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Introduction: the working poor in
Europe

Hans-Jiirgen Andrefl and Henning L.ohmann

This book is about Europeans who work and are poor. Many people think
that the term ‘working poor’ should be an oxymoron, because nobody who
works hard should be poor. Many people also think it is a phenomenon
typical for the period of industrialization, as described in Friedrich Engels’s
seminal work on the ‘working class in England’ (Engels, 1999) or Benjamin
Seebohm Rowntree’s study on the ‘wage-earning classes in provincial
towns’ (Rowntree, 2003). Others see it mainly as a problem in the USA,
where the situation of the working poor has been a political issue for
decades. Just recently, popular books by US journalists like Barbara
Ehrenreich (2001) or David K. Shipler (2005) have provided a vivid picture
of life at the ‘bottom of the working world’ in the US economy. In the
European context, in-work poverty gained interest only in the late 1990s.
The European Councils of Lisbon, Nice and Stockholm highlighted the
importance of promoting participation in employment as a means of pre-
venting and alleviating poverty and social exclusion. But recent reports
from the European Statistical Office (Eurostat) showed that 7 per cent of
the employed population in the EU-15 had an income below the national
poverty line (Bardone and Guio, 2005). As a consequence, the European
Council stresses in its recent European employment guidelines (EC, 2005)
the need to reduce the number of working poor.

But why is in-work poverty back on the European political agenda?
Much of the present concern about the working poor has to do with recent
changes in labour market policies. High and persistent unemployment in
many European countries have led many economists and politicians to
believe that creating low-paid and low-skilled jobs will provide the missing
job opportunities (European Commission, 2004; OECD, 1994; 2003). In
addition, long-term structural changes in the capitalist economy will
modify the number and quality of jobs. The change from Fordist to post-
Fordist modes of production is increasing the demand for service sector
jobs and flexible labour relations. As a consequence, many scholars expect
increasing inequalities within the labour market, with high wages and stable
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work careers on the one side and unfavourable working conditions, low
wages, and job instability on the other (Morris and Western, 1999). These
structural changes within national economies are enforced by growing eco-
nomic interdependencies worldwide. In a globalized economy, low-skilled
labour in industrialized countries competes with low-skilled labour from
less developed countries, which produces similar goods and services at a
fraction of the cost (Wood, 1994). This creates a downward pressure on
wages for low-skilled labour. Employers, on the other hand, may invest
their capital worldwide, and will do so if foreign investments are more
profitable. In other words, globalization increases employers’ alternatives
and thus, their bargaining power. If offshoring is a threat in certain parts
of the economy, then employees in these exposed sectors will have to reduce
their wage claims (Alderson and Nielsen, 2002; Harrison and Bluestone,
1988).

However, it would be false to blame only the economy for the increase in
low-paid jobs. As we already indicated, public policies for the unemployed
and the poor have changed as well — partly because former policies have
been criticized for not reducing mass unemployment, and partly because of
the financial crisis of the welfare state. Benefits have been reduced, and
welfare-to-work policies have been implemented in many industrialized
countries. Owing to these changes in government policies, work incentives
have increased for parts of the inactive population, leading to an increase
in the number of workers among those formerly living on welfare or unem-
ployment benefits. Because most of these individuals have no or only lower
qualifications, most of them (re)entered the labour market in low-skilled
jobs that pay only meagre wages. Furthermore, negative income tax systems
or other types of wage subsidies have been introduced which are supposed
to make work pay, especially for those already working at the lower end of
the wage distribution. In other words, changes in the political system — from
welfare to enabling or workfare states (Gilbert, 2002; Jessop, 1993) — have
contributed equally well to the increase in low-wage employment.

Finally, it should be noted that the supply of low-paid jobs has also met
a certain demand for these kinds of jobs. For example, discriminatory prac-
tices in the labour market may leave no other job opportunities available for
immigrants. Or flexible working times in the service sector — which are often
connected with low-paid jobs — may well be in line with the employment
interests of mothers. This does not mean that women or immigrants prefer
low pay, but it shows that the increase in low-wage employment cannot
be understood without recognizing recent demographic changes (rising
female employment, immigration).

But this book is not primarily a book about low pay. Instead, we ask
whether gainful employment is sufficient to earn a living — both for oneself
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Lohmann and Marx, own computations.

Figure 1.1  Low-wage and in-work poverty in selected European countries
(2001)

and for one’s family members. In answer to that question, low pay is only
one among many other explanations. In Figure 1.1, we see large variation
in in-work poverty as well as in low pay in Europe. However, as the figure
shows, low pay and in-work poverty are only modestly correlated. For
example, in 2001, we observe countries like Italy with rather high overall
poverty rates (in Italy around 11 per cent) that at the same time show a com-
paratively low percentage of low-wage work (10 per cent in Italy). Similarly,
we can find countries with comparatively low overall poverty rates — for
example the UK with 7 per cent — in which the incidence of low-wage work
is extremely high (20 per cent in the UK).

Many factors contribute to this mismatch, but the main explanation is
that low pay is an individual characteristic, while poverty refers to the
household. A worker may have a low-paid job, but because he — or more
often she — is living with an employed partner, both incomes may lift the
household above the poverty line. The same situation applies if labour
income is augmented by wage subsidies, family benefits or other sources of
non-labour income. In any of these cases, total household income is larger
than income from work and thus may well be above the poverty line.
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But, of course, the opposite may happen as well. Consider, for example, a
single mother who is working. Depending on the kind of job she holds, her
wage may be sufficient for herself, but chances are high that it is inadequate
for herself and her children. And we should not forget the workers who have
to support a large number of dependent family members. If a second earner
is missing, or if the state does not provide cash transfers, the breadwinner
together with his or her family members may be poor even if the working
person’s wage is sufficient for an individual. This is the situation described by
Benjamin Seebohm Rowntree at the turn of the twentieth century. He found
that wage earners live in poverty during certain phases of their lives — namely,
when they are the breadwinners for their families and when they retire from
their active working careers (Rowntree, 2003: 137). Although family size has
decreased considerably during the past century, large family households still
exist — especially in the Southern European countries, where young adults
tend to stay with their parents because of high youth unemployment.

Low-wage work (based on personal incomes) and in-work poverty
(based on household incomes) do not only differ with respect to the size of
both groups but also with respect to their socio-demographic profiles. The
most obvious difference is the number of women belonging to each risk
group. The high share of women in low-wage work (Asplund and Persson,
2000; Keese et al., 1998) reflects the disadvantageous position of women in
the labour market. In-work poverty risks, on the other hand, are quite
similar with respect to gender because the risk of poverty is moderated
within the household context as we have discussed above. In the following,
our main interest is not to regard differences between low-wage workers
and working poor, but to explain why the socio-demographic profiles of the
working poor differ by country. To answer this question it is necessary to
regard the distribution of labour market incomes as well as factors which
influence how different sources of income (mainly earnings, partner’s
income and transfers) are combined within the household.

EXPLAINING IN-WORK POVERTY

In recent years, several reports have been published on the working poor
problem — many at the national level, but few comparative studies (Bardone
and Guio, 2005; Marx and Verbist, 1998; Pefia-Casas and Latta, 2004;
Strengmann-Kuhn, 2003). Most of them are descriptive surveys presenting
quantitative information about the incidence and socio-demographic profile
of in-work poverty. This book tries to go several steps further. First, it is
comparative from the very beginning by providing country reports and cross-
country analyses that follow a similar methodological design (see the next
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section in this chapter). Second, it is descriptive, but it tries to augment the
quantitative information with the qualitative background information nec-
essary to understand and put into context each country’s national experience
with the working poor problem. Finally, we try to provide explanations for
why in-work poverty is high in certain countries while low in others.

In thinking about possible explanations, many results from traditional
poverty research can be used to interpret different poverty risks within the
working population. For instance, it is well known that poverty risks differ
with respect to their individual characteristics. One of these is income
capacity. Having a university degree or a high school diploma is connected
with higher incomes and less poverty. Other risk factors have to do with
household characteristics. For example, one labour income will easily feed
one single person, while the same labour income may be insufficient for a
family with children. Depending on the household situation, some workers
will also have to deal with time constraints that restrict their labour supply.
For example, if childcare institutions are missing, single mothers will not be
able to work full-time, whereas childless, but otherwise identical women are
free in their choice of working time. Obviously, the amount of income —
and, thus, poverty status — depends to a large extent on working time.

Generally speaking, individual and household-related risk factors
influence the ‘needs’ and ‘resources’ of workers and their family members.
These individuals will find themselves in poverty if available resources do not
satisfy their needs (see the next section for our operational definition of
poverty). But even if one controls for all these risk factors, poverty among
the working population is still much higher in some countries than in others.
Take, as an example, the analysis on levels of deprivation in Europe by Layte
et al. (2001). Although controlling for gender, age, household type, marital
status, education, employment status and social class position explains a rel-
evant share of the variation between countries, more than half of the varia-
tion remains unexplained. Apparently, the national context is another source
of variation. Why is this so? And what are the driving forces behind these
country differences? These are the major research questions of this book.

