptualisation of poverty definitions

Poverty definitions Static Dynamic
(dituation or state at one point  (process or evolution over
intime) time)
I ndirect
(income, command over Income poverty, — > Longitudinal poverty,
resources) income deprivation impoverishment
Direct
(consumption budget, Relative deprivation ~ — Longitudinal deprivation,
living standard) socia exclusion

Source: Berghman, 1995

The use of terms such as impoverishment, referring to low income, and socia exclusion,
referring to low consumption, mirror the longitudinal approach to poverty and the focus
on poverty dynamics. In the dynamic approach the attention goes to processes or the
sequence of life events leading people to enter or to escape from poverty. The
longitudinal concept of poverty adds the time dimension to the static poverty concept,
which makes it fundamentaly different. As Walker argued it is not just another
dimension: “it is the medium within which poverty occurs and shapes the experience of
being poor” (Walker, 1994: 11).

The time nature itself should be part of the definition since the experience of short-term
and long-term poverty, the welfare assigned to the poor’'s standard of living and the
strategies they adopt to cope with poverty and exclusion at the micro-level are quite
distinct. In the short run people may be able to make ends meet by drawing on ther
savings and reduce their expenditures, but for the longer run these strategies are often
insufficient to cope with the income shortfall. But apart from the magnitude of the
income shortfall -or poverty gap- and the duration -or spell-length- of the shortfall,
attention should be paid to the distribution of poverty across the population over time.
Particularly, its recurrent nature and therewith the prevalence of poverty in society over
time should be subject to the concern of academic researchers.

The digribution of poverty over time depends not only on the number of people in
poverty, but aso on the income mobility, the duration of poverty spells and the extent of
recurrent poverty. The higher income mobility or income volatility is in a certain time
period and the shorter the spell-duration, the higher the prevalence of poverty in society,
i.e. the proportion of people experiencing poverty at least once during the period. But
aso, the lower the share of recurrent poverty, the higher prevalence is. However, the
prevaence is directly affected by the length of the observation period. Given the extent of



poverty in society, alonger accounting period causes poverty rates to fal since short-term
changesin poverty statuses are evened out in the longer run.

Summarising, it is shown that the time dependent nature of poverty is characterised by
four dimensions:

- the length of the observation period;

- the length of the poverty spell;

- the extent of recurrent spells;

- the volatility and stability of poverty statuses over time.

These four dimensions of longitudinal poverty together determine the pattern or profile of
poverty for each individual over time. In the paper four types of poverty profiles are
distinguished:

- the persistent non-poor (never poor in the accounting period);

- the transient poor (once poor in the accounting period);

- the recurrent poor (more than once poor but never longer than two years);

- the persistent poor (poor for a consecutive period of at least three years).

The measure of persistency of poverty (being poor for at least three consecutive years) is
rather arbitrary although from earlier research (Headey et a., 1998) it is known that the
likelihood of escaping poverty diminishes rapidly after having resided in poverty for two
or more years. Given the longer running panel data, quite distinct poverty profiles can be
observed across the population.

Pre- and post-gover nment income

In assessing income, the objective is actualy to measure people’s command over resources
or the materia standard of living people can afford given their income. How income is
trandated into consumption and material standards of living is confounded by many factors
such as the size and composition of the household, the management skills of its members,
income pooling within the household or the savings behaviour. It is therefore assumed that
the wefare of each household bears a kind of curve linear relationship with the level of
cash income. In our approach the conventional wisdom is adopted of complete income
pooling within the household, attributing the same household income to every member of
the household. Economies of scale are accounted for by adjusting household income for
differences in household size and household composition. As mentioned aready, the
equivalence scale used is the so-called modified OECD-scale which assigns a weight of 1
to asingle person, 0.5 to every additional adult and 0.3 to every person below 14 years of
age.



The income definition applied in the paper is after tax disposable household income. Thisis
cdled post-government income and is equal to the total of gross labour income, asset
income and private transfers plus gross social security payments and public income
transfers minus direct taxes (income tax plus socia security contributions). Income does not
include the value of owner occupied housing nor the value of non-cash benefits. Pre-
government income equals post-government income minus net social security payments
and public income transfers. Paid taxes and socia security contributions are still included in
pre-government income. Pre-government income could be concelved as the incomes
people would receive in the absence of public benefits. Of course this can be criticised
since, obvioudly, if there were no government, no taxes or socia security contributions
would have to be paid, economic behaviour and most other forms of behaviour would be
very different and would lead to quite different distributive outcomes.

Pre- and post-government income is used to assess the redistribution by government
transfers. The redistribution figures therefore only account for the effect of socid security
transfers and not for the effect of taxes. The impact of government transfers on household
income is given by the following general formula (see also Kakwani, 1986):

Governmental = pre-government income - post-government income x

100%
Redistribution (%) pre-government income

The method can easily be applied to assess the redistributive effect of public transfers on
inequality and poverty. To assess the impact of government on poverty reduction the
procedure is ssmply to calculate the poverty rate for pre-government incomes, subtract the
poverty rate for post-government incomes, divide it by pre-government poverty and
multiply it by 100.

2.2 Empirical measures for longitudinal poverty

It is interesting to compare longitudinal measures of poverty for the three countries
with the conventional static measures that are still dominant in the political debate.
As static measures the conventional head count ratios are used: the percentage of
persons with an income below the poverty line.

Then for each of the four dimensions of longitudinal poverty different kinds of measures
are applied. For the length of the observation period, the panels a our disposa give us the
opportunity to make a distinction between short-term (one year), medium-term (five
years) and long-term (ten years) inequality and poverty. For the short- and medium-term
comparisons can be made across the three countries. However, for the long-term we only
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have data for Germany and the Netherlands. Since only annud information on the
poverty statuses is available, the length of the poverty spell is defined as the number of
years people are living in poor households from time t on given that these people live in
non-poor households at time t-1. The extent of recurrent poverty is measured by the so-
caled ‘poverty hit-rates over time or the frequency of poverty experiences during the
accounting period.

Two methods to measure the volatility and stability of income positions over time will be
used. The first method is the spell approach, derived from survival anayses in biological
research (life table analysis). It gives information about the exit or escape rate out of
poverty conditiona on being in poverty for a certain number of years. Wheress these exit
rates give information on the income mobility, the staying probabilities (the reverse of the
exit rates) render insight into the stability of income positions over time.

