
THE INS AND OUTS OF POVERTY IN ADVANCED ECONOMIES:

GOVERNMENT POLICY AND POVERTY DYNAMICS IN CANADA,

GERMANY, GREAT BRITAIN, AND THE UNITED STATES

by Robert G. Valletta*

Economic Research Department, Federal Reserve Bank of San Francisco

Comparative analysis of poverty dynamics—transitions and persistence—can yield important insights
about the nature of poverty and the effectiveness of alternative policy responses. This manuscript
compares poverty dynamics in four advanced industrial countries (Canada, unified Germany, Great
Britain, and the United States) for overlapping six-year periods in the 1990s, focusing on the impact of
government policies. The data indicate that relative to measured cross-sectional poverty rates, poverty
persistence is higher in North America than in Europe. Most poverty transitions, and the prevalence of
chronic poverty, are associated with employment instability and family dissolution in all four countries.
However, government tax-and-transfer policies are more effective at reducing poverty persistence in
Europe than in North America.

1. Introduction

Inequality in market income increased in many industrialized countries in the
1980s and 1990s (Gottschalk and Smeeding, 2000; Smeeding and Grodner, 2000).
Much of the growing interest in cross-country comparisons of income inequality
has centered on families near the bottom end of the income distribution—those
in poverty—because they face the greatest challenges for maintaining a socially
acceptable living standard and they account for a substantial share of government
program costs.

Cross-country poverty comparisons typically focus on poverty rates at a point
in time or trends over time (e.g. Blackburn, 1998; Jäntti and Danziger, 2000;
Smeeding et al., 2002; Biewen and Jenkins, 2005). Often an additional focus is on
the impact of government social-welfare policies on poverty, with the intent being
to aid the development of effective anti-poverty strategies (e.g. Smeeding, 2006).
To fully understand poverty from a socio-economic and policy perspective,
however, it is important to move beyond static comparisons of cross-section
poverty by analyzing the dynamics of poverty. “Poverty dynamics” refers to the

Note: For their comments, the author thanks Peggy O’Brien-Strain, Mary Daly, and two anony-
mous referees. This work is based in part on the author’s contribution to Chapter 2 of the OECD
Employment Outlook June 2001 (in conjunction with Paul Swaim and Agnés Puymoyen); posthumous
thanks go to Norman Bowers for initiating the project. Jaclyn Hodges and Geoff MacDonald provided
invaluable research support. Special thanks go to Dean Lillard of Cornell University for his help with
the CNEF files, various staff at Statistics Canada for their help with the Canadian SLID portion of the
CNEF (especially Rolande Laterreur Saumier), and Stephen Jenkins for advice on use of the BHPS
portion of the CNEF. None of these individuals are responsible for any errors. The views expressed in
this paper are those of the author and should not be attributed to the Federal Reserve Bank of San
Francisco or the Federal Reserve System.

*Correspondence to: Rob Valletta, Federal Reserve Bank of San Francisco, 101 Market St., San
Francisco, CA 94105, USA (rob.valletta@sf.frb.org).

Review of Income and Wealth
Series 52, Number 2, June 2006

© 2006 The Author
Journal compilation © 2006 International Association for Research in Income and Wealth Published
by Blackwell Publishing, 9600 Garsington Road, Oxford OX4 2DQ, UK and 350 Main St, Malden,
MA, 02148, USA.

261

mailto:valletta@sf.frb.org


poverty flow patterns—transitions and persistence—that underlie the observed
poverty rate at a point in time.

In this paper, I update and extend existing comparative work on poverty
dynamics in advanced economies, focusing on the role of government tax-and-
transfer policies in Canada, unified Germany, Great Britain, and the United
States. Assessing the impact of government policies is important for developing
effective policy responses, but data limitations have largely precluded such analysis
using longitudinal data (with the exceptions of Oxley et al., 2000, and OECD,
2001). I use data from the Cross National Equivalent Files (CNEF), which provide
nationally representative panels that have been extensively analyzed and processed
to enhance the comparability of variable definitions and content (Burkhauser
et al., 2001; Lillard, 2004). From these data, I constructed overlapping six-year
panels from the 1990s, which I use to describe poverty transitions and persistence
and assess the role of individual characteristics and government tax-and-transfer
policies. Following most comparative analyses of poverty, I measure poverty in
relative terms, although I supplement these analyses by also relying on the official
U.S. poverty thresholds. In addition, I extend standard poverty measurements
based on yearly income with a measure of chronic poverty, which relies on longer-
term income flows (Rodgers and Rodgers, 1993).

