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Using microdata from Household Budget Surveys of the Member States of the European Com- 
munity, this paper examines the sensitivity of poverty statistics with respect to the choice of the 
equivalence scale. The results show that the ranking of the countries with respect to the overall poverty 
incidence is hardly affected when different equivalence scales are used. However, the composition of 
the poor population shows considerable changes when e.g. subjective equivalence scales are used 
instead of the OECD equivalence scale. The poverty incidence among specific household groups, such 
as single elderly and households with children, is particularly sensitive to the choice of the equivalence 
scale. 

To compare the levels of resources or the relative needs of households of 
different size and composition, the use of equivalence scales has become a common 
practice among social scientists. The rationale behind the use of equivalence scales 
is based on the simple fact that e.g. a six-person household cannot be expected 
to live as cheaply as a single person household, but, as a result of economies of 
scale, a six person household does not need six times the resources of a one person 
household to reach the same welfare level. There is an elaborate literature on 
equivalence scales, ranging from normative scales devised by experts and equiva- 
lence scales implied by the social security system in question to equivalence scales 
estimated from consumer demand models, and equivalence scales based on subjec- 
tive welfare measurement (see e.g. Hagenaars, 1986; Buhmann et al., 1988; 
Hagenaars, De Vos and Wunderink, 1993). In this paper we do not examine the 
theoretical problems and possibilities related to the determination of equivalence 
scales.' The main contribution of this paper is to show the sensitivity of poverty 

Note: This paper is based on the report "Poverty Statistics in the Late 1980s: Research Based 
on Micro-data," by Aldi Hagenaars, Klaas de Vos and Asghar Zaidi. This report was written for the 
project "Living conditions of the Least Privileged in the European Community" under the auspices 
of Eurostat within the Poverty-3 programme of the European Commission, and published by Eurostat. 
The authors are grateful to Eurostat and the National Statistical Institutes for their efforts to make 
this research project possible. Comments from two anonymous referees are gratefully acknowledged. 

The statistics presented in this paper are the results of research, of which the sole responsibility 
rests with the authors. The results do not necessarily reflect the views of national governments or the 
European Commission. 

At the time of the research, the authors were affiliated with the Department of Economic Sociology 
and Psychology, Erasmus University, Rotterdam. 

'one  important issue for the purpose of international comparisons is whether the equivalence 
scale should be equal for all countries or whether the scale should be based on the same methodology 
for all countries. For practical purposes the modified OECD scale used as the reference scale in our 
project is the same for all Members States, since it would have been difficult to persuade the European 
Commission and the various national governments to use different equivalence scales in different 
Member States. However, the subjective equivalence scales are by definition not the same in all 
countries, but-as much as possible-based on the same methodology in all countries. 



statistics for all twelve Member States of the European Community to the choice 
of the equivalence scale.2 Not only do we check whether the choice of equivalence 
scales affects the ranking of the Member States with respect to the incidence of 
poverty, but we also examine the changes in the composition of the poor popula- 
tion as a result of using different equivalence scales. 

The results are extracted from a main report (Hagenaars, De Vos and Zaidi, 
1994) which aims to provide the European Commission with comparable poverty 
statistics for the Member States of the European Community on the basis of 
micro-data from Household Budget Surveys. The research was commissioned by 
Eurostat, the Statistical Office of the European Community, within the framework 
of the Poverty 3 Programme of the European Commission. 

The outline of this paper is as follows. In Section 2 we present a brief discus- 
sion of the data and concepts in use and their limitations, and in Section 3 we 
discuss the resulting figures. Section 4 concludes. 

2.1 . The Concept of Poverty 

On the basis of a decision by the Council of Ministers of the European 
Community, the poverty definition in use throughout the research project dis- 
cussed in this paper has been a relative one, defining the poor as persons or 
households "whose resources are so limited as to exclude them from the minimum 
acceptable way of life in the Member State in which they live." In view of the 
data, the concept of resources had to be limited to material resources, and it has 
been assumed that a household is excluded from the minimal acceptable way of 
life if its resources are below a certain percentage of the average level of resources 
in the Member State in question. As measure of resources we have used total 
expenditures, basically because income is not measured reliably in a number of 
the Household Budget Surveys involved (see Section 2.3). Conceptually, income 
may be preferable when one wants to infer whether a household is excluded from 
the minimal way of life-the well-known distinction between direct and income 
based measurement of poverty (Sen, 1981). On the other hand, expenditures 
might be a better measure of permanent or life-cycle income (Friedman, 1957; 
Modigliani and Brumberg, 1954), especially for those households whose income 
is highly unstable (e.g. households with self-employed heads). 