The stability of income positions is aso measured by a model-based approach of poverty
persistence derived from Duncan & Rodgers (1991). Persistent poverty is now defined asa
Stuation in which the permanent income is below the poverty line. The idea behind the
measure is that people have a rather permanent latent income-to-needs’ level from which
occasiona departures are possible because of temporary income shocks due to
(unyemployment, disahility, illness, overtime work, incidental income flows, etc. The model
is not able to identify individuas living in persstent poverty, since it can only provide a
population wide estimate of the existence of persstent poverty in society. In a separate
paper the modd is applied on the data for the three countries but the results are given and
shortly commented on in this paper.

1 For each person, the income-to-needs ratio equals the standardised income divided by the poverty
line.
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3 THEDATA

The Dutch Socio-economic Panel (SEP) began in 1984 with around 11,000 respondents
in 4,000 households, and has been enlarged on various occasions to get (and keep) it at a
level of about 5,000 households. All household member aged 16 and over are
interviewed. Initialy, interviews were carried out twice a year in April and October, but
in 1990 it was decided to switch to annual interviews. Previous to 1990 respondents were
asked for their net personal income the previous month. These data have been annualised
to produce a yearly income. From 1990 onward, however, respondents are asked for their
gross income in the previous year. Paid taxes have been estimated and subtracted in order
to produce a net yearly income. The income data for the Netherlands then run from 1985
to 1994.

The German data come from the German socio-economic panel (GSOEP). It began in
1984 in West Germany and, after reunification, was extended to cover the whole of
Germany in 1990. The initiad sample included over 16,000 respondents, with everyone
aged 16 and over in sample households being interviewed. Special over-samples of five
foreign (guest-worker) communities were included: Italians, Greeks, Y ugodavs, Spanish
and Turks. Weights are used to adjust for this and other sample biases. The German
Ingtitute for Economic Research and Syracuse University have produced matching files
for the German and American panels in which key variables relating to income, labour
force experience, taxes and transfers were coded identicaly to facilitate international
comparisons. The 1986 through 1996 waves of the data are used containing retrospective
income data for the year previous to interview. This means that income data are available
for Germany running from 1985 to 1995. However, no income data are available for East
Germans for the waves previous to 1992. When applicable, and unless otherwise
mentioned, the data presented here include both the Western and the Eastern samples. De
facto, the data for the Eastern sample are excluded from dl anaysis involving income
data from the waves prior to 1992.

The data set for the UK is the British Household Panel Survey (BHPS) which started in
1991. It has an initid sample of approximately 14,000 persons living in 5,000 households.
Like in the Dutch pandl, al household members aged 16 and over are interviewed and no
oversampling has taken place of particular population categories. In the BHPS, respondents
are asked to report on their gross income. The gross income variables refer to the period
of one year back up to August of the current year, the date of interview. Gross incomes
have been converted into net incomes, which are supplied in an unofficial supplement to
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the BHPS data (cf. Jarvis and Jenkins, 1998). Hence, gross and net income is available
for the UK for the years 1991 through 1995.°

Using these data, a longitudina data file has been constructed for al three countries. This
means that a ten-year comparable data set for Germany and the Netherlands is available,
with income data for the year 1985 through 1994, and a five-year comparable data set for
all three countries, covering the years 1991-1995 (1990-1994 for the Netherlands).

The results presented here are at the individual level. Information at the household has
been assigned to each individua in the household. The data are first weighted on a cross-
sectional basis to make them representative for the population of the particular country.
Next, longitudinal results have been weighted with a longitudinal weight in order to
correct for possible selective drop out.

4 SHORT-, MEDIUM- AND LONG-TERM POVERTY AND INCOME INEQUALITY
AND THE ROLE OF THE WELFARE STATE

4.1 Poverty

In Table 2 the short-, medium- and long-term poverty figures are given for the Netherlands,
Germany and the UK. The data in the table show that pre- and post-government poverty is
highest in the UK. Because of the high levels of pre-government poverty in the UK the
redistribution by the government in terms of reduction of pre-government poverty is about
equaly high as it is in the Netherlands and Germany. The high levels of pre-government
poverty indicate that in the UK people at the lower tails of the income distribution are very
dependent on the income transfer policies of the government to make a decent living.
Obvioudy, the market is unable to provide for decent labour incomes for low-income
earners. If the short-term are compared with the long-term results, it is apparent that for all
the three countries in the longer run the pre- and post-government poverty rates are lower
than in the short run athough the pre-government rates are not much lower. Presumably,
this is caused by a high level of income volatility or economic mobility, which means that
due to the operation of the market situations of income shortfal are, in quite some cases,
followed by instances of income surplus. One may presume that the government seems
capable of smoothing people’'s household incomes in the medium term by providing
adequate benefits in those instances that in any given year market income falls short of
providing a decent minimum income.

2 The 1995 gross income data cover in fact the period running from september 1994 to august 1995.
The net incomes used in this paper however refer to the weekly income at the date of interview
multiplied by 52 to arrive at annual incomes which are comparable to the net annual household
incomes for the other countries.
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That the medium-term results are much better for the UK than the short-term also indicates
that welfare state policies by the government are generaly more egditarian in the longer
term. Notice the smaller gap between the short- and medium-term for the pre-government
poverty rates compared to post-government rates. This suggests that it is certainly not the
market that evens out inequalities over time but particularly the operation of the welfare
state through income transfer policies. The downsizing of poverty in the longer run appears
due to the success of the market-government nexus. Notwithstanding, the success of the UK
government to reduce short and medium-term poverty, notice the higher levels of pre- and
post-government poverty in the UK in the short and in the medium term as well.
Particularly the high pre-government poverty figures indicate the widespread dependency
on government support for low incomes.