After describing the basic issues and the CNEF data in the next section, I turn
to descriptive and regression analyses of poverty transitions and persistence. The
results reveal widespread similarities in the pattern and causes of poverty transi-
tions and persistence across countries, although the picture that emerges suggests
longer and more concentrated poverty in North America than in Europe. House-
hold and individual characteristics and government tax-and-transfer policies
are crucial for this pattern. Compared with other countries in the sample, in the
United States the burden of poverty falls heavily on a few high-risk groups who
face persistent poverty despite significant offsetting effects from government trans-
fers. Government transfers also are less likely to lift individuals out of poverty in
Canada than in the European countries.

2. Comparative Poverty Dynamics Using the CNEF

2.1. Background

Until the late 1980s, the lack of harmonized cross-country data sources
largely precluded comparative studies of income inequality and poverty. Since
then, several data sources have been developed that provide relatively consistent
measurement of income and other variables across countries. The largest of these
is the Luxembourg Income Study (LIS), which has provided harmonized data for
a growing number of countries (now 25) since about the mid-1980s. The LIS has
been used extensively to assess comparative developments in income inequality,
poverty, and living standards (e.g. Blackburn, 1998; Osberg, 2000; Smeeding and
Grodner, 2000).

The LIS data are based on static cross-sections, but the comparative analysis
of poverty dynamics requires panel data sets that follow individuals and families
over time. The CNEF are ideal in this regard, formed by taking existing household
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panel surveys and creating comparable income and related variables over the
1980s and 1990s for four advanced industrial countries: Canada, Germany, Great
Britain, and the United States.1 These four countries provide a useful set of
comparisons in regard to poverty. They are at similar levels of economic develop-
ment and in general have faced a similar set of socio-economic factors—such as
rising returns to skill and changes in family structure—that contributed to rising
inequality in earnings and family income (for example, see the various contribu-
tions in McFate et al. (1995), regarding changes during the 1980s). Despite such
similarities, these four countries also embody the systematic differences in social
policy evident between North America and most of Europe, with European
countries in general devoting a higher share of economic resources to social and
income-support programs. By distinguishing between household income derived
from market sources and disposable income after accounting for government taxes
and transfers, the CNEF provides an ideal source for analyzing the impact of
observed differences in government social policy.

Despite the potential importance of poverty dynamics for policy formulation
(Burkhauser, 2001; Burkhauser and Smeeding, 2001), it has been the focus of only
limited research in a comparative setting, probably due to data constraints. The
comparative poverty chapter from the Handbook of Income Distribution, Vol. 1
(Jäntti and Danziger, 2000) lists only three or four separate studies of poverty
dynamics, the most ambitious of which were written by a lengthy list of scholars
from the countries analyzed (Duncan et al., 1993, 1995). Subsequent studies
include work done at the OECD (Oxley et al., 2000; OECD, 2001) and several
studies of the dynamics of child poverty (notably Bradbury et al., 2001; Jenkins
and Schluter, 2003).2 Relative to this literature, the primary contribution of the
present paper is its analyses of the effects of government tax-and-transfer policies
and discussion of the general policy implications of the observed patterns in
poverty dynamics.

2.2. Data and Definitions

The CNEF data files used for this study include data from nationally repre-
sentative household panels for four countries: the Canadian Survey of Labor
and Income Dynamics (SLID), the German Socio-Economic Panel (GSOEP), the
British Household Panel Survey (BHPS), and the United States Panel Study of
Income Dynamics (PSID).3 The German sample includes observations from the
former East Germany as well as West Germany, and an oversample of foreign-
born guest workers. The U.S. sample includes an oversample of low-income
households. I used appropriate cross-section and longitudinal weights to ensure

1Another recent example is the European Community Household Panel (ECHP), administered in
15 European countries during the years 1994–2001. Relative to the CNEF data used in the present
study, the ECHP data do not extend to North America and do not separately identify income before
and after government taxes and transfers.

2I include children in the samples of individuals used below but do not examine child poverty
separately. Although a focus on children may be especially informative in regard to the effects of
government programs on poverty, it is beyond the scope of this study.

