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Abstract
We consider the link between poverty and subjective well-being, and focus in particular

on the role of time. We use panel data on 49,000 individuals living in Germany from
1992 to 2012 to uncover three empirical relationships. First, life satisfaction falls with
both the incidence and intensity of contemporaneous poverty. Second, poverty scars:
those who have been poor in the past report lower life satisfaction today, even when out
of poverty. Last, the order of poverty spells matters: for a given number of years in
poverty, satisfaction is lower when the years are linked together. As such, poverty
persistence reduces well-being. These effects differ by population subgroups.
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1. Introduction

The relationship between individual income and subjective well-being has been a
mainstay of empirical work, both within and across countries, and both at a single point
in time and over time. The general consensus from this existing work is that: 1) at a given
point in time within each country, the richer are more satisfied with their lives than the
poorer, with additional income increasing satisfaction at a decreasing rate; 2) within each
country over time, rising average income often does not seem to substantially increase
life satisfaction; and 3) across countries, on average, individuals living in richer countries
are more satisfied with their lives than are those living in poorer countries (see, amongst a
vast number of others, Blanchflower and Oswald, 2004, Clark et al., 2008b, Diener and
Biswas-Diener, 2002, Di Tella and MacCulloch, 2006, Easterlin, 1995, Frey and Stutzer,
2002, and Senik, 2005).

While there is now something like agreement with respect to most of the above, it
is noteworthy that work in this domain in the burgeoning subjective well-being literature
has been resolutely atemporal (whereby some measure of current well-being is related to
current income), with relatively few exceptions that we will discuss below. However, at
the same time, a considerable amount of recent work in various fields of economics has
underlined the importance of the past as a determinant of today’s outcomes and
individual behaviours.

Our aim here is to combine two flourishing literatures, one on poverty and the other
on subjective well-being. We consider a number of different relationships between
poverty and subjective well-being, and emphasise the role of time. We first focus on the
contemporaneous relationship between income poverty and life satisfaction. Although it
is well known that richer individuals are more satisfied with their lives, no existing work
has, to the best of our knowledge, analysed income poverty per se. We show that self-
reported satisfaction with life is indeed lower for those who are classified as being in
poverty. As might be expected, not only the fact of being in poverty, but also its intensity
(i.e. the relative distance from the poverty line) affects subjective well-being.

In terms of current individual well-being, there are a number of possible different
ways in which time may matter. The first way in which the past affects the present is via

the consequences of completed past events. Take for example unemployment. Here, the



well-being of the currently employed may be lower if they have experienced
unemployment in the past, with this negative effect reflecting either anticipated future
unemployment spells (unemployment begets unemployment) or lower contemporaneous
earnings. This phenomenon is often called ‘scarring’ in the labour economics literature.
Analogously, a past experience of poverty may still continue to scar the individual even
after they have moved out of poverty. In this respect, Cappellari and Jenkins (2004,
p.598) note that “the experience of poverty itself might induce a loss of motivation,
lowering the chances that individuals with given attributes escape poverty in the future”.
Along these lines, our second contribution is to consider the well-being effect of past
completed poverty spells, and conclude that poverty scars: past episodes of poverty
significantly reduce current life satisfaction.

Last, we refer to recent work in the deprivation literature on sequences of poverty
spells. The broad question that is asked here is: Given a number of years spent in poverty,
is it worse to spend these in one long spell or a larger number of shorter-duration spells?
The former is said to represent more persistent poverty. We here show that persistent
poverty is worse: past years of poverty that were linked together to a greater extent have
an additional depressive effect on current well-being.

These effects differ across population subgroups. In particular, time seems to matter
much less in general for older individuals: poverty does not scar for this group, nor does
the persistence of poverty affect well-being.

The remainder of the paper is organised as follows. Section 2 proposes a brief
review of poverty measurement, while Section 3 considers some of the work on time in
economics, and in particular with respect to subjective well-being. Section 4 then
describes the SOEP panel data that we use, and the results appear in Section 5. Last,

Section 6 concludes.

2. Measuring Poverty
The seminal contribution to poverty measurement is Sen (1976), who distinguishes
two fundamental issues: (i) identifying the poor in the population under consideration;

and (ii) constructing an index of poverty using the available information on the poor.



The first problem has been dealt with in the literature by setting a poverty line and
identifying as poor all individuals with incomes below this threshold. The way in which
this poverty line is determined remains very much debated and differs considerably
between countries (for an extensive survey see World Bank, 2005, Chapter 3). In this
paper we follow the European Union approach, in which the poverty line equals 60% of
the national median equivalent income (see Section 4 for details).