In this paper, we analyze poverty statistics obtained by drawing the poverty 
line at half of the mean equivalent expenditures. Since this cut-off is essentially 
arbitrary, in the main report we also examine the sensitivity of the poverty statistics 
with respect to different cut-off percentages. The main conclusions are that the 
ranking of the countries and the composition of the poor population within a 
country remain largely unaffected when we draw the poverty line at different 
percentages of the mean. 

' ~ t  the time research for this paper was carried out, the European Union was referred to as the 
European Community and it consisted of twelve Member States. Therefore, in this paper we refer to 
the twelve Member States of the European Community. 



As measure of poverty we only use the poverty percentage or Head-count 
ratio. In the main report we also present results for other poverty indices such as 
the Poverty-gap ratio and the indices proposed by Foster, Greer and Thorbecke 
(1984) and Hagenaars (1986). The main conclusion from these results is that the 
poverty risk groups identified by the Head-count ratio remain largely unchanged 
when we use other poverty indices. 

2.2. Equivalence Scales 

In this paper we examine the sensitivity of the poverty statistics using three 
different equivalence scales. The first equivalence scale we use is the widely used 
equivalence scale devised by OECD experts (OECD, 1982) which implies that for 
every additional adult and for every person younger than 14 a household needs 
0.7 and 0.5 times the resources of the first adult, respectively, to remain on the 
same welfare level. For developed countries, this scale is usually found to be 
quite steep, overestimating the needs of large households in comparison to small 
households. At the other extreme, we use equivalences scales based on subjective 
welfare measurement, which are usually found to be quite flat, underestimating 
the needs of large households. As much as possible, the subjective scales have 
been computed on the basis of the same data that have been used to compute the 
poverty statistiq3 but for some countries we have had to rely on results from 
earlier research (Van Praag, Hagenaars and Van Weeren, 1982). As a result, the 
comparability of the results based on the subjective scales is questionable. The 
subjective equivalence scales used in this paper are presented in Table A1 in the 
appendix. 

The third equivalence scale we use is a modification of the original OECD- 
scale taking an intermediate position between the steep OECD scale and the flat 
subjective scales. Instead of 0.7 and 0.5, the coefficients for this scale are 0.5 and 
0.3 for additional adults and persons younger than 14, respectively. 

It should be noted that the basic measurement unit for the poverty analysis 
is the household. Possible intrahousehold inequality is not taken into account, 
but all household members are assumed to have the same level of equivalent 
expenditures. When we present poverty statistics in terms of persons, these are 
based on the poveriy status of the households. 

2.3. Data 

The research project reported on in this paper has been the first to have made 
use of micro-data for all Member States of the European Community. When this 
project started, the Household Budget Surveys were considered to be the most 
appropriate choice of micro-data. They were the only source of comparable rnicro- 
data available in all countries and considered to be representative for the popula- 
tions in question. Table A2 in the appendix gives the numbers of observations in 
the surveys in the respective Member States. Considerable care has been taken to 

3 ~ e  thank Bernard van Praag and Rob Flik of the Rotterdam Institute of Population Economics 
(RIPE) for providing us the resulting equivalence scales. 



correct for differences in definitions and methodology. Moreover, by the applica- 
tion of household weights (supplied with the data or derived from Labour Force 
Surveys), the representativity of the surveys was improved. Still, it should be noted 
that the comparability and reliability of the data is subject to some serious doubts. 
In particular, a comparison with National Accounts figures raises concerns about 
underestimation of total expenditures (to a varying degree) in nine out of twelve 
Member States, and overestimation in the three remaining countrie~.~ 

In five Member States, total average income as reported in the Household 
Budget Surveys is lower than average total expenditures, suggesting a considerable 
degree of underreporting of income in these Member states.' Moreover, the main 
focus of most of the Household Budget Surveys is on expenditures. In some 
countries the questionnaire does not contain a detailed set of questions on income, 
and/or income data are missing for a non-negligible part of the respondents. That 
is why in this paper, as in our main report, the sensitivity analysis is based on 
expenditure data. 