Table 2: Pre- and post-government poverty and welfare state redistribution
(percentages): short-, medium- and long-term

The Netherlands Germany UK
Pre Post Rediss Pre Post Rediss Pre Post Redis
tribu- tribu- tribu-
tion tion tion
Short-term
1987 26.4 6.4 78 29.2 7.0 76 - - -
1993 27.9 9.8 65 32.3 9.2 72 39.7 120 70
Medium-term
1985-89 25.0 3.7 85 26.6 4.0 85 - - -
1990(1)-94(5) * 26.9 4.8 82 28.7 4.8 83 37.3 6.7 82
Long-term
1985-%4 25.6 24 91 23.9 2.6 89 - - -

a datafor 1990-1994 for the Netherlands and 1991-1995 for the UK and Germany
Source: SEP (1985-1995), GSOEP (1986-1996) and BHPS (1991-1995)

4.2 Income inequality

A sort of smilar story can be told if the focus shifts from poverty to income inequality
measures where again the ideais to look at the difference between the short-, medium- and
long-term results for the three countries. The measures gpplied here are the 80/20 and 90/10
decile ratios of equivaent pre- and post-government income and the Gini inequality
measure’,

3 For a population n with an income distribution vectory (y1 £ y2 £ ... £ yn), the Gini (G) coefficient is

defined as follows: g(y.n)= 1 a a" ly- y,-| ; Where n is the number of income recipients, y;
S op?m i =l

the adult equivalent income of the ith recipient (i=1, ... n) and nrthe average income.
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The picture of inequality for the three countries is more or less identica to the one for
poverty (

Table 3). The picture changed a bit since for the first five-year period the German
government did a better job than the Dutch one to reduce inequality. In the early 1990s both
countries performed equaly well in reducing inequdity at least for the medium-term but in
the long-term the Dutch government still does a better job than the German one. In genera
the differences are small between the countries. Looking at the UK, though till the country
with the highest post-government inequdity, it now even performs better in reducing
inequality for the medium term compared to the Netherlands and Germany. Again, take
notice of the high level of pre-government inequdity in the UK, which suggests that in the
counterfactual when the government does not intervene, market operation would lead to
high inequalities in labour and investment incomes. For al the three countries the medium-
term and long-term inequality is, as expected, lower than the short-term one. If a better ook
is taken at the long-term results, for the ten-year period 1985/6-1995/6, the outcomes for
Germany and the Netherlands appear very smilar in terms of pre- and post-transfer
inequality according to the 80/20 equivaent income decile ratio. Note that the short-term
pre-government decile ratios in Germany are rather high. When public transfers would be
withdrawn from post-government income, in the counterfactua it likely will have a
substantial negative income effect. This holds especidly for the elderly since their earning
income is likely rather low. One possible reason for this is aso the design of the German
penson system. The German pension system relies more on the firgt pillar, the basic
pension while supplementary pension income from the second and third pillar is more
substantial in the Netherlands and the UK.

It appears that the differences across the countries are larger for the 90/10 ratio than for
the 80/20 ratio. The UK has clearly more inequality than Germany and the Netherlands,
in the short-term but aso in the medium-term. The reason for this is likely the larger
share of very low incomes in the UK compared to Germany and the Netherlands. This
might reflect a lower level of the safety net in the UK for people dependent on a
minimum labour income or a socia assistance benefit.
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Table 3: Decile ratios (80/20 and 90/10) of equivalent pre- and post-gover nment
income and welfare state redistribution (in per cent) in the Netherlands, Germany
and the UK’

80/20 Decile Netherlands Germany UK
Ratio

Pre Post Redist. Pre Post Redist. Pre Post Redist.
Short-term
1987 5.0 2.0 60% 11.4 2.0 82% - - -
1993 6.8 2.2 68%  20.1 21 0%  10.1 28  73%°
(90/10) (3. (35 4.2
Medium-term
1985-89 34 1.8 48% 4.8 1.9 60% - - -
(90/10 retio) (2.9 (2.6)
1990(1)-94(5)° 4.9 2.0 59% 5.0 1.9 61% 17.0 24 86%
(90/10 ratio) 2.7) (3.0 4.8
Long-term
1985-%4 4.1 1.8 56% 3.2 1.8 44% - - -
(90/10 retio) (29 (25

* Negative and zero incomes are put to 1

a For the UK in 1993 the second decile consists of pre-transfer incomes close to zero for which
reason the 80/20 ratio appeared extremely high. Since the incomes at the lower and top end of the
distribution are generally less reliable we believed that more reliable estimates could be obtained
by calculating the 90/30 decile-ratio for that particular year.

b: data for 1990-1994 for the Netherlands and 1991-1995 for the UK and Germany

Source: SEP (1985-1995), GSOEP (1986-1996) and BHPS (1991-1995)

In Table 4 evidence is presented on the Gini coefficient, a widely used and well-known
measure of income inequality. Again, results are presented for pre- and post-government
figures to examine the presumed egdlitarian effect of public transfers for the short-,
medium- and long-term. The results confirm the earlier findings. Particularly pre-
government income inequality is highest in the UK whereas post-government inequality is
more or less equa to the other two countries. The public transfer system in the UK is
therefore as egditarian as the transfer systems in the Netherlands and Germany. Comparing
the latter two countries it appears that pre-government inequality is dightly higher in
Germany whereas post-government inequality is about the same for Germany compared to
the Netherlands. For that reason redistribution by public transfersis a bit higher in Germany
compared to the Netherlands particularly for the short-term. For the long-term Germany
and the Netherlands look very similar with respect to the egditarian effect of public
transfers.
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Table 4: Gini coefficient equivalent income and redistributive effect (in per
cent) for the Netherlands, Germany and the UK”

Netherlands Germany UK
Pre Post Redist. Pre Post Redist. Pre Post Redist.

Short-term
1987 403 275 32 424 256 40 - -
1993 431 311 28 449 275 39 515 313
Medium-term
1985-89 349 220 37 384 221 42 - -
1990(1)-94(5) * .390 .250 36 406 242 40 479 .280
Long-term
1985-%4 352 211 40 357 .209 141 - -

39

42

* Negative and zero incomes are put to 1
a datafor 1990-1994 for the Netherlands and 1991-1995 for the UK and Germany
Source: SEP (1985-1995), GSOEP (1986-1996) and BHPS (1991-1995)

4.3 Recurrence of poverty

As was illustrated earlier, apart from the length of the time period the definition of
longitudina poverty should account for the prevaence of poverty in society, i.e. the
number of people at least once poor in the accounting period. First, some results are given
on recurrent poverty based on the poverty hit rate, the frequency of poverty hits in the
accounting period.