Regarding the second issue, the aggregation problem, many indices have been
proposed which capture not only the fraction of the population that is poor or the
incidence of poverty (the headcount ratio), but also the extent of individual poverty and
inequality amongst those who are poor. We here follow the approach proposed by Foster
et al. (1984).

Let x=(x,X,,.X,) be the distribution of income among n individuals, where
x, > 0is the income of individual i. For expositional convenience we assume that the
income distribution is non-decreasingly ranked, that is, for allx, x, <x, <...<x,. We
denote the poverty line by z. For any income distribution, X, individual i is said to be
poor if x, <z. The normalised deprivation of individual i who is poor with respect to z

is given by their relative shortfall from the poverty line, i.e.

df:(z‘zxi]a [1]

where o> 0 is a parameter. When « = 0, the only dimension of poverty which counts is

its incidence, as normalised deprivation is equal to one for all of the poor. When « = 1,
normalised deprivation also reflects the intensity of poverty with a higher value of d
being assigned to poorer individuals. The normalised deprivation score for the rich, those
whose incomes (weakly) exceed z, is always set equal to zero.

The literature on poverty measurement has advanced to a considerable degree of
sophistication since Sen (1976). However, the explicit inclusion of time has not been at
the forefront of these developments. Only recently have a number of measures of
intertemporal poverty been proposed, as opposed to indices where attention is limited to a
single-period. The Journal of Economic Inequality recently published a special issue on



measuring poverty over time, the introduction to which (Christiaensen and Shorrocks,
2012) provides an exhaustive summary of the literature.

Various approaches exist for the measurement of poverty over time. Without going
into specifics, it may be useful to distinguish the persistence of poverty from what we
think of as being in chronic poverty. Generally speaking, we think of chronic poverty as
applying to a situation in which an individual is in poverty for a considerable number of
the time periods under consideration. This does not however necessarily mean that any
attention is paid to the durations of unbroken poverty spells, given the total number of
periods spent in poverty. To illustrate, if an individual is poor for six periods out of ten,
say, does it matter if these six periods occurred consecutively, or in two blocks of three
periods, or three blocks of two periods? The notion of persistence to which we appeal
here explicitly takes the continuity of poverty spells into consideration. Chronic poverty
then refers to the frequent occurrence of poverty, while persistent poverty requires, in
addition to frequency, that poverty be manifested in periods that are more linked together.
Our empirical analysis will apply the measure of chronic poverty of Foster (2009), while
the index of persistent poverty is that proposed by Bossert et al. (2012).

Let d, be the normalised deprivation of the poor individual i in period t. These

normalised deprivations are raised to the power « € {0,1} and are collected in a T-
dimensional vector. When « = 0, the vector is a list of ones and zeros, where a one
indicates a period in poverty and zero a period out of poverty. For example, over a period
of five years (1, 1, 1, 0, 1) indicates that the individual spent the first three periods in
poverty, one period out of poverty and then returned to poverty in the final period. The
first spell of poverty is of length 3 while the last is of length 1. Similarly, (1, 1, 0, 1, 1)
indicates that the individual spent the first two periods in poverty, one period out of
poverty and then returned to poverty for two additional periods. Both spells of poverty in
this second case are of length two. The index of individual poverty persistence proposed
by Bossert et al. (2012) weights each spell by its length, I. It is the weighted average of
the individual normalised deprivation scores where, for each period, the weight is given
by the length of the spell to which this period belongs:

BCD" =$ilt(dn)a, [2]



with o> 0 being a parameter.
For the first example given above, (1, 1, 1, 0, 1), the index value is

BCD? :%(3(1+1+1)+1~0+1-1)=%. For the second example, (1, 1, 0, 1, 1), the index

value is BCD! :%(2(1+1)+1-0+2(1+1)):% The BCD index then does more than

simply count the number of periods in which the individual is poor (which are the same
in both examples). When « = 0, the index captures the incidence of persistent poverty
while when « = 1 the depth of poverty is also taken into account.

In the empirical application below using subjective well-being data, we will
normalise this index to values between [0, 1] by dividing the values above by T, the total
number of years.

The index of chronic poverty we use in this paper is that proposed by Foster (2009),

which is simply the average poverty that an individual has experienced over time, that is:

1< “

Re=22.d,) . [3]
t=1
with o> 0 being a parameter. When o. = 0 we measure the average incidence of poverty
the individual faced, while when o = 1 we calculate the average relative shortfall from

the poverty line over all of the periods for which the individual is observed.

