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Abstract

This paper investigates the real living standards and poverty status of United States children
in the 1990s compared to the children in 17 other nations, including Europe, Scandinavia, Canada,
and Australia. We find that American low-income children have lower real spendable income than
do comparable children in dmost every other nation studied. In contrast, high income United States
children are far better off than are their counterparts in other nations. We also find persistently high
child poverty rates in the United States compared with other nations. Demographic factors and the
effectiveness of tax and transfer policies in reducing child poverty are also explored. The paper

concludes with a discussion of results and their policy implications.



l. Introduction

Both poverty and inequality have increased in the United States since the late 1970s,
particularly among families with children. By the official standard United States child poverty has
risen steadily since the 1960s and has continued to rise to in the 1990s. The question is whether these
most recent increases in child poverty have been endemic in the rest of the industrial economies or
whether they are unique to the United States. Cross-national comparisons of economic well-being
are useful for learning how one nation is aike or different from other comparable nations, because
countries which face smilar economic and demographic issues may use different policy instruments
to address these issues and may have very different outcomes. We have visited this topic before
(Smeeding and Torrey, 1988; Forster, 1994; Smeeding, 1992; Rainwater and Smeeding, 1994) and
found that the United States has much higher child poverty rates than do other high-income countries.
In this paper we extend this work and more generally address the real living standards of United
States children in a comparative context from the 1970s to the 1990s.

This paper compares the economic well-being of children in the 1980s and 1990s in 18
countries: 14 in Europe (Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy,
Luxembourg, Netherlands, Norway, Sweden, Switzerland, and the United Kingdom) and four
elsewhere (Audrdia, Canada, Isradl and the United States). The analysisis based on the Luxembourg
Income Study (LIS) database (Smeeding, Rainwater and O'Higgins, 1990; LIS Users Guide, 1995).

The plan of the paper is straightforward. We begin by identifying the terms and concepts that
we use in the paper under the heading measurement issues. In the third section we examine cross-
nationd differences in redl living levels. Most people who want to know about child poverty are
interested in children’s “red incomes’ (purchasing parity adjusted spendable income) aswell as their
relative poverty status. And so we consider the real standard of living of American children at high,

middle and low income levels as compared to their counterparts in other countries.



I n the fourth section of the paper we examine levels and trends in child poverty over the 1967-
1993 time span. We aso investigate the role of demographic forces in explaining the differencesin
poverty (children in two-parent and single-parent families), and the role of market income and income
transfers in preventing child poverty. These analyses offer the first glimpse of child poverty in the
1990s as seen from the perspective of the Luxembourg Income Study database. The final section

summarizes our results and their policy implications.

1. Measurement Issues

Economic well-being refers to the material resources available to households.! The concern
with these resources is not with consumption per se but rather with the capabilities they give
household members to participate in their societies (Sen, 1992). These capabilities are inputs to social
activities and, participation in these activities produces a given level of well-being (Rainwater, 1990;
Coleman and Rainwater, 1978).

All advanced industria societies are highly stratified socialy. Some individuals have more
resources than others. The opportunities for social participation are vitally affected by the resources
that the family digposes particularly in nations like the United States where there is heavy reliance on
the market to purpose such social goods as hedlth care, education and child care services (Rainwater,
1974). Money income is the central resource in these societies. But there are still other important
kinds of resources such as social capital (Coleman, 1988) and noncash benefits.

In this paper, we are concerned only with disposable money income. Detailed comparable

information exists on money income, on taxes paid and on certain kinds of transfers which have a

"We use the terms household and family interchangeably. Our formal unit of aggregation is
the household—all persons living together and sharing the same housing facilities—in almost al
nations. In Sweden and Canada the “household” refersto a more narrow definition of the “family”
unit.



cashlike character, for example housing allowances or fuel assistance or food stamps., for the 18
nations which we will investigate. Unfortunately we cannot take into account the major in-kind
benefits which are available in most countries—for example, health care, day care and preschooal,
genera subsidies to housing and the like. To the extent that the level and distribution of these
resources is different in different countries our analysis of money income must be treated with some
caution. However, they would be unlikely to change the conclusions reached in this paper. In fact,
they may even exacerbate them. (See Smeeding, et a, 1993 for an anaysis that includes these
benefits.)
Income and Needs

Families differ not only in terms of resources but also in terms of their needs. We take the
differing needs because of household size and the head's stage in the life course into account by
adjusting income for family size using an equivalence scale. The adjustment for household size is
designed to account for the different requirements families of different sizes have for participating in
society at a given level. Different equivalence scales will yield different distributions of well-being.
Severa studiesin Europe, the United States and Australia point to an equivalence scale which implies
rather dramatic economies of scalein the conversion of money incomes to social participation among
families with children (Buhmann, et a, 1988, Bradbury, 1989; Rainwater, 1990). Analysis of some
of these surveys adso suggests that there are important variations in need as a function of the head of
the household's age.

Drawing on these studies we have used an equivalence scale which defines need as the
product of the cube root of family size multiplied by afactor which sees need as increasing roughly
1 percent ayear for head's age up to the mid forties and then decreasing at the same rate. Hence, we

define equivalent income in the following way:
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That is, equivdent income (EI) is defined as an individual's family disposable income (Y) divided by
the product of the cube root of the family's size (S) and .99 compounded by the number of years
difference between the head's age (A) and 45. The reader should keep in mind that al money income
estimates in the paper are based on adjusted or equivaent income cal culated according to the above
formula

Having defined equivalent income in this way we determine the median of dl individuasin
each country. We then examine the distribution of incomes of households with children in relation
to the median for al individuas. In this anaysis we tabulate the percentage of children who have
given characterigtics, not the percentage of families with children. In technical terms, our calculations
are weighted by the number of children in each family.
Real Incomes