3The underlying national panels have been used for studies of poverty dynamics in these countries
separately: see Eberharter (2001) for Germany, Devicienti (2001) and Jenkins and Rigg (2001) for
Great Britain, and Bane and Ellwood (1986) and Stevens (1999) for the United States.
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that the analysis samples are representative of the population. For maximum
comparability across sample definition and years, I constructed six-year panels for
each country: income years 1993–98 for Canada and 1991–96 for Germany, Great
Britain, and the United States.4

The CNEF files provide data on total household income before and after
government taxes and transfers. In the analyses below, I refer to these two income
measures as “market income” and “disposable income” (see Lillard, 2004, for
additional details on their construction). Although the household is the unit of
measurement for income, I examine poverty dynamics for individuals. To account
for economies of scale in intra-household consumption, I defined per-person
“equivalent income” as total household income divided by the square root of
household size.5

For most of the analyses below, I set the poverty threshold at the level of
equivalent disposable household income equal to 50 percent of the median value
for each country in each year, and I identify individuals as being in poverty if their
equivalent income (market or disposable) falls below that level. The resulting
poverty measure is relative rather than absolute—i.e. it does not correspond to
an economically meaningful definition of subsistence or impoverishment that is
shared across the countries in my sample. Given the potentially adverse social
consequences of relative deprivation and the difficulties inherent in defining and
measuring a common consumption-based income threshold across countries, the
relative poverty approach is commonly used in cross-country poverty compari-
sons; for example, the European Union sets its poverty threshold at 60 percent of
median income.6 The use of a relative threshold leads to higher relative poverty
rates in high-income countries than would an absolute threshold. Nevertheless,
analyses using absolute poverty scales adjusted for purchasing power parity
suggest that although the British poverty rate rises to a level above that in the U.S.
when an absolute poverty threshold is used, the relative poverty positions of the
four countries in my sample otherwise are unchanged (Smeeding et al., 2002).

For comparative policy evaluation, it is important to note that in the U.S.
tax-and-transfer payments are more closely tied to the official government poverty
thresholds than to the relative threshold used here. The official U.S. thresholds
were developed in the 1960s based on food expenditure needs of low income
households (U.S. Census Bureau, 2006). In recent years, their value has been close
to an income level equal to 40 percent of the median (Smeeding, 2006). My reliance
on the 50 percent threshold therefore may bias the assessment of tax-and-transfer

4The complete CNEF panels include data for longer time periods than those used here. However,
longitudinal analyses with the Canadian SLID are limited to six years, which is the maximum number
of years that individuals remain in the panel; these data are only available beginning in income year
1993.

5The square-root transformation is most commonly used; for equivalence scales that treat adults
and children identically, it lies at the midpoint of the range of assumptions regarding economies of scale
in consumption. Past studies have found that the comparative results are relatively insensitive to the
exact equivalence scale chosen (see e.g. OECD, 2001, Annex 2.B).

6The specific threshold chosen has limited implications for comparative poverty dynamics (see
OECD, 2001). However, additional tabulations using the CNEF data (not reported) and results in
Smeeding et al. (2002) indicate that the British income distribution is unusually dense within the range
of commonly used thresholds, so that the relative British poverty rate varies depending on which
threshold is chosen.
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policies by systematically understating their impact in the United States. To
account for this potential bias, I also present results for the U.S. based on the
official U.S. poverty threshold.7

An additional measurement issue relates to the period used to define poverty-
level income. In particular, some movements above and below the threshold
represent changes in income and living standards that are too small to be economi-
cally meaningful. Duncan et al. (1995) and others have handled this problem by
restricting poverty transitions to those that involve an income change of at least 20
percent. A more formal approach was suggested by Rodgers and Rodgers (1993),
who noted that analyses of poverty duration may misrepresent the permanence of
low living standards by ignoring the degree to which income lies above or below
the poverty threshold. They proposed a measure of poverty status that relies
on permanent income, or maximum sustainable consumption, over multi-year
periods. In the empirical analyses, I use a simplified variant of Rodgers and
Rodgers’ measure, referred to below as “average-income” or “chronic” poverty.
This variable takes the value 1 if average yearly equivalent income over the six-year
sample frame falls below the average poverty threshold for the same period and the
value 0 otherwise.8

Income fluctuations over periods shorter than a year also may be distressing.
Moreover, because social assistance is tied to income flows over sub-annual
periods in some countries (for example, Great Britain), an annual measurement
frame may miss movements in income and poverty status that are relevant for
social policy. Available data preclude a comparative analysis of poverty and
income flows over shorter time periods, but the possibility of short-term economic
distress implies that the yearly dynamics analyzed here may not cover the full range
of policy-relevant outcomes.

3. Descriptive Analyses of Poverty Rates and Dynamics

To identify the basic sample characteristics, Table 1 shows annual poverty
rates and household income statistics for individuals in the complete sample of
households (all ages) for the four countries. The rates of market income poverty
are quite similar across these countries but highest in Germany. By contrast, the
rate of disposable income poverty is lowest in Germany, slightly higher in Great
Britain and Canada, and significantly higher in the U.S., although the U.S. rates
are lower when the official threshold is used. For comparison purposes, the table
also lists the rate of disposable income poverty tabulated from the LIS, based on
the same 50 percent threshold used here; these data are only available for one or

7I use the official poverty threshold for a single-person family. This represents an approximation,
because the official U.S. poverty thresholds differ according to family size and composition. However,
the approximation is minor, as the implied equivalence scale for the official U.S. poverty threshold is
close to the square root scale used here (Ruggles, 1990).