As the variable representing total household expenditures we have included 
all expenditures (except mortgage payments) as well as imputed rent for owner- 
occupied dwellings, income in kind and self-supplied goods.6 Especially with 
respect to the determination of imputed rent some differences remain between 
the respective Member states.' To correct for different measurement periods, all 
expenditures have been translated into yearly amounts. For the household type 
definition, the head of the household is defined as the member who brings in the 
largest share of total household resources and children are defined as the offspring 
of the head (and/or spouse) irrespective of age. 

3. RESULTS 

3.1. Overall Poverty Rates 

Table 1 (and Figure 1) gives the overall percentages and numbers of poor 
households, based on the poverty threshold fixed at 50 percent of mean equivalent 
expenditures using the three equivalence scales discussed above. It appears that 
the differences in the poverty incidence between the OECD scale and the modified 

4 ~ t  should be noted that the reliability and comparability of the National Accounts figures may 
also be questioned. 

se or individual households, total expenditures may be higher than total income through the use 
of credit and loans (e.g. for the purchase of durables). However, for the countries as a whole, positive 
savings should have been found in all cases. 

6 ~ 1 1  variables pertaining to income in kind and self-supplied goods (as valued by the respondents) 
available in the micro-data have been included in the definition of total expenditures. To record total 
expenditures, each household maintains both intensive and non-intensive types of diaries for different 
recording periods. Generally, the recording periods range from two weeks for food expenditures to 
the whole year for other types of expenditures. In most surveys the recording is on procurement (as 
distinct from payment or consumption) basis. 

' ~ n  all Member States except France and Denmark, imputed rent was included in the micro-data, 
and was mostly based on a direct evaluation of the rent owners would have paid for their house. In 
France, imputed rent has been estimated by using the results of a regression of rent for tenant 
households on variables such as surface of the accommodation, region of residence, number of rooms, 
year of construction and total expenditures net of rent. In Denmark, following the practice of Statistics 
Denmark, imputed rent has been calculated as 2.5 percent of the value of the house. 



OECD scale are fairly limited. The subjective equivalence scales in general give 
rise to notabily higher poverty rates. All in all, 17.6 million households were 
counted as poor in the Member States of the European Community based on the 
OECD scale, as against 19.2 million households according to the modified scale 
and 24.3 million using the subjective scales. Since only one figure on the incidence 
of poverty is usually used as the basis for policy discussions in the European 
Commission, these results should serve as a warning not to attach too much value 
to the absolute figures. Obviously, it is essential to understand the procedures 
involved in the measurement of poverty before using the figures in policy debates. 

TABLE 1 
PERCENTAGES AND NUMBERS OF POOR HOUSEHOLDS USING THREE DIFFERENT 

EQUIVALENCE SCALES 
(poverty line: 50% of mean equivalent expenditures) 

OECD Mod. OECD Subjective 

Member State 
Number Number Number 

% (1.000) % (1,000) % (1,000) 

1. Portugal ('89) 
2. Italy ('88) 
3. Greece ('88) 
4. Spain ('88) 
5. United Kingdom ('88) 
6. Ireland ('87) 
7. France ('89) 
8. Germany ('88) 
9. Luxembourg ('87) 

10. Belgium ('88) 
1 1 .  Netherlands ('88) 
12. Denmark ('87) 

Concentrating on the modified OECD scale, we can distinguish five groups 
of Member States. Portugal has clearly the highest poverty rate, Greece and Italy 
are countries with poverty rates above the average, and Spain, the United King- 
dom, Ireland and France take up an intermediate position, with poverty rates 
close to the overall average. Germany has a poverty rate below the average, and 
Luxembourg, Belgium, the Netherlands and Denmark have the lowest poverty 
rates. This ranking remains unaffected when we look at the figures using the 
original OECD scale, although there are a few changes in the order within the 
group of countries with poverty rates close to the average. The largest differences 
in the poverty incidence are found in the Netherlands and the U.K. Ireland is the 
only country where the poverty rate is slightly higher when we use the original 
OECD scale instead of the modified scale. 