3. Some EXxisting Literature and Our Hypotheses

It is well known that many subjective well-being measures are left-skewed, so that
many people report quite high scores, and that on average richer individuals are more
satisfied with their lives than are the less rich: a useful recent summary using Gallup
World Poll data is Diener et al. (2010). However, almost no work, to the best of our
knowledge, has considered income poverty as such as a determinant of satisfaction with
life in a multivariate setting. Following Clark et al. (2014), we here first look at the
effects of both being poor and poverty intensity (d° and d* in the terminology above).

Drawing on the recent literature on measuring poverty over time, we also include



measures of the poverty that the individual has experienced in the past (F and BCD in the
terminology above) as determinants of their current well-being.

The central role of the past in determining today’s outcomes and behaviours can be
found in a number of recent contributions across a variety of fields in economics. In the
finance literature, past personal experience has been shown to be a key determinant of
current investor behaviour (see, among others, Kaustia and Kntpfer, 2008, and
Malmendier and Nagel, 2011). There is also an effect of the past on attitudes in general.
Fernandez et al. (2004), for example, argue that the growing number of men brought up
in a family in which the mother worked has been a significant factor in the increase in
female labour-force participation over time. This transmission has also been noted with
respect to educational outcomes (see, among others, Rosenzweig and Wolpin, 1994, and
Behrman et al., 1999).

This past personal experience need not only be within the household. When these
past experiences are at some aggregate level, the problem of causality over time is
alleviated (my current risk-aversion, for example, cannot have caused the regional
unemployment rate when | was growing up). Some well-known examples of such
transmission include Alesina and Fuchs-Schiindeln (2007), who show that East Germans
(presumably as a result of their history) are currently more pro-redistribution than are
West Germans. Blanchflower and Freeman (1997) equally use data from the 1987 and
1992 International Social Survey Program surveys to consider the distribution of incomes
across occupations that respondents consider as fair. One of their main results is that the
income distribution considered to be fair by respondents in ex-Communist countries is
tighter than that of respondents in Western countries (but that this gap has narrowed over
time).

Regarding the labour market, Giuliano and Spilimbergo (2014) explicitly use the
arrow of time and consider the role of economic growth experienced during the ages of
18 and 25 on the individual's current beliefs regarding fairness in the US General Social
Survey. Blake (2012) appeals to a battery of indicators of the individual's environment
between birth and the age of 16 (parental unemployment, household financial situation,
and the regional GDP growth rate), and shows, using US Health and Retirement Survey

data, that some of these significantly predict both current beliefs (regarding the



individual’s perception of the likelihood of future recession, and of own personal job
loss) and risk-related behaviours (investment in shares, and the making of a will).

Last, some relatively new work has appealed to cohort data, in which individuals
(or their parents) are repeatedly interviewed over periods of many decades (a longer
period than even the longest available panel data allows), to show how factors present at
childbirth relate to outcomes at very young ages, which in turn feed through to outcomes
at adolescence, and so on all the way up to outcomes when the individual is in their 30s
or 40s. Two such examples are Frijters et al. (2014) and Layard et al. (2014).

We here want to analyse the relationship between income and subjective well-
being, taking the past into account. But we do not want to consider all incomes as equal,
as it were: we are particularly interested in the well-being repercussions of poverty.
While we suspect that there is a relationship between income and subjective well-being at
all levels of income, there is no guarantee that this relationship be the same across the
income distribution. In particular, poverty is a complex phenomenon which affects all of
the psychological, social and economic dimensions of an individuals' life, and it is
unclear whether its relationship to subjective well-being can be inferred from the general
analysis of income. As in Clark et al. (2014), our first question here then explicitly
considers the relationship between both the incidence and intensity of current income
poverty and current well-being.

We also take into account the mediating role of time. As opposed to Clark et al.
(2014), where the focus is on adaptation within the poverty spell, we next ask what
happens to individual well-being once the poverty spell is over, i.e. the individual is no
longer poor. Carrying on with our unemployment example, does the fact of having had an
unemployment spell in the past reduce the current level of well-being when back in
work? If so, past exposure can have ongoing current effects, even when the past spell is
over. This kind of “scarring’ effect was originally used in labour economics to refer to the
effects of past (involuntary) unemployment on current labour-market earnings (see
Ruhm, 1991, for example). More recent incarnations of this literature have asked whether
past unemployment reduces the current well-being of individuals. Work on the SOEP
(Clark et al., 2001) does find evidence of such a correlation. It is an open question as to
why such scarring effects occur. Knabe and Rétzel (2011) also appeal to SOEP data to



argue that scarring may come about via future expectations: past exposure to a negative
event may make individuals more scared of its future reappearance, a finding which has
been re-examined in European Social Survey data by Lange (2013). We will here
consider whether past poverty exposure affects current subjective well-being, ceteris
paribus.