The post-government poverty figures for the five-year period 1991-1995 reved that for the
Netherlands and Germany about one in five people are prone to fall in poverty at least once.
Hence, more than 80 per cent of al the people in these countries is never poor. In the UK,
amost one in three persons experience poverty a least once in the early 1990s. If the
accounting period is twice as long, ten years, one in four person in the Netherlands
experience a least a single poverty spell. The prevaence of poverty is therefore much
higher than the annua ‘snapshots of poverty show. The risk of falling into poverty seems
quite widespread among the population. In the medium-term, more people in the UK are
frequently hit by poverty than in Germany and the Netherlands. Poverty persistence seems
to be only dightly higher in the UK indicating again that in the medium term the
government does not do a bad job in preventing poverty. The pre-government figures show
the market to be more inegdlitarian in the UK for the medium term compared to the other
two countries.

The German and Duich figures for the shorter as well as for the longer accounting period
look very smilar. Comparison of the pre- and post-government figures show that
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particularly for the Netherlands and Germany the system of public transfers leads to alarge
reduction of the prevalence of poverty in society but not in al instances.

Table 5: Recurrence of poverty (poverty hit rates, in per cent) in the Netherlands,
Germany and the UK

Poverty hit rate The Netherlands Germany UK

Pre Post Pre Post Pre Post
1985-1989
Never 58 34 60 86 - -
Once 11 10 8 7 - -
2X 5 2 5 3 - -
3 X 5 2 3 2 - -
4 X 7 1 4 2 - -
5x 14 1 20 1 - -
1990(1)-1994(5)*
Never 61 82 56 82 46 72
Once 8 10 9 8 9 13
2 X 4 3 6 4 6 7
3 X 4 2 5 3 5 4
4 X 5 1 5 1 6 3
5x 19 2 20 1 27 2
1985-1994
Never 50 75 51 79 - -
Once 9 13 10 10 - -
2X 5 5 6 3 - -
3x 4 3 4 2 - -
4 X 3 1 3 2 - -
5x 4 1 3 1 - -
6 X 4 1 3 1 - -
7X 2 0 2 1 - -
8 X 3 0 3 1 - -
9x 5 1 3 0 - -
10 x 12 1 14 1 - -

a: data for 1990-1994 for the Netherlands and 1991-1995 for the UK and Germany
Source: SEP (1985-1995), GSOEP (1986-1996) and BHPS (1991-1995)

The Dutch and UK social security system look like they make more people single year poor
than would have been the case if there were no government transfers and people had to live
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from their pre-government or market income. But as was concluded esewhere, far from
being bad news this is actually good news since these people would have been poor two
years or more if there were no government transfers (cf. Headey et d., 1997). Particularly in
the UK the number of pre-government persistently poor, being poor for the whole 5-year
period, is very high, i.e. 27%.

Considering the effect of transfer systems some interesting results are found. For the
UK the downsizing effect of public transfers on longitudinal poverty is particularly
significant for the persistent poor and less so for the transient poor. This could signal
the role of targeting of public income transfers to the ‘deserving’ (persistent) poor
which is a typical feature of ‘Atlantic’ social security systems.

In al three countries the evidence suggests that the recurrence of poverty is less of a
problem than persstent poverty. The mgority of the people is never poor, a significant
proportion is once poor but the number of people being frequently poor in a given time
period is rather limited except for the UK. A better picture can be obtained if poverty
profiles are taken into consideration.

4.4 Poverty profiles

From the previous table, it turns out that many people never experience poverty whereas
others experience quite long stays in poverty. Some have a single experience of poverty
during their lifetime and others move into poverty at regular occasions but only for a very
short period of time. A better view on the distribution of poverty over time can be obtained
by poverty profiles. A poverty profile permits to make a distinction between the never poor,
the single year or transient poor, the multiple year poor or the recurrent poor (more than
once poor but never longer than two years) and the persistent poor (at least three
consecutive years in poverty).

These are very different for various population groups dependent on their income and
money flows over time. Poverty profiles combine the information on prevaence and on
duration of poverty. In Table 6 some evidence is presented. It shows how poverty is
distributed across the various profile groups. The results speak for themselves and tell a
similar story as before. Whereas the incidence of poverty a an annual basis was found to be
highest in the UK, the data dso show the higher prevaence of transent, recurrent and
persistent poverty in the UK compared to the other countries. In the UK 40 per cent more
people are persistent poor than in the Netherlands and Germany. Also the number of
transient poor is 40 per cent higher in the UK. The number of recurrent poor is more than
twice as high in the UK asin the Netherlands.
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Table 6: Post-government poverty profiles (in per cent) for the Netherlands,
Germany and the UK 1990(1)-1994(5)*

Poverty profiles Netherlands Germany UK
Never poor 819 824 717
Transient poor 9.7 8.4 134
Recurrent poor 4.4 54 9.5
Persistent poor 4.0 3.8 55

a datafor 1990-1994 for the Netherlands and 1991-1995 for the UK and Germany
Source: SEP (1991-1995), GSOEP (1992-1996) and BHPS (1991-1995)

Though the extent of transent poverty is lower in Germany than in the Netherlands, the
percentage recurrent poor is higher. No significant difference is found in terms of persistent
poverty between the two countries.

4.5 Poverty spells

From the findings presented earlier it might be concluded that the longitudina poverty
concept is multifaceted and complex. For a good understanding it is required to distinguish
between the various forms of longitudina poverty as they become manifest over time. The
poverty hit rates just count the number of times people are poor within the accounting
period and therefore say little about the duration of poverty. The poverty profiles combine
the information on prevalence and on duration i.e. the length of the poverty spell but ill
bear a methodological weakness. It mistakenly does not correct for the impact of left and
right censoring. Even when people are poor for all of the years for which the data give the
information, it is not known exactly how long the spell has lasted since the beginning nor
the ending of the spdll is known (left and right censoring).

