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Introduction

In recent years much has been written about the determinants of changes within national welfare states, as scholars have sought to explain patterns of welfare state retrenchment and reform.  Particular attention has been focused on the impact of partisanship and globalization, and the appropriateness of different measures of welfare state “effort” (Korpi and Palme 2003, Huber and Stephens 2001, Swank 2002, Allan and Scruggs forthcoming, Castles 2002).  While this debate will undoubtedly continue, other studies have (re-) turned to treating the welfare state as an independent variable, examining the impact of welfare states on distributive outcomes and poverty levels in advanced industrial democracies.  Given that poverty alleviation is a central concern of social programs in advanced industrial democracies, it should be of little surprise that it features so heavily in the evaluation of policy outcomes.

While a variety of measures associated with the welfare state, partisanship, and political institutions have been employed to explain cross-national variation in poverty rates, in this paper we focus more specifically on the relationship between welfare state decommodification and poverty rates in the advanced industrial democracies of Western Europe, as well as North America and the antipodes.  Using data from the Luxembourg Income Study and the Comparative Welfare State Entitlements Data Set, we examine the programmatic effects of welfare state policies on both levels of absolute poverty and changes in poverty rates during the period since the early 1970s. 

The outline of the paper is as follows.  We begin with a brief review of the recent literature on the relationship between the welfare state and political institutions on the one hand, and distributive outcomes and poverty levels on the other.  Before testing our hypotheses relating to the determinants of poverty levels in OECD economies, we employ LIS data to outline and discuss trends in relative and absolute poverty rates during the last two decades.  We then offer a justification for using decommodification data as more appropriate indicators of the welfare state when measuring its effect on post-tax/transfer poverty rates.  After outlining our models and discussing the results of our empirical analyses, we briefly consider the particular utility of entitlements data for understanding the relationship between the welfare state and poverty.

Explaining Poverty and Inequality

Much of the recent research on income inequality and poverty rates in advanced industrial societies has relied heavily on the availability of successive waves of micro-level data from the Luxembourg Income Study (LIS).  Not only have such studies clearly identified trends and variations in the incidences of poverty and income inequality in advanced industrial economies (e.g., Kim 2000; Smeeding, Rainwater and Burtless 2001), but they have also shed light on the determinants of poverty and inequality reduction.  From a power resources perspective, Bradley et al.’s (2003) analysis of pre- and post-tax and transfer income inequality highlights the critical role played by labor organizations and left party governments in reducing income inequality.  In a similar vein, Moller et al. (2003) and Brady (2003) discuss the importance of left parties and institutional factors when explaining poverty reduction, although the latter concludes that the cumulative partisan effects of left parties on poverty reduction are not direct, but rather they are largely channeled through welfare state institutions.

Examining more directly the relationship between welfare state effort and poverty reduction, Kenworthy (1999) uses three measures of welfare generosity to assess the importance of social policy: expenditure data, welfare state decommodification, and the social wage.  He presents cross-sectional data to suggest that social policy does affect the level of absolute poverty around 1991.  His study, however, is subject to several limitations that we attempt to address below.  First, the results are vulnerable to the standard criticism of cross-sectional comparative analyses of nations: because they are based on a single time point, there is no direct information on whether or not the level of social policy affects within country changes in poverty rates, only the level.  Second, in Kenworthy’s study the most appropriate indicator of social policy generosity – decommodification – was available for only a single point in time (1980), eleven years prior to the measurement of the dependent variable.  Third, our analysis incorporates several revisions of LIS datasets and resolves some technical issues regarding the treatment of absolute poverty measures in different years for different countries.  Finally, Kenworthy’s analysis is, by his own admission, rather limited in scope, since his goal was “not to develop a full or complete explanation of cross-national variation in poverty rates.  Instead, it [was] to assess the impact of social-welfare policies on poverty” (1999: 1128).  In this paper we attempt to provide a more explicit analysis of the comparative importance of social policy versus economic development when accounting for poverty rates.

While there is broad agreement among comparative political economists, then, that social policies have an ameliorating effect on poverty in advanced industrial societies, either independently or in combination with the effects of left parties and other political institutions, problems remain in the existing literature when it comes to operationalizing the welfare state.  On the one hand, most studies continue to rely heavily on social expenditure data in order to represent welfare state generosity.  On the other hand, studies such as Kenworthy’s  (1999) that do employ what we consider to be a more theoretically meaningful measure of welfare state generosity – decommodification – use data from Esping-Andersen’s Three Worlds of Welfare Capitalism (1990), which even at the time of publication were ten years old.  In our analysis below we address this issue by providing estimates of the same decommodification score for multiple years.

Finally, just as there is controversy on the operationalization of independent variables relating to the welfare state, there is also a degree of disagreement about how the dependent variable in the analysis – poverty – should be operationalized.  More specifically, debate exists over whether relative or absolute measures of poverty are more appropriate for the purposes of analysis (Kenworthy 1999).  It is to an examination of this question that we turn as we present data on poverty rates over the last two decades.

Relative Poverty Trends


Table 1 provides comparative rates of relative poverty.  The rates are all computed from the LIS files.  (Details about exact coding procedures are available from the authors.)  The poverty line is set at 40% of median household equivalent income, which approximates the United States’ poverty line.  Poverty rates in the “non Anglo” countries of Europe average less than 4%, while they are almost 7% in Australia, Canada, Ireland, the United Kingdom and the United States.  Comparable figures for higher poverty thresholds (e.g., 50 or 60% of median income) have been shown to produce similar patterns of variation among countries (Kenworthy 1999; Smeeding 1997).  These results suggest that cross-national differences are not the result of “crowding” just above (or below) a particular definition of poverty.