Our third question considers the sequence of exposure to poverty. While about 15%
of the individuals considered here will have experienced poverty in at least one year (i.e.
they live in households that were defined as being poor when the interview was carried
out), their exposure to poverty differs markedly. Some will have been poor in only one
year, others will have been poor in many years. And amongst the latter, some households
will have been poor continuously for a number of years, while others will have moved in
and out of poverty. We will here pick up both of these phenomena: the number of years
the household has been poor and the extent to which their poverty years are linked
together. In particular we will ask whether, for a given number of poverty years,
subjective well-being is lower when the spells are linked together. If this is the case,

poverty persistence reduces well-being.

4. Data and Methods

Our empirical analysis of the link between poverty and subjective well-being is
carried out using one of the most extensively-used panel datasets in the subjective well-
being literature, the German Socio-Economic Panel (SOEP). The SOEP is an ongoing
panel survey with a yearly re-interview design (see http://www.diw.de/gsoep). The
starting sample in 1984 was almost 6,000 households based on a random multi-stage
sampling design. A sample of about 2,200 East German households was added in June
1990, half a year after the fall of the Berlin wall. This gives a very good picture of the
GDR society on the eve of the German currency, social and economic unification which
took place on July 1% 1990. In 1994-95 an additional subsample of 500 immigrant
households was included to capture the massive influx of immigrants since the late

! This is not an exhaustive list of the ways in which the past can affect the present. We can also think of the
manner in which well-being changes within a specific unemployment or poverty spell, as in the literature
on adaptation. It can also be the case that the variance of past events affects current well-being, as in
Bossert and D’Ambrosio (2013), or some other combination of past values, as in the peak-end theory of
Redelmeier and Kahneman (1996).



1980s. An oversampling of rich households was added in 2002, improving the quality of
inequality analyses, especially at the upper end of the distribution. Finally, in 1998, 2000,
2006 and 2011 four additional representative random samples were added, boosting the
overall number of interviewed households in the 2011 survey year to about 12,300,
covering approximately 21,000 individuals aged over 16.

Our analysis sample covers the period 1992 (the first wave of data for which annual
income information is available for the East German sample) to 2012. The initial sample
consists of all adult respondents with valid information on income and life satisfaction,
leaving us with approximately 368,000 observations based on about 49,000 individuals in
East and West Germany.

The individual income measure we employ for most of our analyses is annual
equivalent household income. We here control for differences in household size and
therefore economies of scale by applying an equivalence scale with an elasticity of 0.5,
given by the square root of household size. The poverty line in every year is set at 60% of
the country-level median equivalent household income. An individual is poor if the
income of her household is below this value. This is the standard definition of poverty
applied in Europe and all official EU documents. We do below run a series of robustness
checks where poverty lines are defined according to different percentage figures.

Our dependent well-being measure, life satisfaction, is measured on an 11-point
scale. Subjects were asked the following question: “In conclusion, we would like to ask you
about your satisfaction with your life in general, please answer according to the following
scale: 0 means completely dissatisfied and 10 means completely satisfied: How satisfied are
you with your life, all things considered?”” The life satisfaction score for individual i in
year t is denoted below by wb;;,.

Our regression analyses will control for age (eight age groups, from 16-20 to 80+
years old), marital status (separated, single, divorced, widowed), whether employed,
residency in East or West Germany, years of education, and number of children in the
household. Since we run fixed-effect specifications, no time-invariant variables such as
sex and immigration status appear in the regression. Year dummies are included but the

coefficients are not reported.
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In order to better account for heterogeneity, the analysis is performed first for the
entire population and then for subgroups by gender and age. For the latter, we cut the
sample at age 60. These population partitions are inspired by work showing that life
satisfaction and adaptation to various life events differ by age and sex (see, for example,
Clark et al., 2008a).