8Duncan and Rodgers (1991), Hill and Jenkins (2001), and the OECD (2001) also used this
measure; it corresponds to the special case of the Rodgers’ measure with the discount rate set to zero.
The assumption of a zero interest rate has little impact on the specific results obtained in the present
setting, and in any case the proper discount rate is unclear. For example, the discount rate perhaps
should not be applied symmetrically to incomes above and below the poverty line, since poor families
often are liquidity constrained (Jäntti and Danziger, 2000, p. 323).
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two years over my sample frame (Osberg, 2002). The calculated poverty rates are
similar between the CNEF and the LIS data for Canada and the U.S., but the
CNEF rates are lower for Germany and higher for Great Britain. For Great
Britain, the discrepancy is explained in part by the inclusion of Northern Ireland
in the LIS sample, since poverty rates are higher there than in the rest of the United
Kingdom (i.e. Great Britain; see ESRC, 2005).

Table 1 also lists the medians and the standard deviations of household
disposable income (total, before translation to per-person equivalents). I expressed
these figures in 1996 U.S. dollars, using the purchasing power parity (PPP)
exchange rates from the OECD (2006) and the U.S. GDP deflator for personal
consumption expenditures. These figures are provided for illustrative purposes
only, since many researchers question the reliability of PPP adjustments for cross-
national comparisons of living standards (e.g. Smeeding, 2006). The PPP income
values indicate higher median living standards but also greater dispersion in the
North American countries than in the European countries.

To provide a basic sense of how poverty incidence and persistence vary across
countries, Table 2 lists average annual poverty rates, the percentage of individuals
ever poor, and the prevalence of continuous and chronic poverty. The two panels
of the table divide the sample into the “working-age population,” for whom the
household head is under age 65, and the “older population,” for whom the house-
hold head is age 65 or over.

For individuals from working-age households in Panel A, the calculations
show substantial variation in the role of the tax-and-transfer system across these
countries, with an especially small role in the U.S.: based on the 50 percent
threshold, taxes and transfers are associated with a reduction in the annual poverty
rate of just over one percentage point there, compared with six to eight percentage
points in the other countries. The association between poverty rates and the
tax-and-transfer system in the U.S. is larger when the official poverty threshold is
used but remains smaller than in the other three countries.9 In subsequent columns
of the table, the calculations of poverty incidence and persistence show that the
annual poverty headcount alone is not an adequate indicator for comparing
poverty experiences across countries. Relative to the percentage of individuals ever
poor (poverty incidence), Great Britain has a low share of individuals always poor
or chronically poor, suggesting relatively low poverty persistence there (especially
for disposable-income poverty). Conversely, relative to poverty incidence, Canada
has a high share of individuals always poor or chronically poor, to an extent about
equal to that in the United States. The association between the tax-and-transfer
system and poverty persistence is large in Germany and Great Britain, reducing
the incidence of continuous poverty and chronic poverty by more than half, with
a smaller association in Canada and an especially small association in the United
States.

Panel B of Table 2 shows much higher poverty rates for the older population
than for the working-age population (Panel A) in general. Poverty rates based on
market income range from about 50 percent to nearly 85 percent for this group.

9I omitted measures of statistical significance from Tables 2–5 to conserve on space. However, all
cross-country differences referred to in the text are statistically significant at the 5 percent confidence
level or better (based on large-sample tests of equality of proportions).
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Government taxes and transfers reduce the poverty rate substantially in each
country, although the rates based on disposable income for this group generally
remain above those for the working-age population. Moreover, poverty for the
older population tends to be of relatively long duration, with about 30–50 percent
of individuals in disposable-income poverty finding themselves chronically poor
(see the figures in parentheses in the final column of the table). The sole exception
to this pattern of relatively severe poverty for the older population is Canada,
where the disposable-income poverty rate for this group is about one-half that of
the working-age population (consistent with Smeeding, 2006). The percentage of
individuals always poor or chronically poor suggests that poverty persistence also
is relatively low for the older population in Canada, in contrast to relatively high
poverty persistence for the working-age population.