Table 1 about here

Our discussion here focuses primarily on the period from the mid 1980s to the most recently available survey.  Relative poverty increased since the mid 1980s in about half of the countries examined, while the other half experienced either little change or reductions in poverty rates.  Relative poverty appears to have increased most markedly in the Netherlands, though from a low starting level.  Relative poverty also appears to have increased appreciably in the UK and Italy. Finland, Norway, Spain, Switzerland, Sweden, and the United States all experienced little change or reductions in poverty rates between the mid 1980s late 1990s. 

During the 1980s and 1990s these changes have created a clear division, if one did not already exist, between Anglo-American countries and the rest of Western Europe in poverty rates.  Whereas in the mid 1980s the southern European countries of France, Spain and Italy had higher poverty than the UK and Australia, by the mid to late 1990s, only Italy has poverty rates higher than the Anglo-American countries.  (While we do not have comparable data for New Zealand, the incidence of poverty increased in the 1990s, and likely increased considerably in the late 1980s following the neo-liberal reforms of that decade (Waldegrave et al. 2003).)

Absolute Poverty Trends


Criticisms of generous income support programs often suggest that the focus on relative poverty ignores potential trade-offs between relative and absolute poverty.  Faster economic growth, for example, may more than make up for higher relative inequality, and many argue that very generous social insurance programs slow growth by reducing overall market efficiency and work incentives.
  For this reason, comparing trends in absolute poverty rates should provide more telling insights about the dual effects of economic development and transfer systems in relation to moving people out of poverty.


We computed absolute poverty rates using the 1986 household equivalent poverty income level in the United States from the LIS.  This amount was indexed annually for US inflation (using December to December indices) to obtain a nominal poverty income in the United States for each year from 1971 to 2000.  The annual amounts were then converted to national currency equivalents using the OECD’s annual purchasing power parity values.  With that national currency threshold, we computed from the national LIS files the portion of equivalent individuals falling below those poverty thresholds.  (This calculation for equivalent individuals is the square root of household size, the same adjustment used in computing relative poverty rates in the previous section.)  Results for the mid-1980s to late 1990s are summarized in Table 2.  The table also includes, for each country, the proportion of national income (GDP) per capita to that for the US in 1986 and 2000.  


Table 2 about here

Australia is the only country here to experience an increased rate of absolute poverty since the mid 1980s.  (New Zealand would likely fit in this category as well.)  Absolute poverty rates have fallen most dramatically in Ireland and the Netherlands, but declined noticeably in virtually all other countries.  Even in the United States, where poverty rates have been historically highest, the economic boom of the 1990s helped to reduce absolute poverty rates considerably. 

Compared to the United States poverty threshold, absolute poverty rates in Europe tend to be much higher than relative rates.  This is perhaps not surprising given lower average incomes.  However, unlike the United States, absolute rates of poverty in Western Europe declined quite rapidly in the 1980s.  Indeed, despite having average incomes that are only 75 to 85% of US income per capita and despite the fact that the long boom in the US reduced absolute poverty levels considerably, by the end of the 1990s most European countries had absolute poverty rates that were below those in US.  We can contrast this comparative performance with absolute poverty rates in the late 1970s or early 1980s.  At that time, many countries had lower absolute poverty rates on average incomes that were even smaller than that of the US.  Others – Canada, France, Norway, Netherlands, and Sweden – had higher absolute poverty rates, but now have smaller ones.  


About half of the countries (eight) had lower rates of absolute poverty than the US did in the mid 1980s.  This is true despite the fact that US average income was much higher.  For example, Finland’s had less than 9% of the population below the US poverty line in 1987 (the US rate was around 12%), even though Finland’s GDP per capita in that year ($17,728) was less than three quarters of the US average.  By the late 1990s absolute poverty rates remained below those in the United States, and were also lower in two other countries, the Netherlands and Sweden.  

Thus, while much is often made of the historical differences between Europe and American in relative poverty, there are also considerable differences in absolute poverty. Is there any evidence in this table to suggest that social welfare policies limit reductions in absolute poverty by limiting economic growth?  In short, no.  Despite slower overall growth, absolute poverty rates declined appreciably in much of Europe.  

Nevertheless, it is possible to make a case for the beneficial effects of growth over social policy.  First, European countries did generally grow more slowly than the United States and absolute poverty rates did decline very briskly in the United States.  Second, “liberalizing” European Countries that grew faster than the United States (Ireland, the Netherlands and the UK) experienced comparatively large declines in absolute poverty.  

While both of these facts are true, jumping to the conclusion that promoting growth solves the poverty problem in the long term, glosses over several factors.  Since the United States’ economic and poverty performance undoubtedly plays a role in increasing pressure for welfare state retrenchments in Europe, it is important not to overstate the long-term results on the basis of the results of less than a decade.  By most accounts (now and even many then) US economic performance in the 1990s (and its ancillary poverty-reducing effects) cannot be sustained.  Leaving aside effects of long-term imbalances (current account, fiscal, and household) on consumer purchasing power, the “economic lift” at the end of the boom was likely temporary for many poor Americans.   Unemployment rates were unsustainably low, and growth rates had been well above trend.  Thus, unless we expect a resumption of the long and sustained growth of the 1990s, reductions in US poverty rates may level off appreciably.
  