The descriptive statistics of our main sample appear in Table 1 and Figure 1. Our
368,000 observations correspond to around 49,000 subjects, who are thus observed on
average between seven and eight years each. The majority of the sample is of working
age and is either married (61%) or single (24%). Approximately 58% of the sample is
employed at the moment of the survey. In Table 1, 12% of observations correspond to
respondents whose equivalent income was below 60% of the yearly median income that
year: these are the observations corresponding to the poor in our empirical analysis. The
average value of our dependent variable, life satisfaction, is close to seven on the zero to
ten scale, so that we do not seem to suffer too much from bunching at the top end of the
scale. Life satisfaction is strongly correlated with age, showing in Figure 1 the typical U-
shape followed by a subsequent drop for the over 65s. It is difficult to disentangle cohort
from age effects; however, our regression analysis will control for individual fixed-
effects.

The distribution of poverty by age and gender does not exactly mirror that of life
satisfaction. Poverty prevalence is completely U-shaped in age. This is as expected, as
earnings tend to peak in the 50s and retirement is typically associated with sharply lower
real incomes. However, Figure 1 does suggest that life satisfaction and poverty are
related. This is confirmed by the data. Well-being scores of zero to two are reported by
2% of the sample, 27% of whom are in poverty; the analogous figures for well-being
scores of eight to ten are 40% and 7% respectively.

Throughout the paper, in order to make full use of the panel nature of our data, and
in line with most of the literature on well-being, we use fixed-effects estimation. This
allows us to control for otherwise unobserved individual characteristics and any
potentially different use of the underlying satisfaction scale across individuals. The

general model then takes the form:
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wb = a; +y. + BCit + OPly + €;¢ [4]

where C;; is the set of time-varying individual covariates and PI;, a series of poverty
indices at the individual level. Depending on the question addressed, both the sample and
the form of the PI; will change. With the fixed effect in [4], «;, the estimated coefficients
on both C;; and PI;, are identified from within-subject changes in these variables over
time. We therefore run “within” fixed-effect linear regressions.

We first establish the relationships between both the incidence and intensity of
contemporaneous poverty and life satisfaction: these turn out, unsurprisingly, to be
negative. We then introduce time explicitly, and ask whether poverty has a scarring effect
on well-being, that is if the life satisfaction of those who are currently out of poverty is
lower if they have been poor in the past. Last, we consider the role of persistence,
whereby the order of poverty spells matters: For a given number of poverty years, is

satisfaction lower when these years are joined together?

5. Results

We present our three main results in the first three sub-sections below, followed by a
fourth sub-section addressing the issue of the definition of the poverty line.

5.1 Current poverty incidence and intensity

This section borrows from Clark et al. (2014). We start with the simplest question:
the effect of contemporaneous poverty on subjective well-being. Table 2 shows the
results from fixed-effect regressions of life satisfaction, in which the estimates refer to
within-subject variation.

The regressions include various control variables, which attract the expected
coefficients: life satisfaction is U-shaped in age, at least up until age 80. The U-shape
seems sharper for women than for men. Education attracts a positive significant but small
coefficient in the overall sample, although it is worth remembering that many individuals
will not change their years of education over time. Those who marry are more satisfied,
while widowhood and separation are associated with lower life satisfaction, especially for

women. The divorced are estimated to be more satisfied in this fixed-effects regression,
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which is consistent with higher well-being as compared to a failing marriage (these are
within-subject regressions). This positive effect is found for male and younger
respondents.” With respect to labour-force status, we find a positive estimated coefficient,
as expected, for employment.

At the top of Table 2, both the incidence (d°) and intensity (d') of poverty are
significantly negatively correlated with life satisfaction. This is true also within each
subgroup. The estimated effect of poverty in Table 2 is large in size. An individual living
in a household that is just below the poverty line (so that d’°=1 and d* is almost zero) has a
life satisfaction score that is 0.132 points lower than the same individual in the same
household when that household is not poor; this effect is of the same magnitude as the

happiness boost from marriage.

5.2 Scarring

The above section established that contemporaneous poverty and well-being are
correlated. We now introduce time, and ask whether past poverty has a scarring effect on
well-being. We do so by including a dummy into the regression which indicates whether
an individual has experienced poverty in the past. Since individuals who are observed for
shorter periods may not provide evidence of the medium-/long-run effect we are
interested in, we only consider in this analysis individuals who are observed for at least
ten years (although any time restriction we introduce here actually does not particularly
affect the qualitative results).This estimation approach will introduce some bias if
individuals leave the survey precisely because they have become poor. However, this is
not the case in our panel: poverty incidence is the same for both the excluded and
included samples.