In the next andysis (see Table 7), left censored spells, for which the dtarting date is
unknown, are excluded from the analysis but right censored spells are included. Contrary to
what might be expected beforehand, the distribution of pre-government spell is very similar
in the three countries. The pre-government evidence shows that in the counterfactual of no
government intervention, the market would produce smilar levels of poverty persstency
across countries. Nevertheless, pre-government poverty spells tend to last long in both
countries indicating that the market does a poor job in terms of preventing persistent
poverty. Government interventions are needed to shorten spells of poverty. Post-
government poverty spells therefore, appear to be much shorter. After three years about 20
per cent of the people who started a spell three years earlier are ill poor and were not
capable of escaping from poverty. The post-government surviva rates for the UK are
dightly higher than for the Dutch and German Situation. These outcomes do not support the
hypothesis that there is a strong efficiency-equity trade-off.
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Table 7: Duration of poverty spells: Cumulative staying probability (in per cent) for the
Netherlands, Germany and the UK

Cum. Staying TheNetherlands Germany UK
probability Pre Post Pre Post Pre Post
1985-1989

After 1 year 63 43 66 49 - -
After 2 years 56 30 53 38 - -
After 3 years 53 24 50 24 - -
1990(1)-1994(5)*

After 1 year 65 40 69 48 69 a7
After 2 years 55 23 538 30 57 29
After 3 years 50 22 51 20 50 23
1985-1994

After 1 year 55 32 66 45 - -
After 2 years 46 20 54 31 - -
After 3 years 39 15 48 20 - -
After 4 years 35 12 43 12 - -
After 5 years 32 11 37 7 - -
After 6 years 29 10 35 7 - -
After 7 years 29 10 33 5 - -
After 8 years 29 10 32 5 - -

a datafor 1990-1994 for the Netherlands and 1991-1995 for the UK and Germany
Source: SEP (1985-1995), GSOEP (1986-1996) and BHPS (1991-1995)

Most spells end within the first and second year after they began. After the second
year, the likelihood of escaping poverty diminishes rapidly. The results for the five year
period should be taken with caution because of the limited time span. However, if a
longer observation period of ten years is taken, the results do not change much. In the
longer run, most poverty spells also tend to end within the first three years after a spell
beginning. If spells last longer than three years, the likelihood of escaping from poverty
is extremely low.

Pre-government spells in Germany last a bit longer than in the Netherlands. This is
also the case for post-government poverty spells. Note, however, that after six years in
the Netherlands nobody seems to be able to escape from poverty anymore, whereas in
Germany still a small portion of the people is capable of doing that.
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5 A MODEL BASED MEASURE OF PERSISTENT POVERTY

The fourth and last dimension of longitudina poverty that is discussed here is the stability
of income positions over time. The data presented previoudy also provided information on

the gability of individual income postions. These individual data suggest that income

voldtility is relatively high. Another way to assess the stability of income positions over

time is by applying a modd-based and therewith population wide measure of income

stability over time. The idea behind this model is that what redlly matters for people in the

long run is their permanent income. The basic assumption is that people have a kind of

latent long-term income-to-needs level from which occasiona departures are possible due

to temporary income shortfals or income surpluses associated with the occurrence of

various sorts of events, such as (un)employment, disability or illness, overtime work or

working time reductions. In a separate paper (Fouarge et a., 2000) a model-based measure

of persstent poverty has been estimated that follows the methodology that Lillard and

Willis (1978) applied on earnings mobility data The modd has been applied for the

estimation of permanent income-to-needs ratios and persstent poverty (Duncan and

Rodgers, 1991). The modd can be estimated with or without explanatory variables. In the
first case when appropriate variables are added to it, the model could aso be used to
monitor changes in permanent income-to-needs positions due to the occurrence of certain

life events such as loosing a job, work-time reduction, marital dissolution or early

retirement. Here, the results are presented of a model without covariates (model 1) and a
model with inclusion of household formation variables (modd 11).*

The egtimates for the seven year period 1988(9)-1994(5) show that the extent of persistent
poverty in the Netherlands and Germany is about the same, 2.0 and 1.6 per cent (Table 8).

For the UK persistent poverty is highest among the three countries, 5.5 per cent. These
results confirm the findings presented earlier for the individua measures of income
volatility and stability over time across the three countries.

Viewing the results for model 1l with incluson of household formation variable, it

appears that lone-parents are clearly worst off. The persistent poverty rate for lone-parent
households is much larger than for the other household types. Persistent poverty among
single elderly women is larger than average in al countries, but more so in the UK.

4 Here, we briefly present the results of the estimations conducted in another paper (Fouarge &
Muffels 2000) using seven year of panel data for all three countries. For more details about the model
specification and the estimation procedure, the reader is refered to that paper.
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Table 8: Persistent poverty estimates (in per cent) for the Netherlands, Germany and
the UK. Results of fixed effect panel regression models

The Netherlands  Germany UK
(1988-1994) (1989-1995) (1991-1997)
Model 1. Proportion in persistent 2.0 16 55

poverty (%) (model  without
covariates)
Model 1l. Proportion in persistent

poverty (%) (model with covariates)

- Single ederly man 25 0.8 11.0
- Single elderly woman 4.8 6.1 24.8
- Couple, male head, children 2.3 13 3.7
- Couple, female head, children 11.0 24 4.8
- Lone parent 222 29.5 38.6

a datafor 1988-1994 for the Netherlands and 1989-1995 for Germany and 1991-1997 for the UK
Source: SEP (1989-1995), GSOEP (1990-1996) and BHPS (1991-1997)

Perhaps more surprising is the high rate of persistent poverty for female headed
households with children in the Netherlands compared to the other two countries.
Obvioudy, they have few chances to escape from poverty through household formation
events ([relmarriage) or labour market events (acquiring a long-hours paid job) and
therefore are deemed to stay into poverty until children has grown up. The evidence
indeed shows that remarriage rates in the Netherlands are rather low as are the
opportunities to childcare relief.

6 POVERTY PROFILES AND THEIR DETERMINANTS

The analyses so far have given a brief description of the achievements of various
sorts of welfare states as they currently exist in the three countries with respect to the
reduction of short and long term poverty and inequality. The picture of the
performance of the welfare states changes when we move on from the conventional
static to the dynamic approaches of poverty and inequality. The conclusion was that
over time twice as many people are prone to fall into poverty at regular occasions in
the observation period compared to the conventional annual snap-shots. The
economic mobility in the three countries, but particularly in Germany and the
Netherlands, is higher than expected. According to neo-classical theory these
matured and fairly generous welfare states might cause disincentive effects that
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negatively affect mobility rates. Most people, when they fall into poverty, seem
capable of moving out rather quickly through labour market changes, changes in
household formation events or household budget strategies.