The answers are indicated in the preceding examples. For example, a
single mother will more likely search for a full-time job if she can be sure
that her children are taken care of in a kindergarten or a full-time day
school. Hence, public infrastructure for families supports female employ-
ment; this is not only a resource for solo mothers, but also for large fami-
lies, who are now able to increase their labour supply. Family benefits have
already been mentioned. They have been implemented, among other
reasons, to ease the lives of single-breadwinner families. Or consider the
increase in low-wage jobs in some European countries. As discussed earlier,
this is in part a result of new labour market policies (deregulation,
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flexibilization). Similarly, the structure of labour relations has an impact on
earnings distribution. Many scholars assume that strong labour unions and
centralized wage-bargaining systems decrease the incidence of low pay (for
an overview see Flanagan, 1999; Lucifora et al., 2005). The same is assumed
for minimum wage legislation and other types of state-enforced wage
bargaining. Finally, the amount of public transfers available (welfare pay-
ments, unemployment benefits and the like) reduces citizens’ reliance on
gainful employment (decommodification). Fewer people are forced to work
in low-paid jobs. Furthermore, non-working household members are more
likely to receive benefits and, hence, to contribute to household income.
All these examples demonstrate that the national context — or more spe-
cifically, labour market institutions and welfare state provisions — is an
additional resource for people of working age. It regulates working condi-
tions, increases bargaining power, supports gainful employment or pro-
vides alternative modes of income maintenance. We believe, therefore, that
the incidence and socio-demographic profile of the working poor cannot
be understood without a thorough understanding of each country’s insti-
tutional context.

For the moment, we will leave it at these examples. Nevertheless, the insti-
tutional explanation could be called the main research hypothesis of this
book. Obviously, such a hypothesis cannot be answered without varying the
institutional context. Investigating in-work poverty in only one country
would not provide the necessary information, because the institutional
context within a country is rather constant, at least from a short- or medium-
term perspective. Therefore, our research project had to be comparative from
the beginning. The next section explains our methodological approach.

METHODOLOGICAL APPROACH

Our research combines the case study method with micro-macro analyses.
Correspondingly, the following chapters consist of a series of in-depth case
studies focusing on single countries combined with comparative analyses
of several European countries based on cross-nationally equivalent survey
data. The term ‘micro—macro analyses’ refers to the fact that the later chap-
ters combine micro data on individuals with macro data describing the
institutional context.

Comparative Research Design

But how did we select the countries for our case studies? First, this has been
a question of availability. We needed scholars who were both experts on the
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national contexts in question as well as on research in poverty and low pay.
Starting from our own research contacts and from our knowledge of the
literature, we were able to build a network of interested sociologists, econo-
mists and political scientists from nine different European countries. The
group met at several workshops, and this book presents the output of our
collaborative work.

Furthermore, when building up the research network, we tried to rep-
resent different national institutional settings in order to test the validity
of our institutional hypothesis. Current research on welfare states usually
assumes that there are more or less coherent clusters of institutional
arrangements that embody distinct values and rationales. This assump-
tion has been operationalized in the concept of welfare regimes (Arts
and Gelissen, 2002; Esping-Andersen, 1990; 1999), and it has been tempt-
ing to use one of the existing welfare state typologies to guide our country
selection. But many scholars argue that such a typology should be
domain-specific (for example, Gallic and Paugam, 2000). Furthermore,
very often the internal heterogeneity of these clusters is remarkable —
which is why many authors regard them only as ‘ideal types” (Weber) of
the real world. In any case, it is important to specify the institutional
arrangements that characterize each cluster and why they influence the
phenomenon of interest (in-work poverty in our case). If that work
needs to be done anyway, then it is natural to test each characteristic
individually.

Although we do not deny the importance of regime typologies as a the-
oretical tool, we have a preference for the latter approach. This implies a
definition of the basic components of the institutional context. What are
relevant welfare state regulations and labour market institutions? How can
we describe them in general terms? And, finally, how can we measure them
empirically? Lohmann and Marx (in this volume) discuss potential relevant
institutional factors and how these can be measured. As far as our country
selection is concerned, we simply tried to include samples from every region
of Western Europe in order to represent the variation in in-work poverty
between European countries. We tried to select representatives of each
region: Finland and Sweden for the Northern European countries; Ireland
and the UK for the Anglo-Saxon countries; Belgium, Germany and the
Netherlands for the Central European countries; and Italy for the Southern
European countries. Each country chapter provides a descriptive overview
of the incidence and socio-demographic profile of the working poor,
together with an account of national labour market institutions and
welfare state regulations. In doing so, each chapter tries to present a com-
prehensive picture of in-work poverty in each respective country. Is there a
working poor problem? Did it increase over time? What characteristics are
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specific to a given country? And what is a common experience that can also
be observed in many other countries?

The single case studies are complemented by two comparative studies
including several countries. One of the latter investigates the effect of quan-
titative measures of the institutional context on poverty status in a sample
of workers from 15 European countries. The other evaluates the effect of
policies to combat in-work poverty in different European countries. Finally,
in a sort of meta-analysis of all the empirical analyses, we try to present
some general conclusions concerning the relevance of the working poor
problem and the validity of the institutional explanation.

Target Population and Poverty Measures

Every comparative project is confronted with the question of how to define
its central concepts and the population under observation. In our case, the
main questions were “What is poverty?” and “Who are the workers?’ In the
case of the first question, we decided to use a concept which — being one of
the Laeken indicators — has become a de facto standard at European Union
(EU) level. Although poverty is regarded as a multidimensional phenome-
non, we only use measures of income as indicators of poverty. Since welfare
is determined at the level of households, (net) household income is an
appropriate indicator. We use an equivalence scale (modified OECD) to
take into account the fact that households differ according to size and com-
position. In sum, equivalized net household income is the main poverty
indicator used in the following analyses. Following on the idea that poverty
is a relative concept, we define the poverty line as a fraction of the
average income in a given country. Again, we take the respective Laeken
indicator as a reference and define the poverty threshold at 60 per cent of
the median of national equivalized net household income. This definition
is the standard which is used in all chapters. In addition, some of the chap-
ters include other poverty measures — either other indicators (for example,
consensual deprivation) or other thresholds (for example, 40 per cent or 50
per cent of the median).

With respect to the second question, we tried to follow the criteria of the
International Labour Organization (ILO) wherever possible. Hence, people
who work at least one hour per week are regarded as workers. People
looking for work are regarded as unemployed, given that they are in a posi-
tion to take up employment within two weeks. All other people are defined
as inactive. Unpaid family members are regarded as self-employed workers.
Since we do not want to consider people who are younger or older than
what is usually considered a ‘working age’, we tried to restrict the analyses
to the age group between 15 and 64 years. Given that the data used in the
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following analyses do not come from a single source, we had to relax the
criteria in some cases. Sometimes the data only includes persons from 17 or
20 years of age onwards. Sometimes no exact information on working
hours is included. And sometimes the observation period is not the current
week of the interview but the year before data collection, which makes it
impossible to categorize workers on the basis of hours worked per week. In
that case, employment status is defined on the basis of the number of
months a person worked in the past year. Here, persons who worked for at
least seven months are regarded as workers.

Combining the definition of poverty and worker we arrive at our
definition of the working poor. A working poor individual is a working
person who lives in a poor household — that is, a household with an income
below the threshold we defined above. Given the variety of the data used in
this book, however, it is impossible to give an exact overall description of
all the country-specific operationalizations. Discrepancies from our basic
definitions will be noted in each chapter.

ORIENTATION OF THE CHAPTERS

The structure of the volume reflects the basic idea of drawing a broad yet
detailed picture of in-work poverty in Europe. The two chapters of Part I
provide a basic orientation about the incidence, structure and causes of in-
work poverty in Western Europe. The main question addressed in this part
is this: is there variation by country, and which institutional and economic
factors can be assumed to play a vital role in explaining such variation?
Part II is a collection of in-depth country studies. The main question of
these chapters is: what characteristics are specific to a given country?
Therefore, the empirical analysis of in-work poverty is embedded in a dis-
cussion of the institutional and economic framework of each country. Part
III combines the comparative and national perspectives and discusses
policy options to increase overall employment while minimizing poverty
risks of the working population.

Chapter 1, by Henning Lohmann and Ive Marx, examines in-work
poverty from a perspective of welfare regimes. The purpose of this paper is
to highlight the fact that ‘poverty in work’ comes in many different guises
across advanced welfare states. The claim of the chapter is that the inci-
dence as well as the composition of the working poor differs substantially
between welfare regimes. The chapter starts with a broad overview of the
differing social, economic and political conditions for in-work poverty, pro-
viding information on indicators such as replacement rates, social expendi-
ture, childcare coverage, minimum wage levels, bargaining centralization,
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employment rates and employment shares by sector. Lohmann and Marx
discuss how in-work poverty is shaped by the institutional particularities of
each welfare cluster and they provide a basic empirical analysis of such
differences, which shows that the differences between welfare regimes are
less pronounced than expected.