The results appear in Table 3. Conditional on current poverty, past poverty
experience reduces current life satisfaction: poverty is not then ephemeral but has well-
being effects that extend beyond the end of the poverty spell. The overall negative
coefficient in column 1 of Table 3 seems to be driven mainly by women and those aged

60 and under. The experience of past poverty is not significant for older respondents

% The positive effect of divorce on life satisfaction over time in SOEP data in Clark et al. (2008a) is notably
higher for men than for women.
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(although this is arguably due to a larger standard error, as the estimated coefficient is
similar to that for the younger group).

5.3 Chronic and persistent poverty

The last question we wish to address also relies on the notion of time with respect
to the impact of poverty on subjective well-being. Instead of looking at the simple
existence of a past poverty spell, as above, we here take into account the individual’s
entire cumulated experience of poverty. In this context, we not only consider the past
number of years spent in poverty (which reflects chronic poverty, as discussed in Section
2), but also ask whether a given number of poverty years reduce well-being more if they
are consecutive (which picks up the separate effect of the persistence of poverty).

Our last regression then includes both lagged average past cumulative poverty,
given by the Foster index (measuring chronicity, or the frequency of poverty, equation
[3]), and the normalised Bossert et al. index (measuring persistence, BCD in equation
[2]), both calculated over all of the past years, excluding the current year. The results
presented here refer to the incidence of poverty for both indices (L.Foster® and L.BCD®,
where L stands for “lagged”), as the results are arguably simpler to interpret (although
very similar results pertain if we instead use L.Foster’ and L.BCD"). As can be seen from
equation [2], the BCD persistence index mechanically includes chronicity. In order to
disentangle the two, our regressions introduce both L.Foster’ and the difference
L.(Foster” - BCD®) as explanatory variables. This second term then picks up persistence
conditional on any effect of chronic poverty. If past poverty persistence reduces current
life satisfaction, we expect to find a positive estimated coefficient on this difference
variable. As was the case in Section 5.2 above, we only include in our regressions
individuals who are observed in the SOEP for at least 10 years.

The results in Table 4 clearly show that the chronicity of poverty, as measured by
the Foster index, matters. Chronic poverty attracts a negative coefficient in all of the
columns, although the statistical significance varies. Male life satisfaction is not
significantly correlated with the cumulative number of years spent in poverty, although as

we will see below, men are significantly affected by poverty persistence.
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The sign of the estimated coefficient on L.(Foster’ - BCD%)is always positive, as
expected. The sequence of a given number of poverty years thus matters, with years of
poverty that are more consecutive being worse: a succession of shorter exposures in the
past has a less-negative effect on current well-being than does one longer exposure. In the
overall sample, the associated coefficient is positive and significant at the ten per cent
level. In the sub-regressions, poverty persistence is insignificant for women and the
elderly, but matters for men and those aged up to 60. For women then the chronic
dimension of poverty counts more than its persistence, while for men it is the other way
round. In both cases, however, previous poverty clearly affects current well-being.

It is worth underlining that the introduction of this combination of all of these
indices together in one regression asks quite a lot of the data. In our fixed-effects
regressions, our coefficients of interest are identified by changes over the different waves
of the SOEP, for the same individual, in the values of both past poverty incidence
(L.Foster®) and persistence (L.BCD®). To check whether having both L.Foster’ and
L.BCD? is indeed asking too much of the data, we can produce versions of Table 4
including only L.Foster’ or only L.BCD®. This yields consistent results, with the
coefficients on these indices always being negatively and significantly correlated with
well-being, except for the elderly.

5.4 Do the results depend on the choice of the poverty line?

One concern with the above analysis is the choice of the “right” poverty line. In
line with EU practice we have considered the relative poverty line given by 60% of the
median of the distribution of equivalent income. Although this is a very common
assumption, it can easily be argued that this line is too high or too low: especially as we
are here interested in individuals feeling, rather than objectively being, poor. A poverty
line that is too high will “dilute” poverty’s impact, by defining as poor some individuals
who do not see themselves as such (and, consequently, may not report lower well-being);
a line that is too low conversely assigns some people who are poor (and unhappy) to the
non-poor group.

As it is difficult to be sure a priori which definition is the best, we re-ran our

analyses with different poverty lines. Specifically, we set the poverty line equal to a
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changing percentage (40%, 50%, 70% and 80%) of the median income. The estimated
coefficients on our main variables of interest appear in Table 5.

The negative and significant effect of contemporaneous poverty (incidence and
intensity) on life satisfaction prevails in all cases (and is not shown in the table for space
reasons). The past continues to count significantly, except at the extreme values.
Specifically, scarring always attracts a negative significant estimated coefficient in the
overall sample, except when the poverty line is 40%. In a sense this is understandable, as
lower poverty lines progressively eliminate poverty spells, meaning we end up with less
variance (especially within individual) in our data. In the subgroups, women and those
under 60 are more sensitive to past poverty, as in Table 3.