These comparisons of Panels A and B of Table 2 indicate that the dynamics
of poverty and the role of government policies are different between working-age
and older families. For example, whereas private pensions are a primary source of
retirement support in the U.S., both Canada and Germany rely heavily on public
pension programs, with substantial reductions in disposable-income poverty
among retirees arising as a result. The implications of these government programs
for poverty dynamics among the older population merit a separate paper. There-
fore, in the remainder of this paper, I focus on poverty dynamics and policy among
the working-age population.

Table 3 sheds additional light on poverty dynamics by listing poverty entry
and exit rates and mean duration of poverty spells (completed or incomplete) for
the working-age population. The entry and exit rates are tabulated from the
“at-risk” population: poverty entries are calculated from the pool of individuals
not in poverty, poverty exits are calculated from the pool of individuals in poverty,
and the observations are pooled over the five pairs of years that span each com-
plete six-year panel. Government taxes and transfers generally reduce entry rates
and increase exit rates, although this effect is substantially larger in Germany and
Great Britain than in Canada and the U.S. (based on the 50 percent and official
thresholds). The relatively transitory nature of British poverty and relatively per-
sistent nature of Canadian poverty identified in Table 2 (Panel A) also can be seen
in Table 3. In particular, individuals in Great Britain face relatively high entry and
exit rates to and from poverty and a relatively low mean duration, while Canada
has relatively low exit rates and high mean duration.

The relatively low poverty persistence in Germany and Great Britain and
relatively high persistence and limited role of government tax-and-transfer policies
in Canada and the U.S. can be seen in Table 4 as well. The left panel lists the share
of total poverty spells that fall into the three duration categories shown. In each
country about 65–80 percent of all spells last one to two years. As emphasized in
the seminal work of Bane and Ellwood (1986), however, a more accurate assess-
ment of how widely the burden of poverty is born can be obtained by examining
the share of total years in poverty attributable to spells of varying durations. The
right panel of Table 4 displays these results. The share of total time spent in
poverty attributable to spells of five to six years is about 10–20 percentage points
lower in Germany and Great Britain than in Canada and the United States.
Government taxes and transfers tend to widen rather than narrow the gap between
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the European countries and the North American countries, with spells of five to six
years accounting for a very small share of total time spent in disposable-income
poverty in Great Britain.

It is perhaps somewhat surprising to discover that Canada exhibits poverty
persistence similar to that in the U.S., after taking account of the impact of
government taxes and transfers (Tables 2–4). This finding conflicts to some degree
with Blank and Hanratty’s (1993) findings regarding large poverty-reducing
impacts of Canadian social policy, but it is consistent with Duncan et al.’s (1995)
findings regarding high poverty rates and lengthy poverty durations in the U.S.
and Canada compared with European countries.

4. Factors Associated with Transitions and Chronic Poverty

4.1. Descriptive Analyses of Transitions

An assessment of factors associated with poverty transitions and persistence
is critical for understanding the broad economic and policy implications of the
basic patterns identified in the preceding section. In the remainder of the paper, I
examine disposable-income poverty only, to keep the analysis manageable and to
direct attention to the income and spending patterns actually experienced by the
population in each country. In addition to factors examined by Bane and Ellwood
(1986) and subsequent authors—primarily family relationships within the house-
hold and employment status, along with selected individual characteristics such as

TABLE 3

Transition Rates and Mean Duration (Working-Age Households)

Annual
Poverty

Rate

Yearly
Rate of
Entrya

Yearly
Rate of

Exitb
Mean

Durationc

Percentages

Canada
Market income 19.5 5.1 24.4 3.1
Disposable income 12.6 4.5 31.9 2.6

Germany
Market income 16.2 4.9 26.9 2.4
Disposable income 9.7 3.1 42.0 1.9

Great Britain
Market income 15.9 4.3 34.8 2.2
Disposable income 9.9 3.8 55.2 1.6

United States
Market income 18.3 5.3 31.4 2.3
Disposable income 17.0 5.5 37.3 2.1

U.S. (official threshold)
Market income 15.0 4.3 32.8 2.3
Disposable income 11.8 3.9 41.7 2.0

Notes:
aNumber of persons entering poverty between t and t + 1, as a share of the population not in

poverty in t, averaged over the period.
bNumber of poor in t who exit poverty in t + 1, as a share of the population in poverty in t,

averaged over the period.
cAverage length of observed (censored) poverty spells, in years.
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the household head’s educational attainment—I examine the direct impact of
changes in government transfer payments.