Chapter 2 is aimed at explaining such differences from a micro-macro
perspective. Using a multilevel framework, Henning Lohmann analyses
the influence of individual or household-related factors and institu-
tional factors on in-work poverty as well as the interaction between the two.
The chapter hypothesizes that not only the design of labour market insti-
tutions or in-work benefit schemes alters a worker’s risk of being poor,
but that the general degree of decommodification and defamilization
also plays an important role. Transfers paid to non-working house-
hold members and services aimed at dual earnership are expected to
increase household incomes, and therefore to lower the risk of in-work
poverty.

The order of the country studies in Part 11 is loosely structured by region
which — as in many other studies — mirrors quite well the affiliation of
each country to an Esping-Andersen-style welfare regime typology. We
look at three continental European countries (Belgium, Germany and the
Netherlands), two Northern countries (Sweden and Finland), two Anglo-
Saxon countries (the UK and Ireland) and Italy as a Southern European
representative. Each of the chapters analyses the situation of in-work
poverty in the given country in a broader context. Taken together, the selec-
tion of cases provides a picture of in-work poverty in times of welfare state
reform and changing economic conditions.

Chapter 3 examines the Belgian case. Ive Marx and Gerlinde Verbist
argue that on the surface, Belgium appears to epitomize the archetypal con-
tinental European welfare state caught in a ‘welfare without work’ conun-
drum. At the same time, however, childcare provisions for working parents
are extensive, making Belgium a case in point of what has been called
‘optional familialism’ (Leitner, 2003), where families caring for children at
home are supported, but at the same time families are also given the option
of being unburdened from care responsibilities. In addition, over the past
decades, Belgium has deployed a wide range of measures to improve the
disposable income situation of single-earner households with low incomes
as well as to boost multi-earnership. In their empirical analysis, the authors
show that in-work poverty in Belgium — as elsewhere on the Continent — is
principally a problem of single-parent households and single-earner
couples with children. This may come as something of a surprise given the
extent to which the breadwinner model is institutionally supported and
protected in Belgium, especially if there are children.
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Chapter 4 starts off by presenting an almost classical paradox in the
analysis of in-work poverty, namely, that high levels of low-paid employ-
ment do not necessarily result in high levels of in-work poverty. Marco
GieBelmann and Henning Lohmann show that exactly this is the case in
Germany — at least in West Germany. The authors describe the region as an
example of the modified male-breadwinner model where a majority of
(female) low-paid workers live together with (male) main earners. In East
Germany, however, owing to its differing heritage of a dual-breadwinner
model and more difficult economic conditions, the link between low-paid
work and in-work poverty is much closer. Furthermore, the chapter dis-
cusses how recent German welfare state reforms are likely to alter the dom-
inant earner model and the relationship of low-paid work and in-work
poverty throughout Germany.

The question of the consequences of welfare state reform on in-work
poverty is also the focus of the analysis of the Netherlands (Chapter 5).
Erik Snel, Jan de Boom and Godfried Engbersen see the Netherlands as a
continental forerunner of an ‘enabling state’ (Gilbert, 2002), which puts
more emphasis on integration via employment than via social rights. Based
on this discussion, they ask whether the ‘Dutch miracle’ of employment
growth has been accompanied by an increase of in-work poverty. In addi-
tion to institutional change, the analysis looks at economic and demo-
graphic factors as potential causes for the growth of in-work poverty.

In Chapter 6, Bjorn Halleréd and Daniel Larsson analyse changes in in-
work poverty in Sweden since the late 1980s. The fact that economic and
labour market conditions have changed severely during this period — a shift
from demand to supply-side policies and a harsh recession in the early
1990s followed by economic growth — makes Sweden a suitable candidate
for analysing the influence of economic factors on in-work poverty. The
authors’ empirical focus is on the increase of insecure employment and how
this is related to in-work poverty. They show that Sweden is still character-
ized by low levels of in-work poverty (as one would expect in the prime
example of a Northern welfare state), but that the rise in the level of unem-
ployment compared to the 1980s also has consequences for those who are
working.

Chapter 7 provides analyses of poverty among working people in
Finland from the mid-1990s until 2005. Ilpo Airio, Susan Kuivalainen and
Mikko Niemeld describe the main features of the Finnish welfare state and
its labour market institutions. Regarding the changes during the past ten
years, it appears that changes in the labour market and in welfare state pro-
visions during the end of the 1990s and early 2000s do not give us reason
to expect a dramatic increase in in-work poverty, since there are no signs of
radical welfare state retrenchment or labour market decentralization. In
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fact, the development of income poverty among working people has been
rather constant. In addition, the authors apply an alternative method of
measuring poverty. Using this measure, the situation is even more positive
— consensual deprivation decreased during the research period. Thus, the
overall picture is such that in-work poverty is relatively low in Finland.

Chapter 8, by Ferruccio Biolcati-Rinaldi and Federico Podesta, deals
with the Italian case, which is interesting not only as classical example
of Southern European welfare regimes, but also because of the high level
of internal heterogeneity. Southern Italy, the Mezzogiorno, experiences
poverty and in-work poverty incidences much higher than those in the
Northern and Central regions. This situation provides the chance to
conduct comparative analyses controlling for different economic condi-
tions, family models and welfare supply at the local level. The general
hypothesis of this chapter is that the traditional male breadwinner model
that sustained Italian economic development from the end of the Second
World War to the beginning of the 1970s has become dysfunctional since it
produces, among other things, high levels of in-work poverty. Such a crisis
calls for new assets which, at the moment, are being provided more suc-
cessfully in North-Central Italy than in the Mezzogiorno.

Chapter 9, by Sara Connolly, focuses on the question of whether policies
such as earned income tax credits and minimum wages, which have been
introduced or extended in the UK during the years of the Labour govern-
ment, have resulted in a reduction in in-work poverty. The results of the
empirical analysis do not support such a conclusion. While the situation of
families has, in fact, improved, other groups such as singles face an
increased risk of in-work poverty.

Ireland is a case which combines the fact of an unprecedented economic
boom and growth in employment with an increasing number of working
poor — at least if one focuses on standard income poverty measures. In
Chapter 10, Brian Nolan argues that one reason why economic develop-
ment does not translate into decreasing in-work poverty rates is that the
rapid growth in living standards is only poorly reflected in conventional
poverty measures. What is — irrespective of the measure used — most dis-
tinctive about the households of the working poor is how few of their
working-age adult members are actually working. Hence, the chapter con-
cludes that in order to be effective in addressing in-work poverty, policy
should focus not only on raising the take-home pay of the low paid, but
also on the position of households where more of the adults could be in
work.

Part III combines the comparative and national perspectives of Part I
and II. Chapter 11, by Ive Marx and Gerlinde Verbist, discusses policy
options for fighting in-work poverty. Since they see in-work poverty in



Introduction 13

Europe, especially in continental Europe, to a large extent as a problem of
underemployment within households, they focus on policies that will
boost labour participation rates and thus multi-earnership. They discuss
demand-side as well as supply-side measures, including those two policy
instruments — minimum wages and in-work benefits — that dominate the
current public and policy discourse.

In the final Chapter 12 we will summarize the findings of the eight
country and the two comparative analyses. Starting with a recapitulation
of the main institutional features of the countries represented in this
volume, we attempt to draw some general conclusions on the level and
structure of in-work poverty as it is typical under different institutional set-
tings. We conclude with a discussion of the development of in-work
poverty over time and whether there is a trade-off between low in-work
poverty and employment growth.
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1. The different faces of in-work
poverty across welfare state regimes

Henning Lohmann and Ive Marx

INTRODUCTION

The notion of in-work poverty often conjures up stereotypical images of
poorly paid service sector workers toiling away in fast-food chains (see, for
example, Shipler, 2005). This perception is not altogether wrong. Butitis a
reductive and, in fact, rather Anglo-Saxon one. Moreover, the overlap
between low-paid employment (in services or elsewhere) and financial
poverty tends to be very weak, even in the Anglo-Saxon countries (see, for
example, Gardiner and Millar, 2006; Nolan, 1994; Nolan and Marx, 2000).
But more importantly, it does not capture the whole nature of the phe-
nomenon — certainly not in Northern, Continental and Southern Europe.
The purpose of this chapter is to highlight the fact that ‘poverty in work’
comes in many different guises across advanced welfare states. A starting
point for this task is the notion that in-work poverty cannot be explained
solely from a perspective which focuses on low wages or earnings inequal-
ities. This perspective is most useful when the wage of a single earner is the
sole income source for a household. The more other sources contribute to
the household income, the less one would expect to see a direct link between
low-wage work and the working poor. We argue that this is the case —to a
differing degree — in European welfare states. Therefore, we will discuss how
differences in welfare state regimes — understood as ‘the combined, inter-
dependent way in which welfare is produced and allocated between state,
market, and family’ (Esping-Andersen, 1999: 34f) — can be expected to
explain differences in the extent and structure of in-work poverty. This per-
spective enables us to focus on different causes of in-work poverty such as
earnings inequalities, welfare state policies and the role of the family. Our
claim is that the incidence as well as the composition of the working poor
differs substantially from welfare cluster to welfare cluster. In fact, we argue
that in-work poverty can be construed as emanating from quite distinct
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dysfunctions occurring within each of the dominant welfare clusters in
Europe.