We begin the analysiswith an examination of the real incomes of children. Here we define
children as persons under age 18. While we use a relative poverty line standard—50 percent of
median equivalent disposable income—to calculate poverty rates, we are also concerned with
absolute or real levels of child well-being. In order to investigate this issue, we have converted the
median incomes of all personsin each country to units of equal purchasing power in the same year
using information found in the Penn World table for that year (Summers and Heston, 1991). After
converting al incomes to real incomes we analyze our national differences by expressing nationd
amounts as a percent of the United States median for al personsin the year of the survey. Thisgives
us the living standards for middle-income children—the 20 percent of children whose income are

around the median (10 percent of them below and 10 percent above). We also present results for



each country’ s median low-income child (the median of the 20 percent with the lowest income) and
median high income child (the median of the 20 percent with the highest income).
Poverty Rates and Anti-Poverty Programs

Turning to poverty rates, we examine results for three groups—(@) al children, (b) children
intwo parent families and (3) children in families headed by a solo mother or lone parent. This group
is defined as a family headed by a single mother who is not currently living as married—there may
or may not be other adults in the family—but who has children under 18 living in the household. Our
poverty measure is relative: the percent of children living in households with income below half of
the national median in line with a well-established theoretical perspective on poverty (Sen, 1992;
Townsend, 1979). Such a measure is now commonly calculated by the European Commission
(Hagenaars et al., 1994), by the OECD (Forster, 1993) and by other international groups.

The official United States government poverty estimates differ from ours because they are
based on gross (pre-tax but post-transfer) money income and on an absolute poverty measure
developed in the early 1960s. The United States poverty line at that time was about half of median
income, but fell to 40 percent of the median by the mid-1980s.? The method of counting income
(disposable income including tax benefits from the Earned Income Tax Credit (EITC) or near cash
benefits from food stamps) and poverty (relative to the national median) used in this paper are much
closer to the recent National Academy of Sciences recommendations for income and poverty
measurement (Citro and Michael, 1995) than is the current method used by the United States

government..

*The United States measures can be found in U.S. Bureau of the Census (1995). Previous
L1S-based research using a 40 percent of median cutoff and different equivalence scales, has resulted
in the same results that are shown in Section IV (see Smeeding, 1992; Foérster, 1993).



We also examine the impact of public taxes and transfers on child well-being. First, we
estimate the percent of children with incomes below haf of adjusted median disposable income based
on their adjusted market incomes. Market incomes, or pre-government incomes, include all forms of
earnings (wages and sdaries and sdf-employment income) plus capital income, occupationa pension
benefits, and private transfers such as child support. In short, market incomes include everything but
government transfers and taxes. Second, we make the same estimate based on their after-tax and
transfer incomes (defined as post-government or disposable income). Such a comparison tells the
reader how universal benefits, socid insurance, and “welfare” programs—the social safety net—help
prevent child poverty. It also tells us how the tax system, including negative taxes such as refundable
child tax credits and the United States' EITC, help raise the incomes of some families relative to
others.

Database

The database used to carry out this analysisis the Luxembourg Income Study (LIS) database
which now contains information on child poverty for 25 nations in 65 databases covering the 1967
t0 1993 period (LIS User Guide, 1995). Because of the recent addition of the 1990s datato LIS, and
the addition of severa new nations (e.g., Denmark, Finland) we are now able to analyze both the level
and trend in poverty and low incomes for a considerable period. Appendix Table 1 gives the years
of data available from LIS, with the nations and years used in this study given in bold. As LIS
continues to add datasets an even more complete picture of the comparative well-being of United
States children will emerge. For now, these data will give usthe first glimpse at child poverty in the

1990s.



I11.  Real Levels of Living

Although we would argue that economic well-being (at least in developed countries) is most
crucially afunction of the individual’s relative position in the distribution of income, real levels of
living are aso important in comparing income and well-being. Interest in real income goes beyond
the Stuation of poor children—in comparative studies one also wants to know about the real standard
of living of average and well-off children as well.

Comparisons of red gross domestic product and aggregate consumption often show that the
United States has the “ highest standard of living” among maor modern nations. Thus, the question
of whether this state of affairs extends to measures of after-tax adjusted disposable income arises.
While the purchasing power parities (PPPs) used to make such adjustments are based on differences
in consumption patterns among nations, they are designed to be used with macroeconomic concepts:
aggregate output (GDP) and aggregate consumption as defined by national and international income
accountants. Cross-nationa differences in types of “consumption” which are tax financed versus
household expenditure financed are not taken into account. Because countries differ in the way that
they finance such goods as health care and education, and because they differ in the extent to which
specific types of consumption are tax subsidized, e.g., owned versus rented housing, the PPPs used
here areless than ideal for adjusting disposable income for control over resources across countries.
Y et they are the best tool we have to make such comparisons. The “real incomes’ measures below
should therefore be seen as measures of net spendable income rather than measures of tota
consumption for children, the largest difference between the two concepts being goods and services
such as hedth care, day care, and education which are provided at different prices in different nations.

Figures 1, 2, and 3 address thisissue (dlso see Table 1, columns 4, 5 and 6, on which Figures

1, 2 and 3, respectively, are based). We present here the results for the most recent LIS data point



in each nation. We compare the real spendable (disposable) incomes of well-off, average and low
income children in the United States with comparably situated children in 17 other nations. The
average American child in afour person family in 1991 had afamily income of $34,675.3

In fact, American children who are in families in the upper 20 precent of the income
digtribution do very well indeed (Figure 1). They have much higher standards of living as measured
by rea spendable income than do similarly situated children in al countries, with only Switzerland
and Canada being within 20 percent of the United States level. Scandinavia—e.g., Denmark,
Sweden—nheas high income children who live in families with three-quarters the income of the average
American child. The only nations whose “rich” children live in households with incomes which are
less than 60 percent of that found in the United States are Israeli and Irish children. Given that Israel
and Irdand have, by far, the lowest overall rea standards of living of the nations observed here, this
isto be expected.