Second, strong performance in reducing poverty in Ireland has been linked to negotiated wage restraint, not simply liberalization.  Perhaps more importantly, much of its performance might be attributed to a much-delayed economic catch-up process that most of continental Europe experienced in the 1950s and 1960s.  Similarly the Netherlands’ “jobs miracle” was in large part a result of the active labor market policies of the Dutch government.

Third, while focus has often been centered on “reform successes,” cases like Australia and New Zealand suggest that growth does not necessarily follow reform (New Zealand), and that growth does not necessarily reduce poverty.  Australia is the only case in which absolute poverty increased since the mid 1980s.  Yet Australia’s real income per capita (in PPP terms) grew as fast as in the United States.  Little is also mentioned about Japan.  Though its economic crisis in the 1990s turned popular exhortations about the best model of capitalism on their heads, excessive government involvement in Japanese income and social policy had little to do with its economic decline.

Finally, one should consider the other mixed cases:  “growth failure” and “poverty success.”  The fact of particular pairs of growth and poverty reduction outcomes says nothing about whether they are causally related. 

Table 3 about here

Does economic development or social policy reduce poverty?

Table 3 can be taken as evidence to support just about any position, with the possible exception of the claim that good economic performance does not tend to reduce poverty.  (Only Australia saw poverty increase; Finland and Austria simply had relatively small reductions in their already low poverty rates).  One element that is missing from this table is the generosity of the welfare state.  At first glance, the countries falling in each cell do not cluster with prevailing typologies of social policy regimes (e.g., varieties of capitalism, worlds of welfare, families of nations, Christian versus social versus liberal democracy, etc.)  Of course, there are a number of conditions that, if controlled for, might shed more light on these different outcomes.  It is to these issues that we now turn.

Welfare State Generosity

Comparative political economists typically use total government spending or transfers as an indicator of the generosity of government social protection policy.  While these measures are appropriate indicators of generosity for some purposes, it is often a fairly weak measure of the individual incentives provided by welfare state protection.  Many social programs operate on a quasi-insurance basis, and may thus offer fewer incentive compatibility problems that are worse than their market counterparts.  By themselves, spending patterns may say little about generosity in the conditions of the benefit.  Spending may increase even if welfare state programs are limited and tight-fisted.  Similarly, benefits may be relatively generous, but not fully “exploited.” (Much has been made, for example, of the fact that benefit generosity in Sweden was made possible by full employment policies.)  Most scholars recognize limitations of this aggregate spending data and some have turned to more disaggregated program spending data (e.g., Castles 2002).  While such data does provide a more detailed picture of where social spending is generally allocated, it still fails to identify major features of the structure and terms of social insurance programs.  

Ideally, many researchers have called for social policy data that measure the specific terms of key welfare programs in order to determine the generosity of the welfare state, and allow one to trace changes across time and space in welfare state program structures (Castles 1998b, 2002; Green Pedersen and Haverland 2002; Hicks 1999; Kitschelt 2001).  Our measure of welfare state decommodification does this for eighteen countries and three decades, aggregating key characteristics of major welfare state programs including post-tax replacement rates.  Since this element of welfare state generosity is what most appear to have in mind, it will serve as the main independent variable identifying the generosity of social policy. 

Measuring Decommodification

We operationalize welfare state decommodification using three major social insurance programs: pensions, unemployment insurance and sickness benefits.  The dimensions of each program included in our measure are provided in Table 4, and are computed for each year from 1971 to 2000, based on distributions in a benchmark year (1980).
  The process for creating the benchmark distribution is as follows. 

Table 4 about here

For sickness and unemployment insurance programs, net replacement rates are based on the benefit payable to an unmarried person earning the average production worker wage (less taxes) compared with the post-tax average production worker (APW) income.  For pensions, the numerator is the net pension benefit to someone with no earnings history (social pension) and the net benefit to someone earning the APW for each year from age 20.  For sickness and unemployment insurance programs, we also coded for the number of waiting days, the length of coverage required to qualify for a standard length of benefits, the duration of the benefit, and the portion of the work force insured.  For pensions, we coded for the number of working years to qualify for the standard pension, the percentage of total pension contributions paid by the employee, and the pension coverage (defined as the proportion of those over the official retirement age who are in receipt of a pension).

We create an aggregate decommodification score using a modified form of the procedure used by Esping-Andersen in The Three Worlds of Welfare Capitalism.  First, for each program characteristic (except coverage), we standardized the scores in 1980, after eliminating a few large outliers.  To the standardized scores for replacement rate, we added 2, so that bottom and top scores coded at zero and four respectively.  (Thus, a country with an average replacement rate in 1980 is scored 2, the highest 4, and the lowest 0.)  For the other characteristics (again, except coverage) we coded countries 1, 2, or 3: 1 if the score was greater than one standard deviation below the mean, 2 if it was within one standard deviation of the mean, and 3 if it was at 1 standard deviation above the mean.  In all cases, coding accords the more generous condition—e.g., shorter wait, longer duration, and shorter qualifying period—a higher score.  Using the means and standard deviations for 1980, we computed scores for all other years.  

Decommodification scores for each program – unemployment, sickness, and pension – were computed by summing the four characteristic scores for each program, and multiplying by the coverage rate for that program.  To reflect its greater presumptive importance as an indicator of program generosity, the weight of the replacement rate was doubled in computing the unemployment and sickness benefit scores.
  Then, the cumulative scores for the three programs were summed.  This means that a country could have a score between 0 and 17 for each program, and 0 to 51 for all three.  (The actual rang is 11.6 to 43.6.) 