The chapter is organized as follows: in the next section we discuss why
in-work poverty can be expected to differ from one welfare state regime to
another. But instead of simply regarding differences between clusters of
countries, we first discuss the expected influences of single factors such as
the degree of decommodification, defamilization, mechanisms of wage-
setting and how these factors can be expected to affect employment and in-
work poverty. The third section hypothesizes about how the considerations
made in the second section might translate into in-work poverty patterns
across various welfare state regimes. We first show that variation in relevant
institutional factors is, in fact, larger between welfare regimes than within
any given welfare regime. We then formulate specific hypotheses as to how
the extent and structure of in-work poverty can be expected to differ by
welfare state regime. In the fourth section, we present empirical evidence on
differences in labour market and household structures across various
welfare states — particularly as these are likely to pertain to differences in
in-work poverty. Then, in the fifth section we present empirical evidence on
differences in in-work poverty between welfare regimes and discuss dis-
crepancies between expected and observed outcomes. In the final section,
we draw our conclusions.

UNDERLYING DIMENSIONS OF WELFARE STATE
REGIMES AND IN-WORK POVERTY

We can look at the working poor from two different perspectives: from a
perspective of (financial) poverty and from a perspective of employment.
This is not to say that these aspects are not interwoven, quite the contrary.
But if we look at poverty, we are stressing the fact that earnings (and
income from potential other sources) are too low to lift the household a
worker lives in above a — however defined — poverty threshold. Hence, if we
try to explain country-specific differences in in-work poverty we need to
look at institutions which affect the level of earnings as well as the level and
availability of other sources of income, particularly transfers.

Level of Wages and Transfers

We first consider the impact of institutions on wage inequality and the inci-
dence of low-paid employment. In a seminal and influential paper, Blau
and Kahn (1996) asked why wage inequality is so much higher in the
USA than in most other Organisation for Economic Co-operation and
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Development (OECD) countries. Their study analysed male wage inequal-
ity in the USA and in nine other OECD countries (Germany, Britain,
Austria, Switzerland, Sweden, Norway, Australia, Hungary, Italy and
Norway). They argued and demonstrated that labour market institutions —
principally the comparatively decentralized wage-setting mechanisms in
the USA — provide the most persuasive explanation for these patterns.
Many other studies have tried to demonstrate that wage-setting institutions
are associated with pay inequality, particularly changes in the distribution
of pay (see, for example, Kahn, 2000; Lucifora, 2000).

In addition to earnings, transfers represent a relevant part of the income
package in working households. In France, for instance, more than one-
third of the income of working poor households consists of transfers
(Lagarenne and Legendre, 2000). Furthermore, a number of studies have
shown that there are large differences between welfare states in the degree
of poverty reduction which is achieved via transfers (see, for example,
Atkinson et al., 1995; Moller et al., 2003). There is not as much specific evi-
dence showing to what degree in-work poverty is reduced by transfers,
although there is a broad discussion of so-called in-work benefits (see
OECD, 2005). However, there is evidence that in-work poverty is not only
affected by in-work benefit programmes which are meant to supplement
low earned incomes. Even in the UK — which has a long history of paying
in-work benefits — other types of transfers are a more important factor for
the reduction of poverty among workers with low incomes (Gardiner and
Millar, 2006). Poverty reduction in working households can also be
achieved through transfers paid to non-working household members, such
as unemployment benefits. These contribute to the total household income,
in particular when these transfers are not subject to a means test. From this
perspective, factors which influence poverty at large are also likely to affect
in-work poverty. A higher level of decommodification — which is measured
by the level and availability of transfers (for a revised version of a
decommodification index see Scruggs and Allan, 2006) — is likely to lower
the in-work poverty risk. Furthermore, there are non-contributory benefits
like family allowances which also contribute to household income. In
Germany, for instance, child allowances represent one of the most relevant
types of transfers which reduce in-work poverty (see Strengmann-Kuhn,
2003).

Employment Chances
Although a high degree of decommodification has the side effect of poverty

reduction via transfers in working households, its central aspect concerns
the ability to ‘opt out’ of the labour market (see Esping-Andersen, 1990).
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If we look at the working poor, the possibility of ‘opting out’ will prevent
workers from accepting work which does not pay them a living. Hence,
the degree of decommodification will affect the level of wages and/or the
structure of the working population, both of which should lower the
risk of belonging to the working poor. While the concept of decom-
modification stresses protection against the market, the recent discussion
on welfare state reform is often based on the notion of low work incen-
tives. A high level of transfers is seen as a cause of poverty via the creation
of unemployment and inactivity traps (see OECD, 2005). Empirical
evidence on the relationship between transfer payments and individual
labour supply seems to support this view (for an overview see Moffitt,
2002).

Another strand of research addresses the question of how labour market
institutions — especially employment protection regulation — influence
employment, particularly the employment chances of the less skilled. The
results of these studies are, generally speaking, ambiguous and not very
robust (Marx, 2007). Although there is not a lot of evidence that employ-
ment protection regulations have much of an impact on overall unemploy-
ment rates, there is stronger and more robust evidence that these
regulations affect the employment chances of particular groups. A number
of studies suggest that strict employment protection regulations have a neg-
ative effect on the employment chances of young people and prime-age
women, while positively affecting the employment chances of other seg-
ments, such as prime-age men.

More important, perhaps, is the question of the indirect effects of insti-
tutions on employment chances via the route of their impact on wage
inequality — given the fact that the link between wage-setting institutions
and wage inequality is fairly well established. A number of studies have
looked in detail at the relationship between earnings dispersion and
employment performance. The OECD (1996), for example, concluded ‘that
unemployment rates for the most vulnerable groups in the labour market —
women, youngsters and the low-skilled — do not tend to be consistently
higher in countries where low-wage work is more prevalent’. Other cross-
country comparative studies have come to similar conclusions (Card et al.,
1999; Nickell and Bell, 1995), while still other studies offer some support
for the conventional view that institutionally imposed wage compression is
harmful to employment (see, for example, Bertola et al., 2002). While no
consensus has emerged, there now seems to be an agreement that the link
is not necessarily strong or straightforward. More detailed cross-country
comparative studies appear to confirm this viewpoint (see, for example,
Freeman and Schettkat, 2000a; 2000b).



The different faces of in-work poverty across welfare state regimes 21
Family Structures and Employment Patterns

The concept of defamilization (Lister, 1994; McLaughlin and Glendinning,
1994) has become quite prominent in recent welfare state research. It
stresses the fact that welfare states not only influence the degree of an indi-
vidual’s dependence on markets, but also a person’s dependence on his or
her own family. This concept is concerned with women’s dependence on the
family owing to care obligations and a male main earner. A second dimen-
sion focuses on the dependent status of young adults owing to restricted
labour market access and no access to transfers in their own right, and on
the dependence of the elderly owing to a lack of care options outside the
family (and, perhaps, to insufficient income). The latter is often dis-
cussed with a focus on Southern welfare states (see Ferrera, 1996; Flaquer,
2000; Leibfried, 1992). If welfare states differ in their degree of defamiliza-
tion, this means that they differ in their ability to increase female autonomy
and to reduce intergenerational dependencies. Thus, while decomod-
ification describes to what extent a person’s well-being is dependent on the
market, defamilization is about an individual’s dependence on his or her
family.

Although the concept of defamilization is much broader in scope, we can
name at least two ways in which defamilization is related to in-work
poverty. First, single-earner households face a much higher risk of poverty.
Welfare state measures which lower the restrictions for female employment
(‘dual-earner policies’, see, for example, Gornick et al., 1997; Korpi, 2000)
are therefore expected to reduce in-work poverty — although the aim of
these policies is not primarily to reduce poverty, but rather to facilitate
gender equality and to offer opportunities for combining work and family.
Second, intergenerational dependency causes a shift of burdens within the
family. The prime example of this is young unemployed people in Southern
European countries who fall back on their parents owing to the lack of any
other safety net for those with no solid work histories (see Paugam and
Russell, 2000). We can make a similar assertion in the case of young low-
wage workers. While living with their parents will lower their risk of being
poor, the poverty risk for the (working) parents will rise. Thus, this type of
family solidarity has an ambiguous effect. On the one hand, the pooling of
resources protects family members from being poor. On the other hand,
family members earning regular incomes face additional burdens. It is hard
to predict whether, in sum, the influence of the protection or of the burdens
is stronger. We can, however, expect the degree of intergenerational depen-
dency to have a clear influence on the structure of the working poor. The
risk of being poor is partly shifted from the — often younger — low-wage
workers to the male, middle-aged workers at the core of the labour market.
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Hence, defamilizing policies which affect the degree of intergenerational
dependency are likely to affect the composition of the working poor as well
(and — depending on the sum of protection and burdens — the level of in-
work poverty).