Following a common approach from past work, Table 5 lists the results of a
descriptive analysis of events associated with poverty entries and exits. The
samples for these tabulations are limited to observations with observed transitions
(poverty entries or exits), with the data pooled over the five-year pairs that con-
stitute the complete sample frame. After first accounting for poverty transitions
associated with any change in family structure, the table then lists sequentially the
share of transitions associated with changes in the number of full-time workers
(defined as those working at least 1750 hours in the year) and changes in primary
sources of income (based on a hierarchical ordering).10 Changes in family structure
are frequently associated with poverty transitions, especially in Canada (consistent
with Finnie and Sweetman, 2003). In each country, divorce and marriage are the
most common family events associated with poverty entry and exits, although
poverty entries also are commonly associated with the formation of new families
that split off from existing households (tabulations for family transitions other
than divorce and marriage are not shown but are available on request to the
author).

Regarding income sources, the share of poverty transitions that are primarily
associated with changes in earnings (conditional on the number of full-time
workers) is about 6–14 percentage points higher in the U.S. than in the other
countries, suggesting relatively high earnings instability for low-income families in
the United States. By contrast, the share of poverty transitions that are primarily
associated with changes in government transfers are about 10–20 percentage
points lower in the U.S. than in the other countries, with an especially large gap
evident in regard to exits from poverty vis-à-vis Germany and Great Britain. The
results for the U.S. compared with other countries are similar whether the relative
poverty threshold or the official U.S. poverty threshold is used, although the gap
is smaller based on the official U.S. threshold. Exits from poverty also are less
frequently associated with government transfers in Canada than in Germany and
Great Britain.

On net, the descriptive results in Table 5 indicate that changes in family
structure and labor earnings are most frequently associated with poverty transi-
tions in each country. However, government transfer policies loom large as well, as
they are associated with a substantial share of poverty exits in Germany and Great
Britain compared with Canada and especially the United States.

4.2. Regression Analyses

Although the results in Table 5 identified factors associated with poverty
transitions, the restriction of the sample to observed transitions implies that the

10In the PSID data for the United States, data on hours worked are not available for individuals
other than the head and spouse after income year 1992. This necessitated the restriction of the full-time
work and months worked variables to the head and spouse for all countries, for appropriate cross-
country comparison. Family labor earnings in each country, however, includes earnings of individuals
other than the head and spouse. As such, the association between earnings changes and poverty
transitions may be overstated somewhat relative to the association between employment stability and
poverty transitions.
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results do not fully characterize the share and incidence of characteristics and
events that account for poverty transitions. To provide a more complete and
quantitatively precise assessment, I now turn to regression analyses of poverty
entries, poverty exits, and the incidence of chronic poverty. For the entry and exit
regressions, I use a logit specification and pool observations over the five pairs of
years that span each complete six-year panel.11 The explanatory variables include
characteristics observed in the base year of each sequential pair and changes in
characteristics observed between the base year and the next year. I use a similar
framework for the analysis of chronic poverty. However, chronic poverty is based
on annual income measured over the entire six-year panel; as such, each sample
individual contributes only one observation, and the explanatory variables are
limited to characteristics observed in the first sample year. Because the U.S. results
are similar based on the relative and official poverty thresholds except in one case
noted below (see note 17), to conserve on space I only report results based on the
relative threshold.

My specific regression approach captures fewer of the complexities of poverty
dynamics than more elaborate approaches used in recent analyses that focus on
individual countries. For example, in her analysis of PSID data, Stevens (1999)
accounted for the role of duration dependence and repeat spells of poverty through
the use of a carefully designed discrete hazard model. The six-year panels used here
are too short and entail too much censoring of poverty spells for reliable, infor-
mative estimation of such models. Nonetheless, the simpler approach used here
can yield important insights about covariate effects on poverty dynamics, which
are useful for policy evaluation.

Tables 6 and 7 list the results for the poverty entry and exit regressions. In
each table, the top row lists the mean value of the dependent variable (in percent-
age terms).12 The explanatory variables are all dummy variables taking on the
value 0 or 1 (the regressions also include year dummies, but their coefficient effects
are not reported). The magnitude of the association between the dependent and
explanatory variables is expressed in percentage terms relative to the omitted
categories listed in the table, based on a straightforward transformation of the
fitted probabilities across the entire sample; I interpret these associations in ceteris
paribus terms.13 The means of the explanatory variables are listed in the column
directly to the right of the corresponding coefficients, to help provide a clearer
assessment of the relative magnitudes of the covariate associations (for example,
events that are closely related to poverty transitions may be rare and therefore
have a small net impact on transitions).

11I adjusted the estimated standard errors to account for the dependence across multiple observa-
tions per individual.

12These means of the entry, exit, and chronic poverty variables differ slightly from those listed in
Tables 2 and 3, due to the loss of some observations resulting from missing data.