An explanation why the Netherlands and the U.K. show relatively large 
decreases in the poverty rate when we move from the modified to the original 
OECD scale, while Ireland shows an increase, can only be given after a detailed 
look at the underlying changes in the respective household size groups. In general, 
using a steeper equivalence scale results in lower average expenditures per equiva- 
lent adult, and hence in a lower poverty line. Since the expenditures per equivalent 



Countries 

Figure 1 .  Equivalence Scale Sensitivity of Overall Poverty Rates (households) 

adult also decrease, except for single person households, the poverty incidence in 
small households will decrease while it will increase for large households. The 
effect on the total size of the poor population will depend on the distribution of 
expenditures within the household size groups. If, using the modified OECD 
equivalence scale, relatively many small households are close to but below the 
poverty line, the poverty incidence will decrease relatively fast in that group when 
the original OECD scale is used. On the other hand, if there are relatively many 
large households close to but above the poverty line using the modified scale, the 
poverty incidence will increase relatively fast in that group. The net effect on the 
overall poverty incidence will also depend on the relative sizes of the respective 
household size groups. 

When we move from the figures based on the modified OECD scale to the 
poverty rates using the subjective scales, the differences are relatively large, com- 
pared to the results of shifting to the original OECD scale. For all countries, the 
subjective scales give rise to the highest poverty rates, but the increase varies from 
less than 1 percent in Greece to more than 6 percent in the Netherlands and the 
U.K. As a result, the subjective scales produce a ranking in which Portugal still 
has the highest poverty rate, followed by Italy, the U.K. Greece, Spain and Ireland. 
France and Germany now take up the middle positions, and the Netherlands, 
Luxembourg and Belgium follow with below average poverty rates. Denmark 
clearly stands out as the country with the lowest poverty rate according to the 
subjective scales. It should however be noted that these results are based on 
subjective scales which were not in all cases computed on the basis of data for 
the same year. Moreover, corrections for the problems involved in the computa- 
tions of these scales (see e.g. Kapteyn, Kooreman and Willemse, 1988) might also 
lead to different conclusions. 



Whereas the number of poor households rises as we move from the OECD 
scale to the modified OECD scale and on to the subjective scales, the number of 
poor persons (computed as the number of persons who are members of poor 
households) decreases, as can be seen from Table 2 (and Figure 2). As noted 
above, allowing for higher economies of scale implies that more small households 
and fewer large households are counted as poor, so that the number of persons 
counted as poor will decrease even though the number of poor households 
increases. All in all, 52 million persons are counted as poor according to the 
OECD scale, as against 48.8 according to the modified scale and 46.5 according 
to the subjective scales. Looking at the figures based on the modified OECD scale, 
we see that the ranking of the countries on the basis of poverty rates in terms of 
households remains more or less intact for the poverty rates in terms of persons. 
The main exception is that Belgium and Luxembourg have percentages of poor 
persons closer to that of Germany than to those of the Netherlands and Denmark. 
Belgium and Luxembourg are the only countries with a poverty rate in terms of 
persons which is higher than the poverty rate in terms of households, suggesting 
that poverty is concentrated in large households in these countries, whereas small 
households appear to be overrepresented among the poor in the other Member 
States. 
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Figure 2. Equivalence Scale Sensitivity of Overall Poverty Rates (persons) 

The differences with the percentages of poor persons according to the original 
OECD scale are again fairly limited. The largest difference is found in Ireland, 
which appears to move from the group of countries with average poverty rates 
to the countries with above average poverty rates. Compared to the poverty rates 
in terms of households, the differences between the percentages of poor persons 
according to the modified OECD scale and the subjective scales are also quite 



TABLE 2 

PERCENTAGES AND NUMBERS OF POOR PERSONS USING THREE DIFFERENT 
EQUIVALENCE SCALES 

(poverty line: 50% of mean equivalent expenditures) 