How do we expect all this to translate into patterns of in-work poverty?
We know from previous research that what matters increasingly in
advanced economies is the combined labour market position of household
members. Single earnership has become a poverty risk in an era in which
the average living standard — and hence the relative poverty threshold — is
increasingly determined by the living standard of double-earner house-
holds. Two working adults are the best protection against poverty that a
household can have in present-day society. Marx and Verbist (1998) found
the USA to be just about the only advanced economy where a significant
proportion of double-earner couples were living in poverty around the
early to mid-1990s, and where such couples made up a substantial propor-
tion of poor working-age households. But in most countries, it did not
matter much whether one or both partners in a two-adult household had a
low-wage or part-time job. It would therefore appear that the impact of
institutions on the employment chances of working-age adults matters
more than their impact on the distribution of wages and the incidence of
low-paid employment.

It appears that many European households would do better with a
second household income. This is certainly the case in the South, where
female participation rates remain low. In Italy and Spain, well over half of
all working-age couples still live on a single-breadwinner wage. It has been
suggested that non-employment rates for less educated women are bound
to remain high unless more flexible, relatively low-paid jobs are ‘allowed’ to
emerge in the domestic services sector. Such jobs could then provide many
single-earner households with the additional income they need to escape
poverty. But as we have just argued, the empirical link between wage
flexibility and the employment chances of the less skilled and others is far
less straightforward than is often assumed.

While more wage flexibility (for example, lower minimum effective
wages) could help boost multi-earnership and reduce single-earner poverty,
the larger effect might well be increased poverty among households, which
would see their earnings deteriorate but fail to acquire a second household
income — either because there is no second adult or because the second
adult fails to obtain a job even in a labour market where more (low-paid)
jobs are available. In short, the potential poverty-enhancing effects of more
wage dispersion (more poverty among low-earnings households) may well
outweigh the poverty reduction effects (more multi-earner households).
The question of how labour market institutions affect in-work poverty via
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the route of their impact on employment chances and wages is and remains,
therefore, very much an empirical one.

EXPECTED VARIATION BY WELFARE-STATE
REGIMES

So far, we have discussed the institutional dimensions which can be expected
to influence the incidence and structure of in-work poverty. In doing so, we
have deliberately ignored the fact that welfare states do not represent a
random collection of disjointed policies, but rather that there are more or
less coherent clusters of institutional arrangements which embody distinct
values and rationales, as has been stressed in the concept of welfare regimes
(Arts and Gelissen, 2002; Esping-Andersen, 1990; 1999). Starting from this
perspective, we now show the interconnections between distinct policies and
the ways in which they jointly structure the patterns of in-work poverty.
Taking into account part of the criticism of Esping-Andersen’s ‘“Three
worlds of welfare capitalism’ (see, for example, Bonoli, 1997; Ferrera, 1996;
Leibfried, 1992), we have specified four different types of welfare state
regimes. Along with a discussion of the general characteristics of the
different welfare regimes, we present empirical information on institutional
differences in order to stress the variation between the clusters despite
gradual variation within them (Tables 1.1 and 1.2). The data we have used
in this section come from various sources (see remarks in tables). The analy-
ses in the following sections are based on the last wave (2001) of the
European Community Household Panel (ECHP), which contains informa-
tion on individuals and households in the 15 countries that were members
of the European Union (EU) prior to Eastern enlargement.!

Social-Democratic/Nordic Cluster

These welfare states have been shaped by strongly egalitarian aspirations.
They are characterized by high degrees of both decommodification and
defamilization. While the first is mirrored in a high Esping-Andersen-style
decommodification index and high replacement rates, the latter is indicated
by the highest level of childcare provisions and respective expenditure as
well as high values in an index of family welfare policy which also consid-
ers paid parental leave schemes (Table 1.1). Income protection provisions
are — since they are based on citizen rights — universal and explicitly aimed
at providing a high degree of adequacy. For decades, both macroeconomic
and microeconomic policies have been geared towards stimulating maxi-
mum employment participation on a basis of (gender) equality.
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The main institutional features include co-ordinated wage-setting mech-
anisms and institutions ensuring comparatively compressed wage struc-
tures and high minimum wage protection. The high unionization rates
testify to the degree of corporatism in the Nordic labour markets.
Compensating for the possibly negative effects of this on employment are
extensive public or subsidized employment opportunities, as well as active
labour market programmes. Extensive childcare and career interruption
provisions facilitate high levels of labour market participation across the
board. Minimum income protection levels are high and citizenship based.

Taking all of these factors into account, we can expect to find a com-
paratively low incidence of in-work poverty in these countries. To the extent
that it exists, it will mostly affect single-earner households in the context of
almost generalized double earnership and no preferential tax/benefit treat-
ment for single-earner households. One would also expect more significant
poverty in work among single young adults, since they tend to become eco-
nomically self-reliant at a relatively early age and are culturally expected to
do so.

Liberal/Anglo-Saxon Cluster

In many ways the mirror image of the Social Democratic regime, this is the
type of regime with the least egalitarian or decommodifying ambitions.
Here, a non-interventionist approach is taken to the labour market and
the economy as a whole, and the emphasis is on economic self-reliance —
including through private social insurance in case of work incapacity.
Gender equality is ensured through legislation, but the state takes no role
in facilitating equal participation through providing childcare and so on.
Social protection is citizen based but means tested and aimed at minimum
income protection only. The indicators on decommodification and replace-
ment rates certainly support this view (Table 1.1), although the differences
within Europe are not that pronounced as in comparisons which include
the USA.

The main institutional features of this regime type include highly decen-
tralized wage-bargaining systems and comparatively low minimum wages.
However, given the degree of bargaining centralization in Ireland — which
has increased significantly in recent years — this is now true only for the UK.
Nevertheless, indices of labour market regulation consistently suggest that
the Anglo-Saxon labour markets are among the least regulated. Indices of
family policy as well as spending figures suggest that the state plays a
minimal role. Spending on active labour market policies is also compara-
tively low. Minimum income protection systems are residual and build
heavily on means-tested benefits aimed at helping the poorest. At the same



The different faces of in-work poverty across welfare state regimes 27

Table 1.2 In-work benefit schemes

Country Benefit scheme Type Maximum benefit
(as % of APW)
Finland Income tax allowance Income tax 1.6% (tax savings)
allowance
Netherlands Combination tax credit  Tax credit 0.62%
Ireland Family income Benefit 32.47% (19 hours
supplement at minimum wage)
UK Working families tax Non-wastable tax  29.69-35.09%
credit credit (depending on
working time)
Belgium [Crédit d’impot, 2002—
2005]
France Prime pour ’emploi Non-wastable tax  2.16-2.82%

credit (depending on
household-type)

Source: OECD, 2005: 141ff.

time, the Anglo-Saxon countries have gone the furthest in implementing in-
work benefits (tax credits in particular) aimed at households with low earn-
ings — specifically single-parent households. As Table 1.2 makes clear, this
is in fact a distinctive feature of the UK and Ireland. Although in-work
benefits are broadly discussed as a means of combating poverty in other
countries too, most of these measures have not gone past the experimental
stage in those countries, or are at rather a small-scale level.

The Anglo-Saxon countries are widely thought to have the highest overall
in-work poverty rates simply because low-wage work is more prevalent there
and benefit dependency is generally a less attractive option. The idea here is
that because income protection levels are low, people who might otherwise
choose to remain dependent on income replacement benefits are pushed
into the labour market and into low-paid jobs. However, it is difficult to
hypothesize a priori about what the actual impact of the institutional setting
is on levels of in-work poverty. This is especially true because of the poten-
tially conflicting impact on multi-earnership — which tends to mitigate the
impact of low wages on in-work poverty. On the one hand, since the product
and labour markets are not heavily regulated, and minimum wages and non-
wage costs are low, we can expect a stronger demand for less-skilled labour
and hence more employment opportunities for the less skilled, particularly
for less-skilled women. On the other hand, the fact that the state does not
play an active role in ensuring that workers are able to combine work and
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care responsibilities may prevent people — particularly women — from taking
full advantage of the opportunities available on the labour market and
hence realizing their full earnings capacity. In addition, since benefits are
means tested, work disincentive effects tend to be more severe for house-
holds where both partners have a low earnings capacity.

Conservative/Northern Continental Cluster

This is arguably the most hybrid cluster. Generally speaking, Continental
European welfare states exhibit both considerable levels of decom-
modification and — although less so — defamilization. But there tends to be
considerable internal variation. Income maintenance is comparatively gen-
erous, but it is strongly tied to labour market status and even occupational
category. Income protection systems are not ungenerous, but they tend to
be fragmented. Defamilization is more limited than in Scandinavia, with a
continuing but weakening division between breadwinner and caretaker
roles. Some countries can be said to be pluralist in nature in that a clear
breadwinner bias in taxation and social security is accompanied by exten-
sive spending on family policies and childcare provisions (this is particu-
larly true for France and Belgium, see Table 1.1).