Recurrent poverty appears less of a problem for the three welfare states than
persistent poverty although the number of people in recurrent poverty, particularly in
the UK, is quite high. This reasoning holds only when recurrent poverty is not a pre-
state or entrance gate to persistent poverty. In this part this issue will be examined in
more detail. The question is particularly to what extent the persistent poor are
different from the transient and recurrent poor. Persistent poverty appears rather
modest in the long-term, but rather substantial in the medium term. But even if
persistent poverty is on average low it should be of concern for policy makers since
the likelihood of extended stays in poor living conditions rapidly rises with increasing
spell length and might create social and social-psychological problems at the personal
level. Persistent poverty is also of concern since it is very unevenly spread across the
population and hits particular vulnerable groups in society. In this section the
determinants of the different poverty profiles are examined. Particularly interest
exists in the events that trigger the belonging to different poverty profiles or poverty
“careers”.

Multinomial logit models® are estimated for the likelihood of belonging to each of the longitudinal
poverty profiles, being never poor, transient, recurrent or persistent poor. In the model, four types
of variables are included which are likely important factors that trigger the existence of these
different profiles:

- Personal and household characteristics such as age, sex, marita status, household
composition, number of children, divorced, widowed;

- Socio-economic characteristics like education level, labour market status or
socio-economic status (disabled, retired, socia assistance);

- Household formation events during the observation period (marriage, divorce or
Separation);

- Labour market events (find work, lost work, increase in number of workersin the
household, decrease in working members, more working hours, less working hours).

The multinomial model that is estimated distinguishes four poverty states (never poor,
transient poor, recurrent poor and persistent poor) where the ‘never poor’ act as the
reference group. The probability of being in either state as compared to the ‘reference
state’ is given by the following equation:

5 Models are estimated in STATA version 6.0.
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withdJ=4(0) =0, 1, 2 3), ] =0 being the reference state and K the number of
explanatory variables. These probabilities are computed for each individua on the basis
of al relevant characteristics.

The results are given in Table 9, Table 10 and Table 11 for the Netherlands, Germany and
the UK, respectively. The results for al of the three countries look plausible. The fit of
the estimated models is very good. Let us first look at the results for belonging to the
persistent poor compared to being never poor during the five-year observation period
(1991-1995).

For the Netherlands it is found that the young heads of households are much more prone
to poverty persistence than the elder heads. Male heads of households are less likely
persistent poor than female heads. Note aso the very strong impact of the number of
children on the likelihood of persistent poverty. If the impact of household formation
events is looked at, it is clear that separation during the observation period strongly
increases the likelihood of poverty persistency. Though separated (widowed or divorced)
heads at the beginning of the spell have higher chances to become persistent poor, lone
parents are less likely persistent poor compared to unmarried singles. It is clear that
widowhood and divorce raises the likelihood of poverty persistence, but the care for
children raises the necessity to earn additional income to cover the additional costs for
child-care. Married heads running into poverty have less chances to escape from poverty
than single persons probably because of lack of labour market opportunities. Labour
market related variables appear to exert even a stronger impact on persistent poverty. The
more people work in the household the less likely the household falls into poverty. For
the same reason households where the head is unemployed at the beginning of the
poverty spell are more likely persistent poor. If the head or a household member looses its
job the likelihood of persistent poverty increases strongly and the reverse holds if they get
into work. Given the impact of labour market events on the likdihood of becoming
persistent poor it is interesting to look at the impact of human capital variables. A low
educational level has a positive impact on poverty persistence. Education, even at the
lower layers of the labour market, pays in terms of preventing people from persistent

poverty.

The results for the other countries are more or less smilar. For the UK and Germany it is
found that households with a separated head are more likely persistent poor. The larger
the number of children the more likely the household becomes persistent poor. Elder
heads are smilarly to the Netherlands less likely persistent poor although for household

25



members the likelihood of escaping from poverty falls with increasing age. For Germany
and the Netherlands separation during the time of the spell has again a strong impact on
the likelihood of being persistent poor.

The effects for the labour market variables and labour market events are similar to the
effects found for the Netherlands. The more workers there are in the household the less
likely the household members are persistent poor. Loosing a job during the observation
period by ether the head or the household member raises the probability of becoming
persistent poor. However, in Germany, the variable ‘finding work’ at the individual level
has a positive effect on the likelihood of being persstent poor. This effect could be
attributed to the role of marginal or precarious jobs (flexible, temporary jobs) which offer
little opportunities, given their low pay, to escape from poverty. A high educational level
decreases the likelihood of being persistent poor in Germany but not in the UK. However,
as in the Netherlands, and unlike Germany, a lower educational level raises the
probability of being persistent poor in the UK.

To what extent are the persistent poor different fromthe recurrent and transient poor?

The evidence in this paper suggests that the sorts of variables that explain the
belonging to the transient, recurrent or persistent poor are the same for all of the
various categories. The magnitude of the effects, however, is larger for the persistent
poor than for the recurrent poor, and the effects for the recurrent poor are stronger
than for the transient poor. The persistent poor are more prone to belonging to a
household with a separated head or where separation occurs during the spell and by a
lower equivalent net household income, a lower education level, less annual working
hours, a higher age of the household head and higher unemployment and disability.
The recurrent poor are a bit less old, less often unemployed, more of them have a
job and their average earnings are higher. The transient poor are on their turn doing
a bit better than the recurrent poor in terms of the impact these variables have on
poverty persistence. The belonging to either one group seems particularly affected by
human capital characteristics and caring obligations. The weaker the association with
the labour market is -because of obsolete skills, low qualifications, or a low human
capital because of age or caring duties- the higher the likelihood of being persistent
poor. In the Netherlands and the UK about 80% of the persistent poor are
unemployed. More than 60% of the recurrent poor and less than 50% of the
transient poor are unemployed. In Germany these figures are 53%, 50% and 34%
for, respectively, the persistent, the recurrent and the transient poor.
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Table 9: A multinomial logit model for being in either of the four poverty states:
never poor, transient poor, recurrent poor or persistent poor, 1990-1994 for the

Netherlands

Referencestate: Transient poor
never poor
Cosf. Z

Coef.