13The regression specification is yi = F(Xib), where i indexes individuals, y is a 0–1 dependent
variable, Xi is a vector of discrete explanatory variables, b is a vector of estimated coefficients, and the
function F is the logit function. The probability effect of element xj of X based on its coefficient bj of b
is calculated by summing over the entire set of observations as follows (where the wi are individual
sampling weights normalized to sum to the sample size N):

effect of x
N

w F X x b F X x bj
i i i

j j
i i

j j

i

  = + −( )( ) − −( )[ ]∑1
1b b
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The results in Table 6 show large associations between various characteristics
and the probability of poverty entry. It is informative to compare the coefficients
to the mean exit rates listed at the top of the table. For example, individuals in
Canadian households characterized by a single adult with children are 3.4 percent-
age points more likely to enter poverty during a year than are individuals in
households with two adults and no children, implying nearly a doubling of the
poverty risk relative to the sample base rate of 4.2 percent. More generally, both
the impact and incidence of characteristics associated with poverty entries are
quite similar across the four countries. Among the exceptions is the age of the
household head: individuals in households with young heads (age �30) face a
greater elevation in the risk of poverty entry in Great Britain and the U.S. than in
Canada and Germany. In addition, in the U.S. individuals in households whose
head has low educational attainment face much higher risks of poverty entry than
do individuals in households with higher educational attainment.14

Among the events that are related to poverty entries, in all countries divorce
has the largest association: individuals in households that experience a divorce face
a probability of poverty entry that is three to six times larger than individuals in
households with stable marital status.15 However, the incidence of divorce is low
compared with the loss of full-time jobs by the family head or spouse, which
substantially increases the likelihood of a poverty entry as well. Given their impact
on poverty entries and their relatively high incidence, in general the presence of no
full-time workers and the household head’s loss of full-time work are associated
with larger increases in the risk of poverty entry than all of the other variables; the
exception is the U.S., where divorce has a larger impact than full-time work status.
Work instability, as measured by changes in annual hours worked equal to at least
one month of full-time work, is more frequent than loss of full-time work but has
a much smaller impact on poverty entries, especially in Germany, where its impact
is essentially zero.

Turning to the direct impact of government policies, the regressions also
include an indicator for whether government transfers fell by more than 20 per-
cent.16 Based on the magnitude of their association with poverty entries and their
frequency, declines in government transfer payments of at least 20 percent are
associated with roughly the same increase in the risk of poverty entry as changes
in full-time work status by spouses.17 However, the relatively low frequency of
declines in government transfer payment in the U.S. for this group implies that the
net effect of government transfer payments on poverty entries is smaller in the U.S.
than in the other countries.

14Data on educational attainment are not available in the British sample.
15Using PSID and GSOEP data for the 1980s, Burkhauser et al. (1991) found a larger overall

impact of divorce on economic status in Germany than in the United States. The smaller relative
association between divorce and poverty entries found here for Germany may be due to differences
between American and German social policy or policy changes between the 1980s and 1990s. More-
over, Table 6 indicates that the incidence of divorce in the non-poverty population is lower in Germany
than in the United States.

16The choice of a 20 percent change is somewhat arbitrary but is intended to identify meaningful
changes in transfer payments; increasing this threshold would reduce the incidence of changes in
transfer payments but increase their impact on the probability of poverty transitions.

17When I base the analysis on the official U.S. poverty threshold, the association between govern-
ment transfer payments and poverty entries is smaller than that listed in Table 6.
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Many of the results for the poverty exit regressions in Table 7 mirror the entry
results in Table 6. Increases in full-time work and months worked by the head and
spouse are associated with substantial increases in the probability of poverty exits.
Marriage is associated with a large increase in the probability of exiting poverty,
although this effect is much smaller in Germany than in the other countries.

Table 7 also contains some surprises regarding the determinants of poverty
exits. Individuals in households with young heads experience less frequent poverty
exits in Germany and Great Britain but more frequent exits in the United States.
Combined with their greater likelihood of entry in Table 6, the U.S. results for
individuals in households with young heads suggest that this group faces substan-
tial income churning around the poverty line there. Members of single adult
families with children face low probabilities of poverty exits in Canada and espe-
cially the U.S., with statistically insignificant associations evident for Germany
and Great Britain. Individuals in households with no workers are much less likely
to exit poverty than those in working households. This effect is especially large in
Canada and the U.S., although the relatively high incidence of poverty among
families with one or two workers in the U.S. (about 40 percent, vs. about 25
percent in the other countries) suggests extensive working poverty there.