The main institutional features are regulated labour markets (especially
for full-time core workers), although there are less regulated labour market
segments mainly occupied by young people, part-time workers, migrants,
and so on. Collective wage bargaining takes place in a multi-tiered system
where the industry level tends to be the most important one. This results in
a fairly high degree of wage compression and a comparatively low inci-
dence of low-paid work — although this does exist, mainly in less regulated,
that is, peripheral, labour market segments. Social security rights are earn-
ings/contributions related and hence, benefits are generous for those who
occupy a strong labour market position. There is universally accessible but
generally meagre social assistance, which acts as a safety net of final resort.
Social security systems generally contain important derived rights for non-
employed spouses, and taxation systems in some countries award a bread-
winner premium (Dingeldey, 2001). At the same time, a number of the
Continental countries devote considerable resources to family care provi-
sions and active labour market measures.

What can we expect here in terms of the incidence and structure of in-
work poverty? A classic argument by Esping-Andersen (1996) is that, in
response to the economic crisis of the early 1970s, the post-industrial tran-
sition and the secular rise in female labour participation, the Continental
European countries have, by and large, mistakenly opted first and foremost
to preserve the privileged position of the male breadwinner in the labour
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market/social security nexus — that is, the breadwinner model. This was
achieved in major part through a massive expansion of early retirement in
order to absorb the excess labour supply created by the economic crisis and
the post-industrial transition. The aim was to avoid mass breadwinner
unemployment and hence to safeguard the breadwinner model — that is,
high (minimum) wages, strong employment protection and labour market
regulation (for example, limits on temporary and part-time employment)
and extensive social security rights, primary as well as derived.

This route, Esping-Andersen argues, has been to the detriment of the
employment and hence of the (relative) living standard of less-skilled
women and the households in which they live. This group — unlike their
more skilled counterparts — has been most negatively affected by the preser-
vation of high minimum wages, job protection rules and so on. Moreover,
the high cost of mass early retirement has led to the cost of labour having
become excessively high, hampering job creation in services.

Hence, we can predict significant in-work poverty levels, especially
among households that have to make ends meet on one wage in an era in
which the average living standard — and hence the relative poverty thresh-
old — is set by the double-earner household. The latter disproportionately
consist of couples where the partners have a relatively high level of educa-
tional attainment and hence of earnings. Add to this the reverse effect of
educational homogamy as far as the less-skilled are concerned — that is, the
accumulated disadvantage of having a higher risk of non-employment as
well as a low-earning partner. Because of the insider—outsider characteris-
tics of Continental European countries, we can also expect significant in-
work poverty among young people and other non-core workers.

Familialist/Southern Continental Cluster

The Southern cluster is often seen as a variant of the continental regime,
although various authors have rather convincingly argued that this is
not the case (Bonoli, 1997; Ferrera, 1996; Flaquer, 2000; Leibfried, 1992;
Trifiletti, 1999). First, whereas many of the Northern Continental coun-
tries exhibit at least mildly egalitarian/decommodifying tendencies, the
Southern countries are characterized by the almost complete absence of
such aspirations. On the contrary, many institutional features seem to have
been put into place in order to maintain certain inequalities — such as those
that prevail between core, permanent (male) employees and others, such as
temporary or part-time workers. Most importantly, whereas all the other
‘conservative’ European welfare states are committed to providing at least
some form of universally accessible minimum protection, this is not the
case in the Southern countries.
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Second, as is said to be the case for the conservative countries in the
North, women are treated principally as mothers and caretakers, but the
ambiguity/pluralism that we find nowadays in the Northern countries
(breadwinner bias in social security/taxation coexisting with publicly
financed care provisions, career interruption schemes, and so on) does not
seem to exist in the Southern countries. Whereas, in the Northern countries,
it is recognized that the state has at least some substantial role to play in the
conflict women face in combining care and work, this seems not to be the
case in the Southern European countries. Family and intergenerational sol-
idarity continue to play a far stronger role, not only in accommodating
work—care conflicts but also in providing protection against social risks.
The sustained role of family solidarity — which appears to be at a markedly
different level than elsewhere on the Continent — is implicitly evident from
the underdevelopment of state provisions, and more explicitly so from the
family solidarity obligations laid down in civil law (Millar and Warman,
1996).

Much of this is clearly evident from the indicators presented here
(Table 1.1). Parts of the labour market are strongly regulated (this can
clearly be seen from indicators on dismissal protection in particular), but at
the same time, there is a lack of minimum protection provisions that benefit
all workers. Income protection is equally fragmented, catering well for par-
ticular segments, while not providing at all for others. State-funded child-
care facilities are underdeveloped, and spending on active labour market
policies is comparatively low.

We expect a comparatively high incidence of in-work poverty, especially
related to single earnership, owing to the evident difficulties women face in
(first) gaining access to the male-biased labour market, and (second) com-
bining work and care. On the other hand, family solidarity mechanisms
may provide more of a buffer than they would elsewhere. Also, because
benefits are not means tested and are often strictly categorical (that is, inde-
pendent of the labour market status of other family members), families are
sometimes able to achieve what Trifiletti (1999: 52) calls a ‘synthesis of
breadcrumbs’. In other words, we can expect quite significant poverty in
work, but perhaps not as significant as the levels of female and youth non-
employment might lead us to imagine.

DIFFERENCES IN LABOUR MARKETS AND
HOUSEHOLD STRUCTURES

In the above section, we hypothesized differences between welfare regimes
in the incidence and structure of in-work-poverty. These considerations
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were based on expectations about the influence of wage-setting mecha-
nisms and decommodification on the distribution of income, the extent of
low-wage work and employment chances — in particular, the employment
chances of low-skilled workers. Furthermore, we expected the degree of
defamilization to have an influence on the styles of family living and pat-
terns of female employment. In this section we show that there are, in fact,
respective differences in the structures of the working population and the
households they live in. In addition, we will present information on some
of the usual suspects in poverty research: economic development and
unemployment.

Table 1.3 shows that these considerations about the influence of institu-
tional factors translate quite well into observed differences between coun-
tries. We find strong variation by welfare regime type in terms of average
household sizes and patterns of female employment. Households tend to
be small in Social Democratic and large in Southern European countries
(see also Tacovou, 2004).2 Ireland fits better into the Southern cluster. It is
worth noting, however, that large household sizes in Ireland are partly due
to a larger number of children, while household sizes in Southern Europe
are mainly driven by a larger number of adults. The argument about the
pooling of incomes will therefore apply more to the Southern countries,
while household size in Ireland is more an issue of greater needs.

Differences in female employment have been the subject of many com-
parative studies (see, for example, Bettio et al., 2000). Our results are mostly
in line with previous research. Female employment rates differ significantly
between Nordic and Southern countries. As expected, dual earnership is
more widespread in the Nordic countries than elsewhere: 76 per cent of all
working-age persons in couple households have working partners. In the
South, the share of dual earners is less than 48 per cent; the Anglo-Saxon
cluster and Continental Europe lie in between. Remarkably, dual earner-
ship is no more widespread in the Anglo-Saxon cluster than on the
Continent. However, this result becomes less clear-cut when we take into
account the variations within the Conservative cluster. Furthermore,
Ireland clearly differs from the UK and is often discussed as a hybrid case
which shares characteristics of the Southern cluster (see, for example,
Berthoud and Iacovou, 2004). However, the South stands out significantly
in terms of the enduring dominance of single earnership.

In short, the cluster hypotheses are only partially confirmed, in the sense
that female employment and dual earnership are clearly most widespread
in the North and least prominent in the South. With respect to the Anglo-
Saxon cluster, we hypothesized that while the more deregulated nature of
the Anglo-Saxon labour market may entail more job opportunities for less-
skilled women there, the relative absence of state involvement in childcare



66 9°¢1 9°¢1 S0L 1'9C Ve s ore1e LT9 LI G9¢ 6C g
¥'9 [°0¢ ¥°0C 06L ¥'81 (¢ [ 799 8¢ 669 9Ll 6°¢9 9¢ SPURBLISYION
0L €0l - I'8L €0¢ 91 I'c €99 1§ A4 0¥C 8°0¢ 8'C Smoquioxny
L8 I'e Gl £0L £9¢ e '8 6CC9C a9 6'¢l (4% 0¢ dUBI]
1ol 791 6l S'19 9t €T V'L [44:3%4 1'L9 I'vl L'8S 87T Auewrron
Ll Ayl eel 8'CL N4 I'c 99 €89¢C L'89 6°L1 L0S I'e wnigjeg
Pl 6Cl L6 €19 1'0¢ 98 9°¢ €8 8T L'8S 91 8°6S I'e LSy
9Tl 'ie g6l 969 ¥'9C 0y Sy 9L08C 98¢ L1 0°09 [ (0]
SIl 9°0C ¥'0C SSL €'eC 1l 0°¢ 1509¢ 'L I'el 099 8'C N
8¢l 91T ¢8Il 8°¢9 §6¢ 89 (184 1010€ 9% 0°CT 0vS 8¢ pue[I]
86 L6 S0l 9°69 8°9¢C 9¢ 9 ey LT L'SL 9°¢ oL 9C (0]
S0l 06 - SCL 44 I'c 6v 98¢ LT TLL S SEL v uspamg
9! S8 901 099 6'8¢ 0°¢S I'e 0109¢ L69 9Y ¥'S9 L'e pueurg
¥9 911 01 £0L 09T 9°¢ Y L06 8T €08 6’8 VIL 8'C Jrewrtsd
% % % % % % % $ % Hda % ogeroAy
P - = =
g W m 101998 Aq JuswAordwyg 2 2y ¢ 2 N ] =3 &
§=> @ aq S S 2 = =4 =i @ o
S = 5] < So a3 ? a =i =
= = 8 & 3 = B o @
g =3 g - 2 g &
(S s =4
Judwiordurd
PIBPURIS-UON] aryoid orwouooyg 1uswko[dwo pue sployasnoy Anuno)