Focusing on children in the middle 20 percent (Figure 2) we find that only in Denmark and
in Canada are children as well off as are American children, although Swedish and Swiss children are
amost as well off. The average child in Belgium, Germany, Norway and Finland is only 90 percent
as well off, and 80 percent or less as well off in countries like Austria, Italy, France. On the other
hand, in only three countries is the average child less than three-quarters as well-off asin the United
States—the United Kingdom at 72 percent, Isragl at 52 percent and Ireland at 43 percent.

At the lower end of the distribution we find a very different and surprising picture. Both

national (U.S. Bureau of the Census, 1995) and internationa (see next section) evidence suggests that

3For the gatigtically inclined, we examine the lowest, middle and highest quintiles of children.
We present the income of the average child in each group (that is the 10th, 50th and 90th percentile
point) for each country—adjusted in real dollars for the year of the national survey using the Penn
World tables—as a ratio to the comparable percentile point in the United States distribution. See
notes to Table 1 for a more complete explanation of how the comparisons were made.



the poverty rate of United States children is in the neighborhood of 20 percent. We compare the redl
spendable incomes of the typical poor American child—the one at the median of the bottom 20
percent—with that of comparable low income children in other countries in Figure 3. We
immediately see that in six countries low income children have real standards of living at least 50
percent higher that in the United States—Switzerland, Sweden, Finland, Denmark, Belgium and
Norway. And in four other countries (Germany, Luxembourg, Netherlands, and Austria) low income
children are at least 30 percent better off than in the United States. Only in Isragl and Ireland—the
two nations with the lowest GDP per capita of those studied—do low income children have alower
real standard of living than do children in the United States.

In other words, while the United States has a higher real level of income that most of our
comparison countriesit is the high and middle income children who reap the benefits (and much more
the former than the latter). Low income American children suffer in both absolute and relative terms.
The average low income child in the other 17 countriesis at least one-third better off than is the

average low-income American child (see also Table 1).

IV.  Evidence on Child Poverty: Level and Trend

We shift now to measures of relative income within each country to examine both the level
and trend in child poverty across the 18 developed nations for which we have data. In order to have
redly solid evidence on patterns of change in these measures it would be desirable to have multiple
observations over severd decades for alarge number of nations. Unfortunately a database with data
for several countries over long periods of time does not yet exist. However, LIS has made efforts

to bring in earlier datasets from the later 1960s and 1970s, and aso to pursue continual updating of
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datasets to the later 1980s and early 1990s to provide a better data base for determining trends as well
aslevels of poverty in advanced nations.

Table 2 provides multi-year data on child poverty rates, defined as children living in
households with incomes below half of the median.* We have split the estimates into six periods:
before 1971, 1972-1975; 1978-1981; 1982-1985; 1986-1988; and 1989 or later. For 14 nations, we
have observations for child poverty at two or more pointsin time (although in some cases the time
lapseisshort). For eight of these countries we have observations at three points in time, and four or
five pointsfor afew. We must therefore interpret changes in a very tentative way. We have included
the nations we have in three groupings: A: United States, B: Western Europe and C: Other
Developed Nations.

Level of Poverty

Table 2 and Figure 4 summarize the most recent year for which child poverty estimates are
availablefor each nation. Child poverty rates throughout Western Europe are below 10 percent, with
the exception of 12.0 percent in Ireland, also the poorest nation in real terms, of the Western
European nations observed here. And in the other Western nations, most recent child poverty rates
range from 11.1 percent in Israel to 14.0 percent in Australia.. Clearly the United States rate of 21.5
percent stands out as the largest percentage of children in poverty among the nations observed here

(Figure 1).°

“While we have not performed sensitivity tests for poverty rates at 40, 50, or 60 percent of
median or for different equivalence scales, previous LIS-based research has demonstrated the
robustness of our child poverty results for awide range of poverty measures and equivalence scales
(Forster, 1994; Smeeding, 1992).

°L1S datasets not used in this comparison include those for Russia, aset of transition countries
of Centra Europe (Czech Republic, Hungary, Slovak Republic), and the Republic of China/Taiwan.
All of these nations have child poverty rates below 15 percent of median income when child poverty
is measured in this same way.
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Trend

The 1980s was not a period in which the relative economic well-being of children in any of
these countries was greatly improved. In two countries, there are hints of improvement from the
1970s through the 1980s to the 1990s (see Canada and Sweden in Table 2). But overall we have a
picture of either stability or deterioration in the children's economic well-being. In the United States,
Israel, and the United Kingdom there is a clear trend toward a worsening situation for children,
though the most recent poverty rate for the United States suggests a leveling off of the previous
increases. The 1990s results for Isragl and the United Kingdom are not yet available. Over an 18
year period, from 1969 to 1986, the child poverty rate increased from 5.3 percent to 9.9 percent in
the United Kingdom and in the United States from 13.1 percent to 22.9 percent, before falling to
21.5 percent in 1991. In Israel, too, there was a deterioration during the first half of the 1980s. All
of the Scandinavian countries have been able to have kept child poverty below five percent, and many
other European nations keep it in the 5 to 6 percent range over the 1980s and into the 1990s.°

It needs to be emphasized that levels and trends in child poverty rates do not Ssimply mirror
levels and changes in overdl income inequality in these nations. While the United States has the
highest level of inequality among the nations observed here, Switzerland ranks third in overall
inequality but very low in terms of child poverty (Gottschalk and Smeeding, 1995, Figure 3). And
while patterns of increasing income inequality in the United States and in the United Kingdom are
correlated with their rising child poverty rates over the longer term, the timing of increasesin each
nation are quite different. Inequality in the United States has continued to increase from the middle

1980s through the 1990s while child poverty has remained constant or has fallen dightly by our

®Note that in both Germany and the Netherlands the data sets used in earlier periods are
different from those used in later periods. Thus, the observed trend to higher poverty rates in these
nations may be attributed to different datasets, not to true increases in child poverty. Moreover, at
he worst, both of these nations have child poverty rates in the six percent range.
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measure over this same period. Many nations observed here have sustained large increases in income
inequality during the 1980s with no change in poverty, e.g., Sweden and Australia (Gottschalk and
Smeeding, 1995, Tables 5 and 6).