Hypotheses

We anticipate that the level of decommodification in the recent past will have a negative impact on the level of poverty measured at a given point and changes in poverty in a given country.  We also predict that change in decommodification will have a negative impact on change in the poverty level.  

We also analyze the impact of two other common explanations for lower poverty and inequality:  political partisanship (cumulative left government seats) and government spending (total spending and transfer spending).  We expect left-party government dominance and higher government spending to have a negative effect on poverty rates in the same manner specified for decommodification.  In the discussion of our statistical results, we elaborate on how specifying the degree of welfare state decommodification improves our understanding of comparative poverty rates.

Economic development


To evaluate the role of economic development as a driver of absolute poverty reduction, we focus on the level of and changes in per capita GDP.  We expect the level of income in a country to have a negative effect on the poverty level.  The relative cost of paying for an absolute poverty wage or benefit is lower when average income is higher.  We expect faster growth rates in the recent past (five year) to reduce poverty levels.  We also expect that changes in the absolute poverty rate will be negatively correlated with the growth of average income in the period between surveys.  These last two hypotheses are not necessarily true since poorer segments of the population may not reap the benefits from growth.  For example, the absolute poverty rate in the United States remained relatively flat from the early 1970s to the mid 1980s, as the inflation-adjusted median equivalent income was largely unchanged.   

Interaction Effects between Growth and Welfare State Generosity

Are the effects of generosity on poverty conditional on the level of development, or vice versa?  The positive and negative perspectives on the effects of social welfare policy suggest a strong correlation between generosity and income level (and growth), but differ on the sign of the correlation.  

Critiques of generous social policy suggest that generosity breeds dependence and reduces labor effort, thus slowing growth.  The implication is that people will be more likely to work their way out of poverty in low benefit countries.  This suggests that the poverty reducing effects of growth are conditional on the generosity of the welfare state (i.e., lower when benefits are generous higher when they are not).  Those pointing to the positive effects of welfare state generosity often suggest positive interaction effects between generosity and growth for poverty reduction.  Since more generous welfare states redistribute more economic gains into generally available social insurance benefits, they will reduce absolute poverty more for a given level of income or increase in income.  Thus, we would expect to find that, conditional on each individually, the interaction of growth and generosity has an impact on poverty rates.

Controls

Following several recent papers analyzing the determinants of income inequality among OECD countries, we include two additional control variables when estimating the relative effects of social policy and economic expansion on poverty rates (Kenworthy 1999).  They are pretax poverty and union density.
  Pre tax poverty is the poverty rate before taxes and transfers.  This figure has increased in many of the countries in this group, even after controlling for the dependency ratio (non-working age to working age).  This figure is computed from LIS data.
  Union density captures an important indicator of working-class mobilization, and is associated with a more generous welfare state in a number of other studies.  Though our goals are not to evaluate these variables at length, the literature leads us to expect pre-tax poverty rates to increase post-tax poverty, and density to reduce it.    

To reiterate, our basic statistical models are: 

Povertyt= Poverty pre-fisct + Incomet-1 + Average Growth + Densityt-1+

Decommodificationt-1+ LeftCabinett-1+Spendingt-1 + error

ΔPoverty (t+x) =ΔPoverty pre-fisc (t+x)-t + Income per capitat-1 +Density t-1 + 

Decommodt-1 +Δ Decommod (t+x)-t  + Δ ln(Income per capita) (t+x)-t +

[Decommodt-1 * Δ ln(Income per capita) (t+x)-t] + X+ error

Where t is survey year, t+x is subsequent survey year, variable x is the number of years between surveys, and Average Growth is the income per capita growth rate averaged over the previous five years.  The number of and period between surveys varies by country and over time, the value of x varies.  (Surveys used are provided in the Appendix.)  Right-hand-side level variables are lagged to reduce possibility of simultaneity bias, though having them enter simultaneously does not appreciably affect the results.  Variable X (the number of years between surveys) is included to control for the possibility that differences in the size of changes in poverty (or of other variables) are a function of time between surveys.

We estimate coefficients for both models with OLS, and standard errors with the cluster procedure described in Bradley et al. (2003).
  We use the cluster procedure to obtain corrected standard errors for several reasons: the dataset has short, unbalanced panels and irregular gaps in the individual country series (prohibiting the estimation of panel corrected standard errors or other more conventional means of dealing with errors in pooled cross-sectional panel data); errors might be temporally correlated within panels; and errors may have different means across panels.  Table 5 provides the summary statistics for the variables used in the models discussed below

Table 5 about here

Collinearity

Previous work suggests that left government, union density and government spending may be intercorrelated with each other, and possibly with our decommodification scores.  The bivariate correlation suggests that this is a relatively serious problem: correlation coefficients are  .48, .71, and .73, respectively.  Including them reduces the efficiency of our estimates for decommodification in the full model, and can be expected to lower coefficients for all four variables (since they are all positively correlated with each other and negatively correlated with poverty.  However, since collinearity does not bias point estimates, and the purpose of statistical estimation is not only the statistical significance of estimate, but also substantive significance, it is important to contemplate the predicted effects controlling for competing (but correlated) explanations.  We should note at the outset, however, that as a measure of policy outputs, decommodification is a more compelling indicator of welfare generosity than measures like partisanship or even spending, particularly for those with lower incomes.

Results and Discussion

Results for the first basic model are given in Table 6.  Column 1 gives the “baseline” model.  As expected, pre-tax poverty rates are significant predictors of post-tax poverty: for each point of pre tax poverty, post tax poverty is .4 to .5 points higher.  Including union density as a measure of union labor market strength is not statistically significant and has an unexpected sign in all of the models we estimated.  We generally retain the density term, despite this.