SUOLJIPUOD JTULOUOI20LODUL pUD NENS\QVNQSM §2118142]ODADYD ployasnorr  £°[ 2|0,

32



(96 °¢ D) 1007 SAT ADHO “(T1-L ‘¥ ‘1) [Pausem] 1007 dHOH - (utnjoos 4q) ao4nog

‘uosiod pakojdurd ouo 18] 18 Y)IM SPIOYISNOY 4  2ION

LLO
9°9¢
1°0¢
§ee
Y4
I'LE

90
I'é
[
L9
11
[

0v°0
911
€81
SI1
[
9°LT

PE0
019
L19
es
0°59
I't9

80°0
£'6¢
v'6c
¥9¢
0'6c
9'cc

LSO
L6
68
¥oI1

Vel

I€°0
98
€01
0t
I'e
801

I€°0
786 0C
9LS 1T
L1981

61€9¢C
9Ty L1

€50
9Ly
0S¢
€LY
L'vy
cev

Lo
LT
1o
Sl
9°LT
8'6¢

$9°0
891
8'er
019
'y
cly

L9°0 (QuI3ay) A
9¢ g
L€ uredg
8¢ resnjioq
e et

s 900910)

33



34 Comparative issues

may prevent many women from taking advantage of those opportunities.
For the Continental European cluster, we formulated a more or less inverse
hypothesis. We find support for this in the case of the UK and some of the
countries in the Continental cluster. Hence, the total difference between the
two is not as pronounced as we would have expected.

There is also notable variation in the level of total employment. Compare,
for instance, the levels of female employment in Austria and Belgium (59.8
and 50.7 per cent, respectively) or the UK and France (66.0 and 55.2 per cent,
respectively). Despite these differences, the employment gap between men
and women is similar in each of the two examples (Austria and Belgium: 16.4
and 17.9 per cent, UK and France: 13.1 and 13.9 per cent). Hence, the vari-
ation in the female employment rate is not a result of larger gaps between
male and female employment. Rather, they simply mirror differences in the
level of employment at large. When we look at who is at risk of in-work
poverty, we have to take into account that there are differences in the size and
composition of the working population.

In this context, it is intriguing to look at the level of low-wage work.
Denmark combines the highest level of employment with the second-
lowest level of low-wage work (there are no figures on low-wage work in
Sweden). In the UK, which also has a rather high level of employment,
more than one-fifth of all workers are at risk of low wages. A high level of
decommodification and centralized bargaining lowers the risk of low-wage
work in Denmark, while workers in the UK are subject to market forces.
However, apart from this clear contrast between the UK and Denmark, no
overall pattern emerges from the figures. There is noticeable variation
within the Conservative cluster and the Southern cluster. Neither a clear
influence of employment levels nor of minimum wage levels or bargaining
mechanisms can be detected from these figures.

There is a more obvious relationship between low-wage work and part-
time work. The share of part-time work parallels the share of low-wage
work in a number of countries. The UK and Ireland and some of the
Conservative countries (Germany, the Netherlands) rank highest in both
characteristics. These countries exhibit a low degree of defamilization,
which results in a high risk of women being in a marginalized labour-
market position as part-time, low-wage workers. However, high low-wage
rates in some countries of the Southern cluster indicate that other factors
also influence the distribution of wages.

The self-employment rate shows large variation by welfare regime. The
high incidence of self-employment in Southern European countries has
been discussed as an expression of familialism (Flaquer, 2000). Particularly
in Greece — and to a lesser extent in the other Southern European coun-
tries — a relevant share of all workers are employed by their families, which
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implies that market employment has not fully replaced the family as an eco-
nomic basis. This is most evident in agriculture, but the situation also
applies to other typically self-employed sectors such as hotels, restaurants
and retail trade. Table 1.3 indicates higher levels of agricultural employ-
ment in all the Southern European countries, but also in Ireland and
Austria. At the same time, these are the countries with the highest self-
employment rates. We cannot, however, consider the relationship between
self-employment and employment in specific service industries on the basis
of a threefold industry classification. The differences in the incidence of
self-employment are expected to be crucial to explaining the differences in
in-work poverty: most poverty studies show that the self-employed, on
average, are at higher risk of being poor.

INCIDENCE AND STRUCTURE OF IN-WORK
POVERTY

Having observed differences in the incidence of low-wage work and self-
employment, in female employment and in patterns of family living, we will
now look at the respective variations in in-work poverty by welfare regime.
The working poor are defined as working persons living in poor house-
holds. The definition of working is based on International Labour
Organization (ILO) standards (working at least one hour per week). A
person is considered to be poor when his or her equivalized (using the
modified OECD-scale) net household income is below 60 per cent of the
median. Table 1.4 contains working poor rates as well as rates by gender,
age and education. As a reference point, we have also reported total poverty
rates. Contrary to our expectations, the type of welfare regime explains
variation in in-work poverty to a lesser degree than variations in poverty at
large. However, as we expected, in-work poverty in the countries of the
Social-Democratic cluster tends to be low, while the Southern cluster is
characterized by high poverty rates. At the same time, variation within the
Conservative regimes is large. In-work poverty rates in the Liberal countries
are surprisingly low.3

Despite the fact that the latter results do not support all our hypotheses
on between-cluster variation, the working poor rates very clearly support
the thesis which was the starting point for this chapter — namely, that the
‘working poor’ are far from an Anglo-Saxon phenomenon alone. In fact,
the Anglo-Saxon cluster has a working poor rate that is only slightly higher
than the Nordic cluster and lower than the Continental European or the
Southern European cluster! This also appears to be very much consistent
with our idea that ‘poverty in work’ is not simply a problem which reflects
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the size of the low-wage labour market, as is so often suggested or assumed.
Rather, it is a problem that is associated with a multiplicity of institutional
factors that influence household’s capacity for optimal combined income
packaging in an era in which multiple household incomes are often
required to attain a decent standard of living. We hypothesized that these
institutional factors are most favourably aligned in the Nordic countries
and least favourably in the South. We assumed the institutional constella-
tions in the Anglo-Saxon and Continental European countries to have
mixed and sometimes contradictory effects. This, too, is borne out by our
findings.

We can also look at the relevance of in-work poverty from a different
angle, namely, are the poor likely to work or not? It is quite remarkable —
and this is totally contrary to the perception of poverty in work being a
typically Anglo-Saxon problem — that the ‘working poor’ make up a smaller
share of the poor among the working-age population in the Anglo-Saxon
cluster than in the rest of Europe, including the Nordic cluster (Table 1.5).
In fact, close to half of the working-age poor in the Continental European
cluster have a job themselves, and nearly three-quarters live in a household
with at least one earner. Part of these differences can be explained by the
variations in the poverty rates of the non-working population, which are
also reflected in the poverty rates at large in Table 1.4. Given the low stan-
dard of social protection in the Anglo-Saxon countries, there is a much
higher share of non-working poor.

In addition to variation at large, there is also variation in the specific
poverty risks by gender, age and education. In some countries (Southern
Europe, Ireland, but also France) men are at a higher risk of being poor
than women; we find the opposite result in most other countries. This could
be interpreted as a result of the role of female employment. The chance of
being protected as second earners within the family context is likely to be
higher in familialist countries. There are also clear differences in poverty
risks by age which support this interpretation. In Social Democratic coun-
tries, mostly young people are at risk of being poor, while in the Southern
European countries we find a negative age gradient. Early self-reliance puts
Northern youngsters at risk of being poor, while their Southern counter-
parts are likely to be protected within the family context. Self-reliance is not
an option since they have limited access to the labour market and a lack of
claims in their own right owing to the fragmented social security system. At
the same time, this increases the burden of the parents’ generation, which
results in an increased poverty risk among older age groups. Yet another
pattern can be observed in the UK, which fits the Liberal ideal type best.
Differences in in-work poverty by age are not pronounced. Prime age
workers are also at a high poverty risk. One could argue that this is the
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Table 1.5 Share of working persons among the poor (%)

Country Working Living in working Difference
households*
Denmark 48.6 62.2 13.6
Finland 36.6 62.3 25.7
Sweden - - -
g 42.6 62.3 19.7
Ireland 30.4 56.0 25.6
UK 42.6 58.7 16.1
%] 36.5 57.4 20.9
Austria 47.1 70.4 23.3
Belgium 38.0 61.3 23.3
Germany 37.1 71.9 34.8
France 65.6 79.8 14.2
Luxembourg 48.2 68.7 20.5
Netherlands 60.3 86.5 26.2
(0] 49.4 73.1 23.7
Greece 322 74.6 42.4
Italy 42.4 76.9 34.5
Portugal 33.2 67.2 34.0
Spain 51.6 83.3 31.7
J 39.9 75.5 35.7
R2 (Regime) 0.25 0.54 0.56

Note: * Household with at least one worker.