With respect to chronic and persistent poverty, we lose significance on the latter
(but not the former) poverty line in the overall sample. At the 80% poverty line, neither
of the past poverty measures (L.Foster” and L.BCD®) are significant in the overall
sample, although they continue to occasionally be so in the sub-samples (for women and
the younger sample). A high poverty line does then seem to dilute the effect of poverty

on well-being as far as this aspect of the past is concerned.

6. Conclusion

We have here used long-run panel data to analyse the effects of poverty on individual
well-being, taking individual fixed effects into account. We show that both the incidence
and intensity of poverty reduce life satisfaction. Our main results relate to the effect of
time. We find that past poverty scars current well-being. In addition, the sequence of
poverty spells matters. For the same number of years of poverty exposure, life
satisfaction is lower when all of the poverty years are joined together rather than split up
into periods in and out of poverty. This ties in with the idea that individuals may have the
resources (financial or otherwise) to deal with relatively short-run poverty periods, but
not poverty that lasts too long. Periods out of poverty may allow individuals to replenish
these resources (as suggested by Dutta et al., 2013), so that movements in and out of
poverty are not as bad as one uninterrupted poverty spell.

We believe that these results are important in at least two ways. First, they

represent new information on the relationship between poverty and subjective well-being
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explicitly taking the past into account. We have shown that both current and past poverty
matter, even in a rich country. Second, we have provided a bridge between theory and
empirics, by showing that the most recent literature on poverty indices can be applied to
well-known panel data to see which dimensions of poverty are the most salient. Future
research may well consider taking a similar line with the vast number of different indices

which are now available in the theoretical literature.
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Figure 1: Poverty and Well-being by gender and age.
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Table 1: Descriptive Statistics in the Main Sample.

Variable Mean Standard Deviation
Life Satisfaction 6.970 1.786
d° 0.120 0.325
d* 0.029 0.105
Foster” 0.109 0.246
BCD? 0.074 0.224
Employed 0.580 0.494
Age: 16-20 0.076 0.265
Age: 21-30 0.153 0.362
Age: 31-40 0.180 0.397
Age: 41-50 0.186 0.398
Age: 51-60 0.161 0.374
Age: 61-70 0.136 0.350
Age: 71-80 0.078 0.268
Age: 80-max 0.026 0.159
Female 0.513 0.500
No. Years of Education  11.864 2.645
Married 0.609 0.487
Single 0.240 0.427
Widowed 0.065 0.248
Divorced 0.067 0.251
Separated 0.017 0.130
No. children in HH 0.577 0.928
East Germany 0.223 0.417
Observations 368094
Individuals 49018

Note: Based on SOEP v29.
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Table 2: Life satisfaction and poverty status. Results from within fixed-effects regressions.

Whole sample Men Women Age<=60 | Age>60
Sancidence) 201327 | -0.133*** | -0.133*** | -0.169*** | -0.024
(0.015) (0018) | (0.021) | (0.018) | (0.028)
i (intensit) 20.498%* | -0.520%** | -0.453%** | 0.379%** | 0.798***
(0.048) (0.058) | (0.072) | (0.054) | (0.105)
0.104°% | 0.056=** | 0.171%* | 0.160*** | -0.047**
Employed (0.009) (0.011) (0.013) (0.010) | (0.018)
0.100%%* 0030 | 0.244%* | 0.180%**
Age: 16-20 (0.029) 0.040) | (0.040) | (0.030)
20.025 20.057** | 0.008 0.033
Age: 21-30 (0.019) 0.026) | (0.026) | (0.020)
20,010 20,043 | 0.028* 0.019
Age: 31-40 (0.012) (0.016) (0.016) (0.012)
0.022* 0.049°* | -0013 0.011
Age: 51-60 (0.013) ©0.017) | (0017) | (0.013)
0.269%%% | 0.280%** | 0.255%% 0.215%%*
Age: 61-70 (0.020) ©0.027) | (0.027) (0.036)
0.129%* | 0.180** | 0.073* 0.203%%*
Age: 71-80 (0.027) (0.038) | (0.038) (0.028)
20.225%% | -0.165%** | -0.310%**
Age: 80-max (0.040) (0.053) | (0.057)
_ 0.007% 0.028°* | -0.016*** | 0.000 | 0.040%%
No. Years of Education (0.003) 0.005) | (0.005) | (0.004) | (0.012)
_ 0.144% | 0.141%** | 0.131%** | 0.142%* | 0.039
Married (0.016) 0.022) | (0.022) | (0.017) | (0.136)
_ 20,0847+ 00561 | -0.170%* | -0.140** | -0.145
Widowed (0.031) (0.039) (0.052) (0.058) | (0.134)
_ 0.078°* | 0.116*** | 0023 | 0.071* | 0.021
Divorced (0.025) 0.033) | (0.034) | (0.026) | (0.134)
20.199%% | -0.101** | -0.324*** | -0.208** | -0.182
Separated (0.030) (0.041) (0.042) (0.031) | (0.158)
20.208%** | -0.332%%* | -0.245%** | 0.288%** | -0.381%**
East Germany (0.036) ©0.046) | (0.050) | (0.038) | (0.131)
o 0.017%%* 0.010 | 0.020%* | 0.019%* | 0073
No. Children in HH (0.005) 0.007) | (007) | (0.006) | (0.044)
7459 | 7.316%%* | 7.502%%% | 7.429%% | 7597
Constant (0.065) (0.085) | (0.088) | (0.068) | (0.259)
Observations 368094 100877 | 177217 | 273805 | 94289
Individuals 49018 24733 24285 39222 15128
R-squared 0.02 0.02 0.03 0.02 0.04