We present several specifications to examine the robustness of the effects of our variable of interest – decommodification.  The results in the next four columns (2-5) suggest that the negative effect of decommodification on absolute poverty is very strong when entered with all but the other “social policy” variables.  The coefficients are relatively stable in specifications using subsets of income level, absolute poverty, union density, and recent growth performance.  Decommodification is statistically significant at conventional levels in all four estimates.  

Substantively, the estimates suggest that more generous benefit entitlements have strong effects on absolute poverty levels.  Moving from the least to the most decommodifying regime is predicted to reduce absolute poverty by 10 percentage points.  Alternatively, a one standard deviation change in decommodification (8 points) is expected to produce a .4 standard deviation change in the poverty rate (2.7 points).  The estimated effect is even more pronounced since the mid-1980s.

Unsurprisingly, the coefficient for decommodification is lower, and standard errors higher, when left cabinet shares and total spending are also included in the model (column 6).  Multicollinearity does not bias point estimates, which suggests that, even after controlling for effects of spending and left incumbency, moving from the least to most decommodifying regime reduces absolute poverty by around 5 percentage points.  However, this estimate is only about as large as its standard error, and thus statistically not different from zero.   

Table 6 about here
Left Power and Decommodification

What do these results from the full model in Column 6 say about recent findings regarding the impact of class power and social spending on welfare state outcomes (Kenworthy 1999; Bradley et al. 2003; Brady 2003)?  If we drop spending from the model and examine three models containing left government or decommodification or both (columns 4, 7 and 8), we get some sense that it is not left government, but decommodifying social policies that are more robustly correlated with lower poverty.  Comparing the “Baseline plus Decom” (4)  result with the “Baseline + Decom and Left” (7), we see that the coefficients for Decom are similar in size, and both are statistically significant at 5%.  However, the difference in the left government estimates moving from the less constrained (Base+ Left, column 8) to the more constrained Base + Decom & Left model specification are much larger.  The size of the left government coefficient is 60% lower when one controls for decommodification of social policy, and is not statistically significant. 

Rather than suggest that this result refutes the power resources model, however, it is probably more accurate to say that our result either challenges the thesis or points to an important policy mechanism by which left governments have reduced poverty.  Bradley et al. allow for this possibility, though they do not demonstrate it, in their paper on redistribution. 

If we were able to include accurate measures of the redistributive profile of taxes and benefits, we would expect partisanship to have no such direct effects on reduction in inequality (2003, 199)

Though their paper dealt with a slightly different measure of inequality, our measure of decommodification stands as a more or less direct proxy for redistributive profile of the welfare state.

One might argue that decommodification as we have measured it says little about relative redistribution.  For example, Castles (1994) argues that Antipodean welfare states’ universal flat rate (but means tested) benefits are more redistributive from higher to lower income groups.  A “perfect” redistribution profile might be that transfers only come from the best off and go only to the least well-off, something that universal welfare states (decommodifying as we have them) do not do.
  We maintain that decommodification implies a more equal distribution of rights and this helps to alter the nature of distributive outcomes (both pre and post fisc).  Moreover, our decommodification scores also correlate with generosity of “in-kind” social services (like health care, child care, education) that might also fall under the profile of a decommodifying “regime.”  

Social Spending and Decommodification

Perhaps our measure of generosity is simply a close proxy for government spending.  After all, one might argue that high spending implies (or perhaps demands) generous entitlements.  If this were the case, our findings would be largely similar to Brady (2003), who used two expenditure measures to represent the welfare state and found that left institutions only affected poverty rates indirectly through the welfare state. How are our results different?  Our inference that it is the character of social citizenship rights, as defined by overall program rules, rather than spending as such is further reinforced by a comparison of the effects of either or both in the model.  Compare results in (Columns 4, 9 and 10) using the same procedure used in the preceding section.  When both spending and decommodification are entered into the model, the coefficient for decommodification falls (from the same model save the spending variable) by about 28%, the standard error increases slightly, and the estimate is marginally significant statistically (at the 10% level).  The effect of the parallel procedure on the spending variable is much more devastating for the spending explanation.  The coefficient estimate drops by 60%, and the associated error increases somewhat more (though not extraordinarily so).  

Growth and Poverty

What about income and growth effects on poverty rates?  In all of our results, per capita income is negatively associated with the absolute poverty rate.  Recent growth performance (in columns 13 and 14), however, has a positive coefficient (opposite of what we expected), though the estimate does not approach statistical significance if social policy variables are included in the model.  (Results are close to statistical significance when such controls are not introduced.)  Part of the explanation here may be a negative correlation between growth and social protection policy (i.e., spending or decommodification).  This would be consistent with some recent studies that suggest that social spending (particularly passive spending) lowers growth rates.

Change models

Decommodification

Table 7 presents results for the models predicting changes in the poverty rate from one survey to another.  Here for simplicity, we report and discuss only models with decommodification and income variables, and omit any comparison of results including partisanship or spending variables.  Results for the change model specifications are considerably poorer, though the directions of estimates are loosely consistent with the findings in the previous section.  As noted earlier, the change model is much more demanding theoretically, and is also more sensitive to measurement error in decommodification and poverty and changes in welfare rights may not always show up immediately in poverty statistics.
 