OECD Mod. OECD Subjective 

Number Number Number 
% (1,000) % (1,000) % (1,000) 

1 .  Portugal ('89) 25.1 
2. Italy ('88) 22.0 
3. Greece ('88) 20.5 
4. Spain ('88) 17.7 
5. United Kingdom ('88) 15.3 
6. Ireland ('87) 19.4 
7. France ('89) 16.5 
8. Germany ('88) 11.9 
9. Luxembourg ('87) 11.5 

10. Belgium ('88) 8.6 
I I .  Netherlands ('88) 4.8 
12. Denmark ('87) 4.3 

small. The Netherlands, and to a lesser extent Germany, Denmark and the U.K. 
are the only countries in which the poverty rate in terms of persons increases 
when we move from the modified OECD scale to the subjective scales. Still, the 
ranking of the Member States is only marginally affected. Again, differences in 
the sizes and in the distributions of the respective household size groups between 
the various countries will underlie the differential effects of moving to a different 
equivalence scale. 

3.2. Poverty Rates DEfSerentiated According to Characteristics of Households and 
Persons 

As expected, the differences between the overall poverty rates based on the 
three equivalence scales are accompanied by much larger differences in the poverty 
rates of households with different size and composition (Table 3). In particular, 
we see a shift of poverty from large households according to the (steep) OECD 
scale to small households according to the (flat) subjective scales. Most straight- 
forwardly, this shift can be established when we differentiate according to house- 
hold size. Whereas the modified OECD scale in most countries gives rise to a U- 
shaped pattern with above average poverty rates both for one person households 
and for households with six or more members, the original OECD scale usually 
finds the highest poverty rates in the latter household group, whereas the subjective 
scales imply quite high poverty rates among small households. Translated to the 
differentiation according to household type we find that couples with four or more 
children are especially at risk of being poor when we use the OECD scale to make 
resources comparable, while single persons older than 65 exhibit very high poverty 
rates on the basis of the subjective scales. Single parent households in most count- 
ries remain a group with above average poverty rates no matter which equivalence 



scale we use, although obviously there will also be a shift from large to small 
households in the composition of poor within this group. 

Differentiated according to the economic situation of the households the shift 
of poverty from large to small households reflects itself in a shift to households 
without members in paid employment. Although in most countries this group 
already has above average poverty rates according to the OECD scale, it has 
unvaryingly the highest poverty rates when the subjective scales are used. The 
shift to small households is also reflected in a shift to older persons, as can be 
seen from a breakdown of the poverty rates in terms of persons according to the 
age of the persons.8 Whereas children (and especially persons between 14 and 16) 
are a risk group with above average poverty rates in quite a few countries when 
we use the OECD scale, and to a lesser extent when the modified OECD scale is 
applied, only in Ireland children have a poverty rate (slightly) above the average 
on the basis of the subjective scales. On the other hand, the elderly (especially 
persons of 75 and older) have poverty rates above the average in most of the 
Member States when we use the OECD scale and the modified OECD scale, but 
they have clearly the highest poverty rates when the subjective scales are the basis 
of the computations. 

Alternatively, the effects of using different equivalence scales may also be 
observed by directly looking at the composition of the poor population. We have 
included the household composition according to the characteristic which is likely 
to be most affected, viz. household size, in Table 4. Although the household size 
composition of the poor population varies considerably among the twelve count- 
ries, largely dependent on the household size composition of the total population, 
in all countries the shift to small households when moving from the OECD scale 
to the subjective scale is noticeable. According to the subjective scale one person 
households make up a majority of the poor population in seven countries, and 
one and two person households make up at least 70 percent of the poor in all but 
two countries. Large households are overrepresented according to the OECD 
scale, with the highest percentage in Ireland, where they also have the largest 
share in the total population. 

The results of Tables 3 and 4 also illustrate the remarks in the previous 
section with respect to the explanation of the differential effects of e.g. going from 
the modified OECD-scale to the original OECD-scale. We noted that the decrease 
was particularly strong in the U.K. and the Netherlands, and it can be computed 
from Tables 3 and 4 that in these countries the effect on the overall poverty rates 
of the decrease in the poverty rate for single person households is the largest. 
However, compared to e.g. France and Germany, the effect is not much larger in 
the Netherlands, but in France and Germany this is compensated for by a rela- 
tively large effect on the overall poverty rate of the increase in larger household 
size groups. 