Recurrent poor

Z

Cosf.

Persistent poor

Z

N=6,557; LR Chisg=2,083; Log likelih.=-2,624; Pseudo Rsg=0.284

a. Personal and household characteristics

Elderly -0.344 -1.053
Elder head 0.357 1.106
Young 0.195 1.187
Y oung head 0.819* 2.892
Mde -0.004 -0.038
Male head -0.305 -1.299
Number of children 0.056 1.030
Married head -0.037 -0.169
Separated head 0.236 1.007
Lone parent 0.218 0.747
b. Socio-economic characteristics
Household -0.128* -16.615
income/1000

Lower educated head  0.140 1.077
Higher educated head 0.617* 4.621
Number of employed  -0.277* -2.652
Employed 0.063 0.583
Head not employed 0.382 1.889
¢. Household formation events during spell

Head married -0.073 -0.220
Head separated 1.803* 10.092
d. Labour market events during spell

Head lost work 0.751* 3911
Head found work 0.471 1.807
Lost work -0.060 -0.266
Find work 0.459* 2.266
More workers -0.637* -3.558
Lessworkers 1.066* 6.221
Constant 0.007 0.022

-0.825
-0.937
0.499
0.107
-0.069
0.600
0.051
-0.397
0.300
-0.166

-0.187*

0.04
0.399
-0.987*
0.077*
1.196

-0.258
1.814*

1.447*
-0.295
-0.219
0.137
0.229
1.613*
-0.446

-1.400
-1.703
1.925
0.241
-0.425
1.791
0.607
-1.315
0.919
-0.416

-16.821

0.288
1.706
-4.661
0.503
3.734

-0.449
6.884

4.546
-0.882
-0.607
0.465
0.896
5.444
-0.870

-1.259
-0.914
-0.145
2.944%
-0.020
-1.533*
0.396*
2.616*
1.567*
-1.364*

-0.187*

0.410
0.197
-0.127
-0.373*
4.578*

0.123
1.167*

3.837*
-0.749
0.146
0.362
-0.528
0.613
-4.532*

-1.504
-1.274
-0.414
5.060
-0.0%4
-2.461
3.850
3534
2.678
-2.536

-13.960

1.781
0.498
-0.566
-1.961
8.737

0.139
2.994

7.192
-1.781
0.341
0.828
-1.331
1.647
-5.551

*: coefficient significant at the 5% level
Source: SEP (1991-1995)
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Table 10: A multinomial logit model for being in either of the four poverty states. never
poor, transient poor, recurrent poor or persistent poor, 1991-1995 for Germany

Reference state:
Never poor

Transient poor

Recurrent poor

Persistent poor

Cosf. Z

Coef.

4

Cosf.

4

N=12,492; LR Chisg=4,137; Log likelih.=-5,686; Pseudo Rsg=0.267

a. Personal and household characteristics

Elderly 0.130 0.502
Elder head -0.793* -3.183
Young 0.245* 2.295
Y oung head 0.726* 4,109
Mde -0.179* -2.475
Male head 0.474* 5.470
Number of children 0.136* 3754
Married head -0.696* -5.742
Separated head 0.667* 4,442
Lone parent 0.578* 3463
b. Socio-economic characteristics
Household -0.113* -19.671
income/1000

Lower educated head  -0.207* -2.755
Higher educated head -0.391* -2.663
Number of employed  -0.215* -3.101
Employed 0.037 0.310
Head not employed 0.727* 5.486
c¢. Household formation events during spell

Head married -0.749* -3.728
Head separated 1.419* 11.829
d. Labour market events during spell

Head lost work 1.143* 8.943
Head found work 0.313 1.642
Lost work -0.042 -0.278
Find work 0.124 0.755
More workers -0.286* -2.223
Lessworkers 0.724* 6.296
Constant -0.039 -0.200

-0.329
-1.111*
0.203
0.691*
-0.232*
0.616*
0.272*
-1.122*
0.078
0.332*

-0.228*

0.268*
-0.212
-0.716*
-0.107
0.406*

-0.651*
1.480*

1.109*
0.020
0.125
0.347

-0.655*

1.283*

1.935*

-0.819
-2.967
1439
3.160
-2.355
5.212
6.059
-7.559
0.408
1.626

-23.822

2.754
-0.948
-6.727
-0.639

2.322

-2.556
8.846

6.477
0.076
0.606
1.607
-3.655
7.898
7.458

-0.266
-1.172*
0.190
0.464
-0.124
0.402*
0.219*
-1.039*
0.094
0.965*

-0.288*

0.057
-0.807*
-0.907*

-0.419
0.573*

-0.509
1.498*

0.779*
-0.095
0.257
0.496
-0.870*
2.060*
2.333*

-0.506
-2.416
1.025
1.692
-0.962
2.644
3.645
-5.605
0421
4.216

-22.284

0.447
-2.222
-5.847
-1.764

2462

-1.591
6.975

3.402
-0.285
0.910
1.753
-3.418
9.424
6.983

*: coefficient significant at the 5% level
Source: GSOEP (1992-1996)
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Table 11: A multinomial logit model for being in either of the four poverty states:

never poor, transient poor, recurrent poor or persistent poor, 1991-1995 for the UK

Referencestate:
Never poor

Transient poor

Recurrent poor

Persistent poor

Cosf. Z

N=7,118; LR Chisg=3,073; Log likelih.=-4,502,

Cosf.

y4

Cosf.