The coefficient for the level of generosity of the welfare state is negatively but not much bigger than the estimated standard error (columns 2,4,6 and 7).  The change in decommodification between poverty surveys has the expected negative coefficient, but the estimate is also not significantly different from zero.
  Changes in post-tax absolute poverty are positively and significantly associated with changes in pre-tax poverty rates in all models (columns 4-7).  The coefficient for the interaction term in column 8 is positive but substantively small, and has a very high standard error.

The only coefficient of interest that is marginally significant – level of income at the prior survey – is positively related to changes in poverty rates, implying that richer countries tends to have lower reductions in poverty than poorer countries, all else equal.  This estimated effect holds whether or not one controls for income growth.  This is not unexpected.  If poorer countries tend to have higher absolute poverty, growth reduces absolute poverty faster, and poorer countries grow faster (as most growth models suggest and find empirically), then initial wealth would imply a lower change in, but not a lower level of absolute poverty.  

Table 7 about here 

Conclusion

The most significant conclusion to emerge from this study relates to the impact of decommodifying welfare policies on levels of poverty in Western European and other advanced industrial societies. While this finding is broadly consistent with previous research that points to a relationship between welfare states, left institutions, and poverty reduction, our research more clearly specifies the nature of these relationships in two ways.

First, our results provide persuasive statistical evidence that the structure of social protection policy matters more for reducing poverty than government spending per se. The use of programmatic entitlements data rather than expenditure data provides a more theoretically meaningful characterization of welfare state generosity, since the measures more directly reflect the impact of social policies on recipients who might otherwise find themselves with incomes below the poverty line. Our previous research (Allan 2003; Allan and Scruggs, forthcoming) has demonstrated that spending data are not useful proxies for entitlements data when the welfare state is the dependent variable, and the results in this paper provide support for using entitlements data when treating the welfare state as an independent variable as well.  

Second, our results also clarify the relationship between left parties and poverty levels. We find that the estimated importance of left partisanship declines considerably once one controls for the decommodifying features of the welfare state.  While this might raise some question about the “left government” thesis, we think that our results do more to specify the policy mechanisms used in countries dominated by left-party governments (but in principle open to all political regimes) by which absolute poverty can be reduced.

In the final analysis, then, this paper not only supports the widely held view that social welfare policies reduce poverty, but it also sheds more light on how they do so. As supporters of social welfare policies have shifted their focus in recent decades from expanding entitlements to protecting them in the face of demands for programmatic retrenchment, the implications for poverty rates within advanced industrial democracies are considerable.
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[image: image1.emf]Table 2: Absolute Poverty Rates (US threshold 1986 base)

Country 

Survey 

Endpoints Poverty Rate 

Degree of 

change

Income 

Ratio* 

1986/2000

Australia:  87-94 14.8-16.9 +  .77/.77

Austria:    87-97 8.3-6.8 -  .71/.71

Belgium  85-97 9.9-7.4 -  .71/.71

Canada 87-98 7.6-7 0 .87/.81

Denmark 87-97 9.1-7.1 -  .87/.80

Finland 87-00 8.6-7.7 0 .73/.70

France 84-94 14.2-10.4 -  .72/.67

Germany  84-00 9.3-6.7 -  .73/.69

Ireland  87-96 40-21.8 ---  .45/.79

Italy 86-00 22.6-19.9 -  .69/.65

Netherlands  87-99 21.7-6.6 ---  .71/.73

Norway   86-00 6.5-2.7 -  .83/.81

Spain 80-90

Sweden  87-00 14.4-8.4 --  .79/.71

Switzerland   82-92 4.1-3.6 0 .98/.79

UK 86-99 17.3-13.7 -  .68/.67

US 86-00

12.2- 8.7

-  $24172/ $33293 (level)

--- > 10 point decline

-- 5 to 10 point decline

- 2 to 5 point decline

0 < 2 point decline

+ .5 to 1.5 point increase

++ >1.5 point increase

* per capita income as a portion of US (Penn World Table 6.1)
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Country 

Survey 

Endpoints

Poverty Rate

Change

Australia 

87-94

5.3-6.6

+

Austria:   

87-97

2.8-4

+

Belgium 

85-97

2-3.2

+

Canada

87-98

6.8 -7.4

+

Denmark

87-97

3.7-4.9

+

Finland

87-00

2.5-2.1

0

France

84-94

6.3-3.3

--

Germany 

84-00

2.9-4.2

+

Ireland 

87-96

3.7-3.9

0

Italy

87-99

5.5-7.3

++

Netherlands 

86-00

1.7-4.5

+++

Norway  

86-00

2.4-2.8

0

Spain

80-90

6.7-5.2

-

Sweden 

87-00

4.2-3.6

-

Switzerland  

82-92

4.1-4

0

UK

86-99

3.7-5.4

++

US

86-00

12.2

-

10.7

 --

-- greater than 1.5 point decline

- .5 to 1.5 point decline

0 -.5 to .5 point change

+ .5 to 1.5 point increase

++ >1.5 point increase
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Limited

Good 

Belgium, Netherlands, 

Ireland, UK, US

Australia, Finland, 

Austria

Poor

Denmark, France, 

Germany, Sweden

Canada, Italy, [Japan, 

New Zealand*] 

Switzerland

Economic Performance

:                    

GDP per capita growth 1986-2000        

>97% of US



*Japan and New Zealand are classified based on large increases in overall income 

inequality (as absolute poverty rates were not available).