Notes: Robust standard errors in parentheses; * significant at 10%; * significant at 5%; ** significant at

1%. Based on SOEP v29.
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Table 3: The scarring effect of poverty on life satisfaction. Results from fixed-effects

regressions on individuals observed for at least 10 years.

Whole sample| Men | Women | Age <= 60 | Age > 60
-0.043** -0.035 [-0.072**| -0.057* | -0.073
Past poverty
(0.018) (0.025) | (0.026) | (0.021) | (0.046)
Observations 238349 122497 115852 | 179104 59245
Individuals 18351 9535 8816 15688 6729
R-squared 0.02 0.02 0.02 0.03 0.03

Notes: Standard errors in parentheses; * significant at 10%; * significant at 5%; ** significant at 1%; the
regressions include all of the other control variables in Table 2. Based on SOEP v29.

Table4: Chronic poverty and persistence. Results from fixed-effects regressions for

individuals observed for at least 10 years.

Whole sample Men Women | Age<=60 | Age>60
d° -0.101** -0.100** | -0.104** | -0.146** | -0.015
(0.018) (0.022) | (0.024) | (0.020) | (0.032)
dt -0.571** -0.564** | -0.592** | -0.441** | -0.858**
(0.059) (0.073) | (0.083) | (0.061) | (0.107)
L.Foster® -0.074** -0.042 | -0.117* | -0.086* | -0.087
(0.034) (0.041) | (0.048) | (0.039) | (0.072)
** ** _
L (Foster° - BCD?) 0.131+ 0.256 0.058 0.208 0.041
(0.061) (0.073) | (0.077) (0.73) (0.120)
Observations 249184 130722 | 118462 | 182448 66736
Individuals 18522 9665 8857 15559 7050
R-squared 0.03 0.03 0.04 0.04 0.03

Notes: Standard errors in parentheses; * significant at 10%; * significant at 5%; *** significant at 1%;

the regressions include all of the other control variables in Table 2. Based on SOEP v29.
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Table 5: The main results with different poverty lines.

Poverty line
40% of 50% of 70% of 80% of
median median median median

Scarring (cf. Table 3)
Overall Past poverty -.006 -.036* -.038** -.051***
Men Past poverty -.004 -.049* -.023 -.011
Women Past poverty -.029 -.031 -.064** -.100***
Age<=60 Past poverty -.009 -.034 -.061*** -.071***
Age>60 Past poverty -.008 -.011 019 -.017
Chronic Poverty and Persistence (cf. Table 4)
Overall L.Foster -111* -.085* -.064** -.038

L. (Foster-BCD) .053 .080 .040 .062
Men L.Foster -.102 -.080 -.041 -.008

L. (Foster-BCD) 120 A173* JA11* .004
Women L.Foster -.117 -.084 -.088* -.068**

L. (Foster-BCD) -.100 .086 .054 -.135
Age<=60 L.Foster - 254*** - 145%** -.048 -.029

L. (Foster-BCD) 160 181* .053 -.030
Age>60 L.Foster 144 -.031 -.104* -.087

L. (Foster-BCD) .039 114 012 071

Notes: * significant at 10%; ** significant at 5%;** significant at 1%. Based on SOEP v29.
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