'~esults differentiating the poverty statistics in terms of persons according to the age of the 
persons, and differentiating the poverty statistics in terms of households according to the economic 
situation of the households are available from the authors upon request. The poverty statistics in 
terms of persons differentiated according to age groups have been calculated by assessing the poverty 
status of the persons by the poverty status of the household he or she belongs to. Once the poverty 
status of all persons is known, we classify all persons according to age group and compute the poverty 
rates in different age groups. 



TABLE 3 

POVERTY RATES USING THREE DIFFERENT EQUIVALENCE SCALES: BREAKDOWN BY HOUSEHOLD TYPE AND HOUSEHOLD SIZE 

1. Portugal ('89) 2. Italy ('88) 3. Greece ('88) 4. Spain ('88) 
Poverty Statistics in 

Terms of Households OECD Mod. Subj. OECD Mod. Subj. OECD Mod. Subj. OECD Mod. Subj. 

Total 
Household type 
1. One person below 65 
2. One person 65 or above 
3. Couple 
4. Couple with one child 
5. Couple with two children 
6 .  Couple with three children 
7. Couple with four or more 

children 
8. Mono-parental household 
9. Other type of household 
Size of the household 
1. One member 
2. Two members 
3. Three members 
4. Four members 
5. Five members 
6. Six or more members 



5. United Kingdom ('88) 6. Ireland ('87) 7. France ('89) 8. Germany ('88) 
Poverty Statistics in 

Terms of Households OECD Mod. Subj. OECD Mod. Subj. OECD Mod. Subj. OECD Mod. Subj. 

Total 
Household type 
1. One person below 65 
2. One person 65 or above 
3. Couple 
4. Couple with one child 
5. Couple with two children 
6. Couple with three children 
7. Couple with four or more 

children 
8. Mono-parental household 
9. Other type of household 
Size of the household 
1. One member 
2. Two members 
3. Three members 
4. Four members 
5. Five members 
6. Six or more members 



TABLE 3-continued 

9. Luxembourg ('87) 
Poverty Statistics in 

10. Belgium ('88) 11. Netherlands ('88) 12. Denmark ('87) 

Terms of Households OECD Mod. Subj. OECD Mod. Subj. OECD Mod. Subj. OECD Mod. Subj. 

Total 

Household type 
1. One person below 65 
2. One person 65 or above 
3. Couple 
4. Couple with one child 
5. Couple with two children 
6. Couple with three children 
7. Couple with four or more 

children 
8. Mono-parental household 
9. Other type of household 
Size of the household 
1. One member 
2. Two members 
3. Three members 
4. Four members 
5. Five members 
6. Six or more members 



TABLE 4 
HOUSEHOLD SIZE COMPOSITION OF TOTAL POPULATION AND POOR POPULATION ACCORDING 

TO THREE EQUIVALENCE SCALES 
(households, row total = 100%) 

Member State Population 
Household size 

I 2 3 4 5 6 or more 

1. Portugal 

2. Italy 

3. Greece 

4. Spain 

5. United Kingdom 

6. Ireland 

7. France 

8. Germany 

9. Luxembourg 

10. Belgium 

1 1. The Netherlands 

12. Denmark 

Total population 11.3 27.9 23.9 21.7 9.0 6.1 
Poor: ~ E C D  scale 
Poor: modified OECD scale 
Poor: subjective scale 

Total population 
Poor: OECD scale 
Poor: modified OECD scale 
Poor: subjective scale 

Total population 
Poor: OECD scale 
Poor: modified OECD scale 
Poor: subjective scale 

Total population 
Poor : OECD scale 
Poor: modified OECD scale 
Poor: subjective scale 

Total population 
Poor: OECD scale 
Poor: modified OECD scale 
Poor: subjective scale 

Total population 
Poor: OECD scale 
Poor: modified OECD scale 
Poor: subjective scale 