Table 3: Economic Performance and Poverty Reduction, 1980s-1990s

Poverty reduction                                    

Absolute poverty rate reduced >20% 



[image: image4.wmf]Table 4: Dimensions of the Decommodification Index 

Core Porgram

Program Characteristic

Definition

Replacement rate 

After-tax benefit for single, fully insured 40-year old individual earning average 

production worker (APW) wage divided by  after tax wage of fully employed APW

Qualifying period 

Weeks of insurance/employment required to qualify for benefit 

Waiting days 

Number of days before benefits start

Duration of benefit  

Weeks benefit is payable for fully insured 40 year old in unemployment

Coverage ratio 

Percentage of the labor force covered for unemployment insurance

Replacement rate 

Qualifying period 

Waiting days 

Duration of benefit  

Coverage ratio 

Minimum replacement rate 

After tax income replacement rate for retiree with no other income or work history

Standard replacement rate 

After tax replacement rate for person with a history of APW earnings in each of a 45 

year working life, taken at normal retirement age.)

Qualifying period

Years of insurance or contributions needed to qualify for standard pension defined 

above

Contribution ratio

Employee contribution to pension/(Employee+Employer Contribution), taken at time 

pension is granted

Coverage/take-up rate

Portion of population over retirement age receiving a public pension (incl public 

employees)