Regarding government transfers, an increase of at least 20 percent is quite
common for the poverty population in each country and is associated with a
substantial increase in the probability of exiting poverty. The main exception is
Canada, where increases in government transfers of this size are relatively infre-
quent for individuals in the poverty population (as defined by my 50 percent
relative poverty threshold). On net, increases in government transfers are associ-
ated with an increase in poverty exits of about three percentage points in Canada,
versus seven to nine percentage points in the other countries. The net size of this
association in the three countries other than Canada is larger than that for any
other explanatory variable (except for “no full-time workers” in the U.S.), while in
Canada the net size of this association is smaller than for the number of full-time
workers and changes in the head’s full-time work status. The large impact of
government transfers on poverty exits in the U.S. may seem surprising, given the
high degree of poverty persistence in that country. However, the positive effects of
government transfers are offset by the adverse influence of other factors, notably
low educational attainment by the household head, the prevalence of single par-
enthood, and limitations in the household’s full-time work status, all of which
substantially limit escapes from poverty in the United States.

To complete the analysis of poverty transitions and persistence, Table 8 dis-
plays results for the determinants of chronic poverty, which is defined based on
average income across the six-year sample frame. The association between young
headship and chronic poverty is essentially zero in the U.S., consistent with the
income churning implied by the transition results in Tables 6 and 7. The educa-
tional attainment of household heads is associated with especially large differences
in chronic poverty in the United States. Individuals in single-head families with
children face high risks of chronic poverty in each country. This effect is much
smaller in Germany than the other countries, however, again suggesting (as
in Table 7) that German social policy places substantial emphasis on the well-
being of this group. Finally, individuals in families with no full-time workers are
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especially likely to experience chronic poverty, although the effect is much larger in
Canada and the U.S. than it is in Germany and Great Britain.

5. Conclusions

In this paper I compared the multi-year poverty experiences of representative
panels of individuals in Canada, Germany, Great Britain, and the United States
for six years during the 1990s. Employment status and family living arrangements,
and changes therein, are the most important factors associated with poverty inci-
dence and persistence among individuals from working-age households in these
countries. This finding is consistent with the comparative findings of Duncan et al.
(1993), Oxley et al. (2000), and OECD (2001), and individual-country analyses for
Germany (Eberharter, 2001), Great Britain (Devicienti, 2001; Jenkins and Rigg,
2001) and the United States (Bane and Ellwood, 1986). However, I find that the
association between employment status and poverty persistence is especially pro-
nounced in Canada and the United States.

Government policies play a crucial role in accounting for differences in
poverty dynamics between the North American countries and their European
counterparts, consistent with the cross-section evidence presented in Smeeding
(2006). Poverty persistence is high in Canada, where government transfer pay-
ments lift a smaller share of individuals from working-age families out of poverty
than do government transfer payments in Germany and Great Britain. In the U.S.,
government transfers are commonly associated with poverty exits, but these effects
are more than offset by the relationship between adverse individual and labor
market characteristics—notably low education, single parenting, and instability in
employment and earnings—and poverty persistence. The situation is different in
Germany, where the social welfare system appears to provide substantial anti-
poverty support to such high-risk groups. Government tax-and-transfer policies
also are relatively effective in Great Britain, where poverty persistence based on
disposable income is low relative to cross-section poverty headcounts and persis-
tence in the other countries. This finding of relatively transitory poverty in Great
Britain is broadly consistent with the results of Jenkins and Rigg (2001) and
Devicienti (2001), both of whom also used the BHPS data. This pattern may arise
in part from the high density of the British income distribution around my chosen
poverty threshold (see note 6). However, the relatively low incidence of chronic
poverty in Great Britain and the large association between poverty exits and
government transfer payments there suggests that government policies play an
important role.

Regarding more general policies to alleviate poverty, my findings confirm
widely-held beliefs about the key contributions of family stability and work attach-
ment for staying out of poverty in North America and Europe. This suggests
important roles for individual behavior as well as public policies that strengthen
family stability and work attachment; child care subsidies may be one example of
such policies, enabling cash-strapped and time-strapped parents to effectively
balance work and home commitments. Indeed, the persistence of U.S. poverty
despite the large positive association between government transfers and poverty
exits suggests that policies existing during my sample frame (prior to the 1996 U.S.
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welfare reforms) were not adequate to remedy poverty there. Both educational
attainment and full-time work status are critical for avoiding and escaping poverty
in that country, suggesting that improved student access and commitment to
education and direct labor market policies are needed to supplement government
income support. Canadian income-support policies do not appear heavily oriented
towards individuals in poverty by the definition used here (50 percent of median
income), which may reflect a different operational definition of economic hardship
embodied in Canadian social policy. By contrast, direct government transfers and
other forms of social insurance appear to successfully reduce poverty persistence in
Germany and Great Britain.
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