At the very least these multiple year observations suggest that the finding from the various
LIS datasets are not artifacts of particular years of our samples. We find that the countries that have
low poverty rates in our latest samples have low rates in the earlier periods as well. Those with
middling rates are in the middle earlier and the higher rate countries are higher in early periods.
Differences Between Two-Parent and Solo-Mother Families

A child's chances of being poor in the United States differs dramatically depending on whether
he or shelivesin aone or two parent family (Table 3). A child in atwo-parent United States family
has only about a 11 percent chance of being poor as compared to a 60 percent chance if the child lives
with alone parent who isamother. Infact, in all countries studied, one's chance of being poor in a
one-parent mother family is much higher than in two parent families.

Because so few children in most countries live in solo mother families the difference across
countries in the percent of children living in solo mother families has little to do with the difference
intotal child poverty rates. Only in the cases of Audtralia, Canada, and the United States would total
poverty rates be noticeably lower if the proportion of solo mother families was the average for these
17 countries. In other counties with greater than 10 percent of children in solo mother families
(Denmark, Norway, Sweden, United Kingdom), the poverty rates for single parent children are close
enough to couples rates to not make a great deal of difference in the overall poverty rate. And
demography is clearly not destiny; children in solo mother families in Denmark, Finland (7 percent
poverty rate) and Sweden (5 percent poverty rate) do better than children in two parent familiesin

many of the nations studied.
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Comparing the poverty rates of children in two parent families and in solo mother families we
note agroup of countries with very low rates for both types—Sweden, Finland, Belgium, Denmark,
and Luxembourg. Another group has child poverty rates in solo mother families between roughly 20
and 40 percent but covers a wide range of ratesin two parent families—Germany, Switzerland, and
Norway have quite low two parent rates. France has a middling rate and Israel, Italy, and the United
Kingdom higher rates for children in two-parent households.

The combination of difference in the poverty rates of children in two parent compared to solo
mother families and the smaller differences in the percentage of children who live in solo mother
families has an important effect on the family type composition of the poor.” In five countries more
than half of poor children live in solo mother families—the United States, Australia, Germany,
Switzerland, and Norway with Canada coming close at around 40 percent. At the other extreme,
fewer than 15 percent of poor children arein solo mother familiesin the Netherlands, Belgium, Italy,
and Israel. Children in solo mother families make up between 15 and 30 percent of the poor in
Luxembourg, Ireland, France, the United Kingdom, and Sweden. Thus, the rate of feminization of
poverty varies dramatically across these countries based on both the poverty rate for children in single
parent units and on the percentage of children living in each type of unit.

In summary, 1 of every 8 American children is a poor child living with a solo mother. Fewer
than 1 in 100 children are in the same situation in Sweden, the Netherlands, Luxembourg, Italy,
Finland, and Belgium. In the United States 1 of every 10 children is a poor child living in a two
parent family and thisratio is not too different in three other countries—Ireland, Isragl, and Italy. In

contrast, theratio is about 1 in 50 in Finland, Germany, Norway, Sweden, and Switzerland.

"Thefigures on the demographic composition of poor children are not shown but are available
from the authors.
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The Role of Market Income and Income Transfers

What are the roles of market income and transfers in producing the wide range in child
poverty? To what extent would children be poor in the absence of transfers? Figures 5 through 7
plot the pre-government (market) income poverty rates of children (that is, poverty rates based on
income from earnings and assets and before taxes and transfers—including private transfers) against
child poverty rates based on post-government (after tax and transfer or disposable) income. Figure 7
showsthefiguresfor al children, but because the levels of poverty are so different for children living
with two parents versus those living with a solo mother, the two patterns are shown separately in
figures5 and 6.2 Becausethe dl children figure disguises the separate impacts of one and two parent
parents on child poverty, we turn to them first.

Two-Parent Units. For children in two parent families we find a wide range in pre-
government income poverty rates which can be summarized as follows: below 5 percent: Germany,
Norway, Switzerland; between 5 percent and 10 percent: Finland, Luxembourg, the Netherlands;
between 10 percent and 20 percent: Australia, Belgium, Canada, Denmark, Italy, Sweden, United
States; and over 20 percent: France, Ireland, Israel, and the United Kingdom.

There is similarly a wide range in the degree to which market income poverty rates are
reduced by transfers. The lines in the figure radiating from the origin indicate the extent of poverty
reduction—(none, for no reduction) 25 percent, 50 percent, and 70 percent. In three countries
transfers reduce the poverty of children in two-parent families by 10 percent to 33
percent—Audtralia, Italy, and the US. In nine countries, the reduction ranges from alittle below half
to not quite two-thirds. Findly, in five countries the reductions are three-quarter or more —Finland,

Belgium, France, Sweden, and Denmark.

8The pre- and post-government poverty rates on which Figures 5, 6, and 7 are based are
shown in Appendix Table A-2.
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Thereault isthat the extremely low market income based poverty ratesfor children in Norway
and Switzerland are reduced to an even lower rates by government programs, and the three countries
with 5 to 10 percent market income based poverty rates find their disposable income rates reduced
to below 5 percent. For the rest of the countries there is an even greater deal of movement. Belgium
has a higher market income poverty rate than the other countriesin group C, but it transfers produce
avery low disposable income rate of lessthan 5 percent. The shift for Canada is not as dramatic, but
still considerable compared to the United States or Italy or Australia.

There are aso differences in the disposable income poverty rates among the countries with
the highest market rates (above 20 percent). French children in two-parent families improve their
situation a great deal through transfers, and children in the United Kingdom and Ireland improve
more than thosein Isragl.