Retirement 

Pensions

See definitions under unemployment insurance

Unemployment 

Insurance 

Sickness    Cash 

Benefit


[image: image5.wmf]Table 5: Summary statistics

Variable

n

Mean

SD

Min

Max

Absolute Poverty, % equivalent individuals

84

12.557

6.507

2.7

40

Absolute Poverty Pre-fisc, % equivalent individuals

84

27.436

7.584

12.7

44.4

Income per capita, dollars per person

84

19915

3711

11342

33293

5-year per capita income growth rate,  average 

78

0.0202

0.01171

-0.0141

0.0529

Union density, % of labor force

84

41.154

20.712

8.8

87.5

Welfare State Decommodification

84

28.754

7.765

13.05

42.52

Total Government Spending, % of GDP

84

45.507

7.925

29.4

64.3

Left Government, cumulative % of left party cabinet portfolios since 1950

84

11.51

10.18

0

39.73

Total Change in per capita income, dollars 

84

1615

1121

-272

5003

Change in % Absolute Poverty

68

-1.549

3.963

-17.6

7.4

Change in % Absolute Poverty Pre fisc

68

0.0746

3.288

-10

7.6

Change in decommodification

67

0.471

2.283

-0.52

13.9

LIS Survey years included

Australia

1981, 1985, 1989, 1994

Austria

1987, 1994, 1995*, 1997

Belglium

1985,1988, 1992, 1997

Canada

1971, 1975, 1981, 1987 1991, 1994, 1997,  1999

Denmark

1987, 1992, 1995, 1997

Finland

1987, 1991, 1995, 2000 

France

1979, 1981, 1984, 1989, 1994

Germany

1973, 1978, 1981, 1983, 1984, 1989, 1994, 2000

Ireland

1987, 1994, 1995, 1996

Italy

1986, 1987, 1989, 1991, 1993, 1995, 2000

Netherlands

1983, 1987, 1991, 1994, 1999

Norway

1979, 1986, 1991, 1995, 2000

Sweden

1975, 1981, 1987, 1992, 1995, 2000

Switzerland

1982, 1992

UK

1974, 1979, 1986, 1991, 1994, 1995, 1999

US

1974, 1979, 1986, 1991, 1994, 1997, 2000

* pre-fisc poverty not available


[image: image6.wmf]Table 6: Regression Results for Absolute Poverty Levels

1

-2

-3

-4

-5

-6

-7

Baseline

Decom

Post-1983

Full model

Left & Decom

Absolute Poverty Pre-fisc

0.42659*

0.41896**

0.40855**

0.51991**

0.43474**

0.14478

0.11295

0.10667

0.14029

0.12131

Income per capita, dollars per person

-0.00061+

-0.00089*

-0.00054+

-0.00051*

-0.00050+

-0.00049+

0.0003

0.0003

0.00026

0.00024

0.00025

0.00026

Union density, % of labor force

-0.06507

0.00872

0.04567

0.03268

0.03918

0.0465

0.06123

0.05735

Welfare State Decommodification

-0.35943*

-0.34513**

-0.35538*

-0.42132**

-0.18115

-0.30282*

0.12593

0.08678

0.1225

0.06774

0.17062

0.14051

Total Government Spending, % of GDP

-0.17087

0.15503

5-year per capita income growth rate

Left Government

-0.11568

-0.09758

0.1294

0.13267

Constant

15.31206+

22.89651**

39.99089**

21.41764**

23.31017**

20.39859*

18.68657*

8.12807

4.39221

7.09702

6.22856

6.63737

7.71169

8.00827

Observations

83

83

83

82

65

82

82

R-squared

0.51

0.18

0.43

0.63

0.72

0.65

0.64

Regression results cont'd

-8

-9

-10

-11

-12

-13

-14

Left only

Spend & 

Decom

Spend only

Inc

Inc only

Inc grow

Absolute Poverty Pre-fisc

0.46444**

0.48861**

0.59538**

0.41763*

0.44246**

0.43130**

0.13391

0.1252

0.13502

0.14539

0.1409

0.11377

Income per capita, dollars per person

-0.00047

-0.00055*

-0.00058*

-0.00057

-0.00092*

-0.00053

-0.00052+

0.00029

0.00025

0.00025

0.00034

0.0004

0.00035

0.00025

Union density, % of labor force

0.02397

0.01596

0.00128

0.06323

0.05202

0.05119

Welfare State Decommodification

-0.26060+

-0.33490**

0.12994

0.07313

Total Government Spending, % of GDP

-0.14471

-0.34967*

0.1481

0.13134

5-year per capita income growth rate

65.5604

35.40189

39.56269

44.71195

Left Government

-0.24878+

0.12527

Constant

10.61641

23.29659**

23.40479**

12.17166

30.40605**

9.22551

19.81220*

8.56398

5.9909

6.16957

8.17515

8.27709

9.08986

7.06875

Observations

83

82

83

83

84

83

82

R-squared

0.57

0.64

0.61

0.47

0.26

0.48

0.63


[image: image7.wmf]Table 7: Regression results for change in absolute poverty

1

2

3

4

5

6

7

8

Change in decommodification

-0.19092

-0.26416

-0.24278

-0.16469

-0.14681

0.18063

0.19644

0.18934

0.17284

0.16609

Welfare State Decommodification

-0.06704

-0.04964

-0.05376

-0.25554+

0.05055

0.0453

0.03313

0.1302

Income per capita, dollars per person

0.00030+

0.00030+

0.00029

0.00033+

0.00015

0.00016

0.00018

0.00016

Change in % Absolute Poverty Pre fisc

0.49631**

0.47696**

0.44934**

0.44148**

0.15863

0.13389

0.14105

0.13879

Total Change in per capita income

-0.0011

-0.00122

-0.00028

-0.00038

-0.00382

0.00077

0.00077

0.00076

0.00074

0.00276

Interaction

0.00011

0.00009

yeargap

 -0.72183*

-0.68836*

-0.33952

-0.2261

-0.65637*

-0.53115+

-0.46291

-0.31161

0.27565

0.26871

0.28339

0.28288

0.27323

0.29838

0.27823

0.2607

Constant

1.48363+

3.30426*

1.64119+

-4.35539

2.62512*

-4.72506+

-2.87802

1.99579

0.81752

1.35221

0.87388

2.53514

0.91043

2.66286

3.30302

2.96069

Observations

69

69

69

69

67

67

67

67

R-squared

0.12

0.14

0.18

0.23

0.3

0.34

0.35

0.4

Robust standard errors in parentheses

+ significant at 10%; * significant at 5%; ** significant at 1%


� This debate most often relies on aggregate measures of government presence in the economy (transfers and consumption) (cites on government size and growth), measures that are quite crude indicators of work incentives provided by governments.  


(Our attempts to measure program decommodification are a more direct, if still less than perfect, measure of the effect.)    





� In fact, according to US Census poverty statistics, the absolute poverty rate (after taxes and transfers) fell below the 1979 low in 2000, but rose by half a percentage point by the end of 2002.  Dependence of poor Americans on cheap consumer imports probably means that a weaker dollar will tend to raise the poverty threshold.  (In a static sense, currency devaluation lowers the standard of living.)  To the extent that the value of the euro increases, the dollar poverty threshold in Europe may decline.  Thus, for static real wages and employment, European purchasing power would improve relative to the US.  


� Nor does it appear to be the case that Japanese income distribution is nearly as egalitarian as it has been portrayed.  Shirahase (2001) reports household equivalent GINI coefficients for the 1980s and 1990s (.29 to .31) that are closer to American and British levels than they are to those on the continent.


� 1980 is the benchmark year primarily because this is the year used by Esping-Andersen (1990). 


� The pension score already contains two replacement rates (social pension and standard pension).  Our procedure gives slightly greater weight to unemployment and sickness replacement rates than Esping-Andersen’s (1990), both in the computation of the program and the aggregate decommodification score.  Our Unemployment and Sickness insurance replacement rate scores range from 0 to 8 (rather than 2 to 6), while scores on the other characteristics continue to range from 1 to 3.  The score range for the pension replacement rate is the same as Esping-Andersen’s, only reduced by a constant.  (0 to 8 in our scheme versus 4 to 12).


� The direction of the relationship depends on the perspective.


� In addition to measures previously discussed (i.e., union density, spending, and left government), we also tried several other controls suggested in Bradley et al. (2003): single mother families, unemployment rate, constitutional veto points, and capital market openness.  We also controlled for the size of the over 65 and/or under 15 portion of the population.  We do not discuss them at length here because none had meaningful (close to statistically significant) impacts on the dependent variable or other point estimates.


� One problem with this measure is that “pre-fisc” income for several countries in the LIS data set (France Italy, and Belgium) is provided only “pre-transfer”, in other words net of taxes.  This means that the stated poverty rate is much higher than a true “pre-fisc” rate.  


� A discussion of the appropriateness of this procedure with similar data can be found in Bradley et al. (2003, 214-5) and in the Stata User’s Guide p. 254-8.


� For example much spending is “untargeted” and comes from and goes to the upper reaches of the income distribution, with things like education and healthcare weighted more to the better off.  Benefits are taxed, and taxes for benefits are less progressive than often assumed: Nordic countries have reasonably (though less so today) progressive national income tax, but high and flat local tax rates with relatively low flat-rate allowances, and payroll taxes are used to fund many universal “welfare” benefits.


� For example, analyses of reductions in welfare entitlements under AFDC/TANF in the US note that the large reductions in welfare rolls had little to do with poverty reduction in the United States.  The latter were attributable to the strength and length of the economic boom of the 1990s (Blank 2000). 


� The estimated coefficient reported is inflated considerably by the inclusion of Canadian data in the early 1970s.  Canada substantially expanded its welfare state protection for unemployment in the early 1970s, including the introduction of sickness benefits (linked to unemployment benefits).  Removing the early 1970s from the data set changes the estimate of  Δ decommodification to -.19 and doubles the standard error. 