4

Pseudo Rsg=0.254

a. Personal and household characteristics

Elderly 0.222 0.737
Elder head -0.526 -1.786
Y oung 0.114 0.893
Y oung head 0.281 1.298
Mde 0.110 1.356
Male head 0.091 0.896
Number of children 0.204* 4.628
Married head -0.223 -1.881
Separated head 0.829* 4.769
Lone parent -0.188 -0.94

b. Socio-economic characteristics
Household equivalent  -0.191* -12.055
income/1000

Lower educated head  -0.148 -1.239
Higher educated head  -0.481* -3.482
Number of employed  -0.521* -6.147
Employed -0.174 -1.183
Head not employed 0.121 0.763
¢. Household formation events during spell

Head married -0.382 -1.657
Head separated 0.499* 3.169
d. Labour market events during spell

Head lost work 0.818* 5.614
Head found work 0.126 0.663
Lost work 0.192 1.057
Find work 0.204 1.251
More workers 0.236* 1.967
Lessworkers 1.051* 7.532
Constant -0.134 -0.550

0.201
-0.932*
0.349*

0.219
-0.014

0.036
0.381*
-0.562*

0.318
-0.245

-0.451*

0.075

-0.036
-1.051*
-0.006
0.486*

-0.036
0.912*

0.757*
-0.002
0.659*
0.246
-0.717*
1.734*
0.811*

0.531
-2.518
2.145
0.885
-0.131
0.271
7.007
-3.836
1571
-1.089

-16.176

0.422
-0.174
-7.809
-0.030

2.305

-0.131
4.855

3.668
-0.008
2.589
1.049
-3.790
8.861
2467

1.120*
-1.442*
0.195
-0.069
0.052
-0.270
0.592*
-0.656*
0.558*
-0.563*

-0.584

1.499*
1.452*
-1.067*
0.027
0.818*

0.180
1.245*

0.465
-0.939*
0.865*
-0.694*

0.254
1.454*
-0.856

2.031
-2.649
0.9%4
-0.211
0.378
-1.643
9.160
-3.617
2.396
-2.108

-14.326

3.913
3.498
-5.644
0.094
3.006

0.574
4916

1.460
-3.138
2.264
-2.039
1.230
4.997
-1.660

*: coefficient significant at the 5% level
Source: BHPS (1991-1995)
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Time varying variables

Although these findings reveal what might be expected beforehand, the models have one
important drawback: they assume that the poverty career is determined by characteristics
a the beginning of the observation period. The models estimated in this paper cover a
five-year period. The time between the start of the poverty spell and the beginning of the
observation period is on average two and a haf years. When the time horizon is longer,
say ten years, then the sSituation of, on average, five years back is assumed to determine
the occurrence of a poverty profile. Thisis arather long period in which much may have
changed. Although some of the variables included in the model are time invariant, most
are not. For that reason, it is better to look at individua, household and labour market
characteristics just before the start of a poverty profile and to assess the impact of life
events occurring in the period just before the beginning up to just a the end of the
poverty spell. This means that the models should take account of the timing of these
variables. This constitutes the subject of current research.

7  CONCLUSIONS

The aim of our research is to develop longitudind measures of poverty and inequality, to
apply them on some of the longer running panel studies and to examine their usefulness for
policy purposes with respect to European social policy. These measures will then in a later
step be applied on the ECHP data. In this paper we applied some of these longitudinal
measures of poverty and inequality on the existing longer running panel data sets for
Germany, the Netherlands and the UK. The results are reported from two perspectives.
First, across welfare states, the question was addressed how do wdfare states perform in
terms of preventing poverty and particularly poverty persistence. Next, across time, the
focus was on a comparison of the short-, medium- and longer term results in terms of
preventing poverty (Germany and the Netherlands for ten years, five years for al three
countries) .

Across welfare states it is clear that the Dutch and German welfare states do an excellent
job in preventing poverty and inequality not only in the short-term but also in the medium-
and longer term without distorting efficiency to considerable extents. The UK system
produces higher levels of poverty, whether trangent, recurrent or persistent. The UK has
40% more recurrent and persistent poverty over a 5-year period than Germany or the
Netherlands. Comparing the Dutch and German welfare systems it turns out that they are
performing equaly well in preventing welfare state dependency in the medium- and longer
term. Compared to Germany and the Netherlands, the UK does a poorer job but mostly in
the short-term. In the longer term the redistribution results become much better and similar
to the ones for Germany and the Netherlands. Comparison of pre- and post-government
poverty rates makes clear that the market does a much poorer job than the governments in
preventing poverty in the short-, medium- and long-term. Particularly in the UK the pre-
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government poverty rates are higher in the medium than in the short-term whereas the post-
government poverty rates are lower. The overall performance of these systems to reduce
recurrent and persistent poverty and inequaity appears very successful in Germany and the
Netherlands, but aso in the UK with a different and more liberd tradition of the set-up of
the welfare system. Nevertheless the UK has to accept fairly high levels of recurrent and
persistent poverty among particular group such as the single parent families and the
unemployed.

Acrosstime, it was aready noticed that these governments perform better in the medium-
and longer term than in the short-term. The Dutch and German welfare systems are very
successful in reducing inequdity and poverty, particularly in the longer term. But aso the
UK wefare system is successful at reducing poverty but more so in the longer run than in
the short run. For al the countries, the UK included, it is not the market that can prevent the
existence of long-term poverty. On the contrary, it is through government intervention that
poverty is successfully tackled. Longitudina measures of poverty give a better, deeper view
on poverty and tdl a different story than the usua snapshots. On the one hand, they show
that poverty is not reduced to be a problem for a smal group of low-income people in
society. It appears a widespread socid phenomenon because in the longer run many more
people are prone to poverty than in the short run. On the other hand, it makes clear that
much of poverty in the long-term is transent. Many people have a single experience of
poverty and do not need much help to escape from poverty and to keep out of it. In generd
there is much more economic mohility than the annua snapshots suggest even at these low
levels of income. There is another story told by these figures which is that, apart from the
high levels of economic mobility among the poor within particular categories like the long-
term unemployed, the disabled and the separated households, there is much persistent
poverty. Income mobility and poverty persstence go hand in hand even in growing
economies and matured and devel oped welfare states. The explanatory models as estimated
in this paper, suggest that household formation and labour market events are both
responsible for people faling into poverty or to escape from it. Where the transent and
recurrent poor share many characteristics of the persistent poor, the likelihood of being part
of a separated household, having a low education level or low earnings is in al instances
larger with the persistent poor. The persstent poor share the experience of divorce and
family breaks and the occurrence of dgnificant changes in the labour market status of
household members due to work loss or work gain. They have a lower human capitd vaue
on the labour market and they lack the resources in terms of skills, education and working
experience that can be exchanged on the market for jobs.
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