Solo-Parent Units. Next, Figure 6 shows that the antipoverty affect of transfers for
children in solo mother families is quite different from that of two-parent families. The pre-
government poverty ratesin al countries are very high. Only four have rates below 50 percent and
two have rates close to 80 percent. Market income poverty rates for children in one-parent families
are as follows. between 33 percent and 45 percent: Switzerland, Italy, Finland, Germany; between
55 percent and 62 percent: Luxembourg, Belgium, France, Denmark, Sweden, Norway, Germany,
Israel; between 68 percent and 73 percent: Canada, United States, Australia; Ireland; and between
70 percent and 80 percent:. Netherlands, United Kingdom.

The antipoverty effect of transfers varies more widely across the countries in this case than
for children in two-parent units. While only three counties had reductions in two-parent poverty of

75 percent or more, we find that much reduction for solo mothers children in six countries.
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However, there are dso more countries with rates of poverty reduction around 25 percent or less for
mother-only than for two-parent families.

The result of thisdivergty in the proportion of children moved out of poverty by transfersis
a very wide range in post-government income poverty rates. The five countries with post-
government rates under 10 percent ranged across afairly narrow range of market income rates—see
Finland, Denmark, Belgium, Luxembourg and Sweden. We find greater diversity in market rates for
the six countries with disposable income rates ranging from 14 percent (Italy) to 27 percent (Isradl).
Switzerland and Italy are among the nations with the lowest market based rates, Norway, France, and
|sradl are in the middle, and the United Kingdom has a high pre-government income based poverty
rate for children in solo mother families. Disposable income poverty for children in mother-only
families tends to be highest in those countries where the antipoverty reduction is only around 25
percent. The correlation between market income based poverty and disposable income based poverty
among children in solo mother familiesis only 0.40, much less than the 0.73 rate for children living
with two parents.

All Children.  The picture for all children combines the two groups, along with children
living in other circumstances (e.g., multi-family households and single-parent units headed by a man).
Weimmediately see that the range of pre-government poverty rates is much less for al children than
for the two separate groups. Other than Switzerland and Germany, all nations have pre-government
child poverty rates that range from 12 percent to 30 percent, indicating that broadly similar child
poverty problems face most advanced national governments. What differsis national governments
abilities to address these problems. The rate of poverty reduction is only about 25 percent in the
United States, Australia, Italy, Germany, and Switzerland. It is 75 percent or greater in France,

Belgium, Denmark, Sweden, and Finland. Some nations with high child poverty rates based on
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market income are able to use taxes and transfers quite effectively to reduce child poverty. These
include France, Ireland, and the United Kingdom. Australia, Canada, and Israel have middle-range
child poverty rates in terms of market income and reasonabl e rates of decline from tax and transfer
programs. All other nations begin with market income based poverty rates below 20 percent and use
tax-transfer policy to reduce those rates to 10 percent or lower.
Overall Spending Patterns

Thesefindings correlate well with overdl cash socid expenditures on the nonaged as a percent
of GDPin 1985 (or 1990/91) as shown in Figure 8. Low transfer societies (Australia, Italy, United
States) produce lesser reductions in child poverty in any given year than do high transfer societies
(Scandinavia, Northern Europe). Nations that have managed to produce a downward trend in child
poverty are either those that spend a lot (e.g., Sweden) or those whose spending has increased
through the 1980s (e.g., Canada).’
Transfer Income Packages

Insight into how poor families escape poverty will come from examining most particularly the
income packages of families who are a highest risk of poverty. Because we define the poverty line
as 50 percent of the equivaent median, by definition, half of families have equivaent incomes above
twice the poverty line. We consider those individuals with disposable incomes below the median to
be at risk of poverty. The income-packaging ingtitutions of each country determine the share of this
half of the population who in fact end up with incomes below the poverty line. Based on figures not
shown here, transfers to two-parent families amount to more than 25 percent of median income (50

percent of the poverty line) in Sweden and Ireland, and to more than 20 percent in the United

°Because they are not OECD countries, Switzerland and Israel are not shown in Figure 8.
OECD information on Ireland and Austria was not available.
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Kingdom, Belgium, Finland, and France.® At the other extreme, transfers amount to around 10
percent or lessin Australia, Luxembourg, Norway, the US, Italy, and Switzerland. As Germany,
Norway and Switzerland demonstrate, full employment at adequate wages can produce low child
poverty rates due to market incomes thus lessening the percentage of incomes made up by transfers.
However, in societies with higher nonemployment and low wages, tax and transfer benefits are
needed to reduce child poverty to acceptable levels for two-parent families with children.

As one should expect, average transfers to solo-mother families at risk of poverty comprise
agreater share of their disposable income than is the case for two-parent families. In four countries
they amount to 40 percent or more of median equivalent income (or 80 percent of the poverty
line)—the Netherlands, the United Kingdom, Sweden, and L uxembourg—and are amost that high
in Ireland and Belgium. At the low end we find Switzerland, the United States, Italy, Finland,
Germany, and Canada with less than 25 percent of disposable incomes for at risk solo parent families
coming from transfers.

Summary

The estimates of market and disposable income poverty presented at the end of this section
add factual evidence and explanation to the pattern of poverty rates found in the initia tables (2
and 3) in this section of the paper. Despite the wide variation in level and trend of child poverty
across the 18 nations studied here, Almost al national governments face substantial numbers of
children who would be poor without government tax and transfer policy intervention. Some mix
market income and transfers more effectively than do others. And children living with single parents
always do less well than children living with both parents. Most societies provide amix of tax and

transfer benefits that, when coupled with market earnings, reduce child poverty to very low levels.

°These figures can be obtained from the authors.
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But not dl nationsdo so well. In particular, the overall high rate of both pre- and post-government

poverty in the United States is troubling.