Total population 
Poor: OECD scale 
Poor : modified OECD scale 
Poor: subjective scale 

Total population 
Poor : OECD scale 
Poor: modified OECD scale 
Poor: subjective scale 

Total population 
Poor: OECD scale 
Poor: modified OECD scale 
Poor: subjective scale 

Total population 
Poor: OECD scale 
Poor: modified OECD scale 
Poor: subjective scale 

Total population 
Poor: OECD scale 
Poor: modified OECD scale 
Poor: subjective scale 

Total population 
Poor: OECD scale 
Poor: modified OECD scale 
Poor: subjective scale 

In this paper we have presented empirical results of using three different 
equivalence scales to derive poverty statistics for the Member States of the Euro- 
pean Community. It has appeared that the size and particularly the composition 



of the poor population is quite sensitive to the choice of the equivalence scales. 
Large households are overrepresented when a steep scale is used, and small house- 
holds are overrepresented when a flat scale is used. The ranking of the Member 
States in terms of the poverty incidence remains largely unaffected by the choice 
of the equivalence scale.9 

Since the final answer to the question how equivalence scales should be 
determined cannot be given, the results of this paper are useful in providing 
poverty statistics for three equivalence scales, of which the two extremes-the 
OECD scale and the subjective scales--can probably be considered as upper and 
lower bounds on the values the equivalence scale can plausibly take. As a prag- 
matic choice, the modified OECD scale appears to be a reasonable compromise. 
The poverty statistics presented in this paper would seem to make up a plausible 
confidence interval for the actual size and composition of the poor population, 
given the choice of the poverty definition, as well as a plausible estimate of their 
most likely value. Still, it should be acknowledged that this confidence interval is 
quite wide. Moreover, the results are based on a number of choices, such as 
using total expenditures as the measure of resources, using households as the 
measurement unit, and taking a percentage of mean equivalent expenditures as 
the poverty cut-off. In particular, it should be noted that we only differentiate the 
equivalence scale with respect to household size and between persons younger 
and older than 14 (OECD-scale and modified OECD-scale only). Finally, un- 
avoidably, there are differences with respect to the quality and representativeness 
of the data from the various Member States. 

For policy-makers, probably the main lesson from the research reported in 
this paper is that they should try to overcome their desire for one simplifying 
statistic (such as the number of poor in the EC). The results confirm the import- 
ance of sensitivity analysis with respect to the equivalence scale in use in the 
absence of one undisputed equivalence scale, particularly in the identification of 
the poverty risk groups. 
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APPENDIX : TABLES 
TABLE A1 

HOUSEHOLD BUDGET SURVEYS: SAMPLE SIZES IN 

TERMS OF HOUSEHOLDS 

Country 

1. Portugal 
2. Italy 
3. Greece 
4. Spain 
5.  United Kingdom 
6. Ireland 
7. France 
8. Germany 
9. Luxembourg 

10. Belgium 
11. Netherlands 
12. Denmark 

Year 

1989 
1988 
1988 
I988 
1988 
1987 
1989 
I988 
1987 

1987-88 
1988 
1987 

Number of 
observations 

10,777 
34,501 
6,489 
9,080 
7,265 
7,705 
9,038 

43,757 
2,760 
3,315 
1,950 
2,232 

TABLE A2 

SUBJECTIVE EQUIVALENCE SCALES 

Household Size 

Country 1 2 3 4 5 6 

Portugal, Spain, ~ u x e m b o u r ~ '  
1taly2 
~reece '  
United ~ i n ~ d o m ~  
1reland3 
~ r a n c e ~  
Germany 
Belgium 
DenmarkZ 
Netherlands2 

OECD equivalence scale4 1.000 1.700 2.200 2.700 3.200 3.700 
Modified OECD scale4 1.000 1.500 1.800 2.100 2.400 2.700 

'~verage  for a number of European countries based on Van Praag, Hagenaars and Van Weeren 
(1981). 
2Scale based on results from the same data. 
3 ~ a s e d  on Van Praag, Hagenaars and Van Weeren (1981). 
4 .  Flgures for 2 persons: 2 persons above 14; 3 or more persons: 2 persons above 14, remainder younger 
than 14. 