V. Summary of Results, Policy Implications and Conclusions

The results of this paper are striking. United States low-income children have a lower real
standard of living than do their counterparts in dmost every other nation studied. Thisrea income
deficit is mirrored in our high relative poverty rates, and in our low and falling social expenditure
levels (Figure 8). Because our measure of poverty is much closer to that recently recommended by
the Nationa Academy of Sciences than to the “official” United States poverty measures used by the
federad government (e.g., U.S. Bureau of Census, 1995) we were able to chart the impacts of two of
the most effective anti-poverty devices for children in the United States, food stamps and the EITC.
Between 1986 and 1991, we observed amodest decline in relative child poverty in the United States
from 22.9 percent to 21.5 percent, because of increases in spending for food stamps and the EITC
over this period, and also because of the higher zero bracket amount and personal tax exemptions
which emerged from the Tax Reform Act of 1986." These findings emerged despite the overall
decline in United States spending for socia programs for the nonaged noted in Table 8, and widening
overall income inequality in the United States over this same period.

In contrast to our low-income children, our high-income children are better off than their
counterpartsin every nation studied. The wide variance in child well-being found in the United States
mirrors the high level of overal incomeinequality in our nation. This pattern is not found in other

nations. While their inequality is less than in the United States, children living in families at the

"n contrast, the official United States government figures, which do not count these
programs, indicate child poverty rates of 20.5 percent in 1986 and 21.8 percent in 1991 (U.S. Bureau
of the Census, 1995, Table D-5, page D-17).
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bottom of the distribution enjoy living standards which are significantly above those found for similar
children in the United States, even in nations where overall income inequality has increased during
the 1980s.

Policy Implications

Common children’s issues face al of the nations studied. The social, economic, and
demographic forces which are propelling high United States child poverty are affecting the parents
of children in each nation studied here to a greater or lesser extent. Divorce, out-of-wedlock births,
and sngle-parent families are growing in every nation studied. Similarly, the labor force participation
of women—nboth spouses and single parents—are rising rapidly in every nation studied here
(Smeeding, Rainwater and Danziger, 1995). These forces may have important negative effects on
children which can produce high market income based poverty rates and which need to be addressed
by social policy.

What is uncommon about the United States is its relatively poor response to the problems
which these social forces have produced. While socia policy in Europe, Scandinavia, and even
Canada, has worked hard to keep child poverty low, or to reduce it further (e.g., Blank and Hanratty,
1992; Commission of the European Community, 1993, 1994), the United States is sounding a social
policy retrest. While there is widespread agreement that all parents with school-age children should
work in the marketplace, and that welfare should be reformed, there is little or no agreement how to
help parents find agood job and even less agreement on how to help them keep ajob once they have
found it. Unlike the other nations shown here, there is much less in the way of public support for
both working and nonworking parents in the United States than is found in other nations. Two
examples help illustrate this dilemma, child allowances and guaranteed child support for single

parents.
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Every nation studied here has some form of child or family allowance save the United States.
While the U.S. House of Representatives has passed an additional $500 per child tax credit for
“middleincome’ children, thiswill provide zero help to the one-third of United States children who
live in families with little or no federal income tax liability. For about the same cost as the added
$500 per child credit, Congress could diminate the federd persona income tax deduction for children
and substitute a refundable $750 per child tax credit for all children, regardless of their parents
income level. Such a change could greatly benefit low income children.

Both divorce and single parenthood are high in the United States, and have been rising at an
even more rapid pace in Europe than in the United States. While 23 percent of all United States
families with children were headed by a single parent in 1990, as compared to 9 percent in 1960, these
rates have grown from about the same 9 percent base in 1960 to 15 percent in Canada and the
Netherlands, 13 percent in France and Sweden, and 14 percent in Germany, al by 1990 (McClanahan
and Sandefur, 1994, Table 14). Many of these nations also face the same problem that the United
States faces with respect to lack of payment of child support by the absent father. The European
reaction has been to institute a minimum guaranteed level of child support to single mothers (and
fathers) in cases where the absent parent cannot or will not pay child support. This guaranteed
income alows a single parent to be able to go out and find a job, keep ajob, pay for some portion
of subsidized child care and otherwise substitute for the lack of a partner who can share work and
child rearing respongbilities. Such programs as these are sometimes restricted to mothers who have
legitimate child support orders but are not being paid, and are not terribly generous, eg.,
guaranteeing annual support on the level of $1500 per child. But they do provide a reasonable
minimum level of support for the children involved once combined with work and related programs

(eg., child dlowances, food stamps, and the EITC). The cost of such a program in the United States
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has been estimated to be $10 to 15 billion, and much less if the program helps single mothers to go
to work and to become independent of the welfare system (Kim, Garfinkel and Meyers, 1994). If we
want low-income mothersto go to work, we must find ways to reward work and, for single mothers,
ways to provide the support that the absent parent cannot, or will not, provide.

These two programs—child allowances and guaranteed child support—are only two examples
of how the United States can learn from other nations. But there is no one single magic bullet by
which every country handles the problem of child poverty. Moreover, other nations can learn from
the United States aswell. The EITC isauniquely American invention which helps make work pay
by targeting assistance to low wage families. Other nations such as the United Kingdom and
Audtrdia are enacting their own forms of the EITC. And food ssamps are another uniquely American
program which is effective and worthy of consideration by other nations. The point we are making
isasgmple one: every nation fights child poverty in its own way, Americaincluded. The difference
is that every other nation has produced better results in fighting child poverty than has the United
States.

Conclusion

All nations begin with the issue of preventing severe poverty and disadvantage for at-risk
children. The mgor difference we noteisthat other nations are able to produce lower levels of child
poverty than in the United States. It followsthat child poverty is neither intractable nor intransigent.
The United States had an elder poverty problem in 1970 which it markedly reduced through
increased socia security spending and greater efforts on the part of the aged to save and invest. It
now has a child poverty problem which produces an intolerably low real standard of living for alarge
number of American children. Our high-income children do very well in real terms compared to

similar children in other nations. No one wants to take away these advantages for which the parents



23

of these children work long and hard. What is needed is a reasonable response to the real needs of
low-income American children. And as other nations have shown, there is an answer that we can find

if we have the national will to face up to the sobering facts presented in this paper.
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TABLE 1.

RATIO OF LOW, MIDDLE AND HIGH INCOME CHILDREN’S REAL

INCOME TO UNITED STATES MEDIAN INCOME IN 1991

Ratio to United States Median Ratio to Comparable United States Children
Lowest 20 | Middle 20 Highest 20 Lowest 20 Middle 20 Highest 20
Percent Percent Percent Percent Percent Percent
Country (Year) (1) 2 3) 4) (5) (6)
United States (91) 315 88.2 189.0 100.0 100.0 100.0
Australia (90) 33.2 77.1 143.8 105.3 874 76.1
Austria (87) 41.3 70.7 1151 131.0 80.2 60.9
Belgium (92) 48.1 81.0 136.3 152.5 91.8 72.1
Canada (91) 394 88.3 162.0 125.0 100.2 85.7
Denmark (91) 49.8 90.7 133.6 157.8 102.8 70.7
Finland (91) 499 78.8 1211 158.2 89.4 64.1
France (84) 37.5 67.3 129.3 1189 76.3 68.4
Germany (89) 44.0 79.2 149.6 139.6 89.8 79.2
Ireland (87) 19.3 379 78.4 61.1 43.0 415
Israel (86) 227 46.1 96.3 72.1 52.3 51.0
Italy (91) 36.2 66.3 127.7 114.9 75.2 67.6
Luxembourg (85) 444 73.8 1444 140.6 83.7 76.4
The Netherlands (91) 419 73.5 122.9 132.8 83.3 65.0
Norway (91) 47.8 79.2 126.4 151.7 89.9 66.9
Sweden (92) 54.3 86.5 1331 172.0 98.1 70.5
Switzerland (82) 54.3 85.7 171.6 172.1 97.2 90.8
Untied Kingdom (86) 334 63.8 126.7 105.8 72.3 67.0

Note:

Table to be read as follows:

Columns 1-3: Given that in Australia the median real income of all personsis 82.7 percent of the United
States median in 1991 and that the Australian child median is 93.0 percent of the overall Australian median
and that the 10th percentile point (the middle child in the lower 20 percent) for children’sincomeis 43.2

percent of the median of all Australian children, the average low income Australian child has areal spendable
equivalent income equal to .827 * .930 * .432 of the United States overall median equivalent income—this
amount is equal to 33.2 percent.

Columns 4-6: Theratio of low-income Australian children’s equivalent income to that of low-income United
States children is equal to 33.2/31.5—this is 105.3 percent.

The Penn World tables used to make these conversions automatically adjust for national changes in consumer
prices, thus making all comparisonsin terms of United States dollars in the year of the survey in each nation.

Source: Luxembourg Income Study.




TABLE 2.

LEVEL AND TREND IN CHILD POVERTY RATES:® 1967-1992

Period 1 Period 2 Period 3 Period 4 Period 5 Period 6
Nation Year of Survey <1971 1972-1975 | 1976-1981 | 1982-1985 | 1986-1988 1989+
A. United States 69, 74, 79, 86, 91 13.1 17.3 185 229 215
B. West Europe:
Austria 87 4.8
Belgium 85, 88, 92 34 31 3.8
Finland 87,91 2.9 25
Denmark 87,92 53 3.3
France 79, 84 6.3 6.5
Germany (West) |73, 78, 83/84, 89° 4.0 3.2 4.8/6.4 6.8
Ireland 87 12.0
Italy 86, 91 10.8 9.6
Luxembourg 85 41
The Netherlands | 83, 87/91° 25 3.6 6.2
Norway 79, 86, 91 3.8 3.8 4.6
Sweden 67, 75, 81, 87, 92 35 19 3.9 3.0 2.7
Switzerland 82 3.3
United Kingdom | 69, 74, 79, 86 53 7.0 8.5 9.9
C. Other:
Australia 82, 86, 90 14.0 13.1 14.0
Canada 71,75, 81, 87,91 15.2 14.6 13.9 13.6 135
Israel 79, 86 8.2 111

*Poverty is defined as percentage of children living in househol ds with adjusted disposable minus less than 50 percent
of median adjusted disposable income for all persons. Income includes all transfers and tax benefits.
®The slash (/) for Germany indicates that the German Survey for 1973-1983 is different from that for 1984 and 1989,
hence one cannot derive overall trend estimates from 1973 through 1989 from these figures.
“The dlash (/) for The Netherlands indicates that the survey for 1983 and 1987 differs from the 1991 survey, hence one
cannot derive trend estimates for 1983-1991 from these figures.

Source: Luxembou

rg Income Study.




TABLE 3.

POVERTY RATES FOR CHILDREN BY FAMILY TYPE?®

Children in Children in Single
Two-Parent Parent/Solo Percent of Children in
Country (Year) All Children Family® Mother Family® Solo Mother Families®d
United States (91) 215 111 59.5 21.2
Australia (90) 14.0 7.7 56.2 12.4
Belgium (92) 38 3.2 10.0 8.1
Canada (91) 135 74 50.2 134
Denmark (91) 33 25 7.3 14.3
Finland (91) 25 1.9 75 95
France (84) 6.5 5.4 22.6 6.5
Germany (89) 6.8 2.9 427 9.9
Ireland (87) 12.0 10.5 40.5 53
Israel (86) 111 10.3 27.5 51
Italy (91) 9.6 95 13.9 4.4
Luxembourg (85) 41 36 10.0 6.8
The Netherlands (91) 6.2 31 39.5 84
Norway (91) 4.6 1.9 18.4 15.4
Sweden (92) 2.7 2.2 5.2 14.6
Switzerland (82) 33 1.0 25.6 6.9
United Kingdom (86) 9.9 8.4 18.7 13.0

*Poverty isdefined asin Table 2.
®Child poverty rates in two-parent families are for those children living in situations where there are only

two adults who are married, or are living together as married.

Single parent/solo mother families are children living in those situations where one female adult residesin
the household. Other adults (e.g., older children) may also occupy the residence.

YBecause some children live in other types of situations, e.g., in multiple family unit households or in lone
father units, the weighted averages of children in solo mother and two-parent households do not add to the “all

children” total.

Source: Luxembourg Income Study database.




APPENDIX TABLE A-2

CHILD POVERTY RATES BEFORE AND AFTER GOVERNMENT PROGRAMS?

Pre-Government Child Poverty Rates®

Post-Government Child Poverty Rates

All Two-Parent Solo All Two-Parent Solo
Nation Children Households Mothers Children Households Mothers
AS89 19.6 115 73.2 14.0 7.7 56.2
BE92 16.2 13.1 50.7 3.8 3.2 10.0
CNo91 22.5 14.9 68.2 135 74 50.2
DK92 16.0 10.6 45.0 3.3 25 7.3
Fl191 115 8.6 36.3 25 19 7.5
FR84 254 22.8 56.4 6.5 54 22.6
GE89 9.0 5.2 439 6.8 2.3 4.2
IR87 30.2 28.0 72.6 12.0 10.5 40.5
1S86 239 216 61.3 111 10.3 27.5
IT91 115 10.6 317 9.6 9.5 13.9
LX85 11.7 84 55.7 4.1 3.6 10.0
NL91 13.7 1.7 79.7 6.2 31 39.5
NW91 12.9 4.4 57.4 4.6 19 18.4
SW9a2 19.1 12,5 54.9 2.7 2.2 5.2
S782 51 19 33.7 3.3 10 25.6
UK86 29.6 221 76.2 9.9 84 18.7
Uso1 259 13.9 69.9 215 111 59.5

¥Figures 5, 6, and 7 are based on these estimates.

®Government programs include income and payroll taxes and all types of government cash and nearcash

transfers.

Source:  Luxembourg Income Study estimates.




APPENDIX TABLE A-1. LIS DATABASE LIST, COUNTRY AND YEAR"
(bold entries are included in this paper)

Country Historical Databases Wave | Wave Il Wave 1117
Australia 1982 1986 1990
Austria 1987 1991
Belgium 1985 1988/1992
Bulgaria 1991*/1993*
Canada 1971 1975 1981 1987 1991
Czech Republic 1988 1992
Denmark 1987 1992
Finland 1981* 1987 1991
France’ 1979 1984 1989*/1990*
Germany* 1973 1978 1981/83 1984 1989/1992*
Hungary 1987* 1991
Ireland 1987
Israel 1979 1987 1992*
Italy 1981* 1986 1991
Luxembourg 1985 1991*
The Netherlands 1981*/1983 1987 1991
Norway 1979 1986 1991
Poland 1986 1992
R.O.C.-Taiwan 1981 1986 1991
Russia 1992
Slovak Republic 1992
Spain 1980-81* 1990-91*
Sweden 1968 1975 1981 1987 1992
Switzerland 1982 1992*
United Kingdom 1969 1974 1979 1986 1991*/1993*
United States 1971 1975 1979 1986 1991

AWe are aso in negotiation with Korea (1993), Mexico (1990), Portugal (1980, 1989), and South
Africa (1993). Japan and New Zealand are unable or unwilling to join at thistime.

®France has an income survey (1979, 1984, 1990*) and a budget survey (1989*).

‘Germany has three different databases: an income and expenditure survey (1973, 1978, 1983); a
transfer income survey (1981); and three cross-sections from the socio-economic panel (1984, 1989*,
1991*).

*Will be available in 1995; year given is reference year, not necessarily the year that the data were
collected.

Source: Luxembourg Income Study.




FIGLRE 1

COMPARISONS OF REAL INCOME: CHILDREN IN THE
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COMPARISONS OF REAL INCOME: CHILDREN IN THE
MIDDLE-INCOME HOUSEHOLDS
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FIGURE 3

COMPARISONS OF REAL INCOME: CHILDREN IN THE POOREST HOUSEHOLDS
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FIGURE 4

CHILD POVERTY RATES IN 18 COUNTRIES*®
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FIGURE 5

PRE- AND POST-GOVERNMENT POVERTY RATES:
CHILDREN IN TWO-PARENT FAMILIES

30

o
L

MNone

b
o

[a—
o
Q| N

Ti%

Post Government Poverty Rate
Or

N
;

0 5 10 15 20 25 30
Pre-Government Poverty Rate

Notes: See Appendix Table A-2 for numerical coofdinates of each country point.
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FIGURE 6

PRE- AND POST-GOVERNMENT POVERTY RATES:
CHILDREN IN SOLO MOTHER FAMILIES
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Notes: See Appendix Table A-2 for numerical coofdinates of each country point.
* = percentage reduction from pre-government poverty to post-government poverty.
Source: Luxembourg Income Study.



FIGURE 7

PRE- AND POST-GOVERNMENT POVERTY RATES:
ALL CHILDREN
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* = percentage reduction from pre-government poverty to post-government poverty.

Source: Luxembourg Income Study.



o] pue q] s2]qe ], (p661) QDHO :33M0S
‘HIaa0 UONEINPD PUT ‘SHEURG QU] SI0ALATE pLe padu ap o) sjyHURG Ysued (U SAPRINT s ENOALA]|225HU IO pud
Bjyang 2ATjIaM ‘Saounmo](e Ky “vonesusdwos uswiodwaun “siyausq uonowoad juawiojdun ‘saoiaks Anpqesip pus ANQIQUSTp 10 SJAUAQ YSED IPNOUL IFIALL,  INON

w 2
R - )
o 0 il Z M o] & w
P og o 8 3 I I m W £
e B ow B . B & 8

q
B
.

B g e i el e
e Dt

1RAGG 1 .

- 91

16/0661 ANY ‘SBG61 ‘0861 NI d0D A0 INIJHAI SY AZDVNON THL ONOWY NOLLDALOHd "TVID0S

B UNDIA