Source:  ECHP 2001 (weighted), basis: poor persons of working age.

result of a lack of protection for older workers. In contrast to the
differences observed concerning the influence of age, there is a clear effect
of higher education as a protection against poverty in all countries.

We have extensively discussed the differences in employment patterns and
how these differences are likely to influence the likelihood of in-work
poverty. Poverty rates for single-earner couples are significant everywhere in
Europe, but are particularly high for the Continental and Southern clusters
—which is consistent with our hypothesis (Table 1.6). Poverty at working age
is clustered to a large extent among such single-earner couples — especially,
again, in the Continental and Southern clusters. Despite the fact that single
earnership is no less prevalent in the Anglo-Saxon cluster than it is on the
Continent, poverty in work is somewhat less concentrated among single-
earner couples there.
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Poverty rates for double-earner households (where double earnership is
defined in a very broad sense; minimal employment by both partners
qualifies as double earnership) are generally very low, confirming the view
that double earnership, however minimal, offers in most cases very good
protection against poverty. This is also the case in the Anglo-Saxon cluster,
where low-paid and precarious work is more prevalent. To the extent that
poverty prevails among double earners, it is mostly a problem when there
are dependent children. However, because double-earner households make
up such a significant share of the working-age population nowadays,
poverty at working age is nevertheless concentrated to a significant extent
among such households. The degree of cross-country variation in this
respect is remarkably limited.

In Table 1.7, we look at poverty risks by employment patterns in a com-
pressed form. We have differentiated between three different types of
households that workers live in. We call the first ‘fully-employed house-
holds’ — that is, households in which all working-age members are working
full-time. These could be single households but may also be dual-earner
households or other households containing more than one adult. The
second type consists of ‘partially-employed households’ — that is, house-
holds in which all the working-age members are employed, but not neces-
sarily full-time. These households could be singles working part-time, but
also dual-earner households where one partner works part-time. ‘Non-
fully-employed households’ make up the third type. These are households
in which not all the working-age members are working. From this perspec-
tive, we can clearly differentiate between what we might call underemploy-
ment* and insufficient earnings despite full employment as causes for
in-work poverty. Although the typology covers up differences in detail, we
can expect to find patterns which relate to the differences in the institutional
framework which we have discussed so far.

When we compare the poverty risk by household type and the distribu-
tion of households, it becomes clear that a larger variation between coun-
tries can be observed in the latter. With few exceptions, all countries exhibit
the same, non-surprising pattern of poverty rates, with fully employed
households facing the lowest poverty risk and non-fully employed the
highest. However, clear patterns related to welfare regime type emerge in
the distribution of households. The large majority of the working poor in
the Southern European countries and Ireland live in non-fully employed
households (with the exception of Portugal). We could also count some
Conservative countries with low employment rates (France, Belgium)
among this group. In contrast, this share is fairly low in Denmark and the
UK. These differences are mirrored by a respectively high or low share of
working poor in fully employed households. Some of the results give us
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Table 1.7  Poverty rates and distribution of working poor by household

employmenl pattern
Country Poverty rates (%) Distribution (share in %)
Full-time Full-time/ Notall Full-time Full-time/ Not all
part-time members part-time members
employed employed

Denmark 32 8.5 8.5 42.8 30.3 27.0
Finland 3.0 11.8 15.1 27.5 18.1 54.4
Sweden - - - - - -

1% 3.1 10.2 11.8 35.2 24.2 40.7
Ireland 2.5 5.1 10.3 9.0 18.7 72.3
UK 4.0 7.7 12.2 31.1 37.4 31.5
1% 3.3 6.4 11.3 20.1 28.1 51.9
Austria 3.6 39 5.7 39.0 19.2 41.8
Belgium 2.2 34 12.2 19.0 11.7 69.4
France 3.6 5.8 15.8 21.9 7.5 70.5
Germany 4.8 4.3 11.5 35.0 13.8 51.3
Luxembourg 4.4 11.1 14.8 24.1 21.1 54.8
Netherlands 6.0 11.3 17.5 21.8 47.9 30.3
(%] 4.1 6.6 12.9 26.8 20.2 53.0
Greece 6.1 10.8 13.7 20.6 8.5 70.9
Ttaly 34 2.0 14.9 12.5 2.3 85.2
Portugal 7.0 9.6 10.8 37.7 9.5 52.8
Spain 1.9 6.5 11.5 7.4 7.5 85.1
1% 4.6 7.2 12.7 19.6 7.0 73.5
R2 (Regime) 0.14 0.15 0.04 0.24 0.38 0.36

Source:  ECHP 2001 (weighted).

reason to speculate about other, country-specific causes of in-work
poverty. The high share of workers in fully employed households in
Germany could be due to the lower level of wages in Eastern Germany.
The same high share in Austria could be caused by the comparably large
agricultural sector. As we have already mentioned, this is not the place to
venture into such detailed explanations. We have shown, however, that the
broad perspective of welfare regimes also offers helpful insights into the
differences in the incidence — in particularly in the structure — of in-work
poverty.
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CONCLUSION

The purpose of this chapter has been to highlight the idea that ‘poverty in
work’ comes in many different guises across advanced welfare states. A core
claim is that ‘poverty in work’ is not simply a problem that reflects the size
of the low-wage labour market, as is so often suggested or assumed. Rather,
it is a problem that is associated with a multiplicity of institutional factors
which influence a household’s capacity for optimal combined income pack-
aging in an era in which multiple household incomes are often required to
attain a decent standard of living.

In a first step, we discussed why we expected to find differences in the
extent and structure of in-work poverty. We argued that welfare state char-
acteristics and labour market institutions not only have an impact on the
level of wages and transfers, but also on the employment chances of indi-
viduals. The first factor determines the level of household income and thus
the risk of being poor. The latter variable is crucial since it determines
which persons are at risk for in-work poverty. Furthermore, we argued that
the degree of defamilization has an impact on the composition of and
employment patterns within households, which define the relationship
between needs and resources. In a second step, we developed hypotheses
regarding variations in in-work poverty by welfare regimes. The perspective
of welfare regimes stresses the fact that welfare states are more or less
coherent clusters of institutional arrangements which embody distinct
values.

On the basis of (mainly) quantitative indicators, we provided evidence
that the assumption of country clusters is also appropriate for catego-
rizing institutional settings which we regard as relevant for the working
poor. We hypothesized that institutional factors which determine a house-
hold’s capacity for optimal household income packaging are most
favourably aligned in the Nordic countries and least favourably so in the
South. We expected the institutional constellations in the Anglo-Saxon
and Continental European countries to have mixed and sometimes inter-
nally contradictory effects.

Despite the fact that our results do not support all our hypotheses on
between-cluster variation, the working poor rates stress that the ‘working
poor’ are far from an Anglo-Saxon phenomenon alone. In fact, we find that
the Anglo-Saxon cluster has a working poor rate which is only slightly
higher than that of the Nordic cluster and lower than that in the Continental
European or the Southern European cluster. However, there are marked
cross-cluster and cross-country differences in the composition of the
working-age population. While a number of these are consistent with the
hypotheses we have formulated, many remain to be better understood.
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NOTES

1. Basically, the ECHP is an input-harmonized data source. However, the data from
Sweden in particular differs in its basic setup as well as in the number and shape of its
variables. Therefore, in some analyses, Sweden is omitted.

2. The differences in average household size reflect the high share of single adult house-
holds in the North, especially in Sweden (where this is in part a statistical artefact, since
single youngsters above a certain age are assumed to represent independent households).
Still, the gap between the South and the rest of Europe is striking: single adult house-
holds are a significantly smaller group in the South.

3. Various explanations could account for this result. Despite a low degree of defamiliza-
tion, female employment rates in the UK are high, which increases the chances of multi-
earnership. Specific benefit systems or tax credits for the working poor only exist at a
relevant scale in the UK and Ireland (see Table 1.2). Ireland has experienced a phase of
exceptional economic growth throughout the past ten years. However, it is beyond the
scope of this chapter to regard such influences at the national level in detail. This section
is meant to provide a provisional test of the hypothesis that variation in in-work poverty
is related to variation between welfare regimes.

4. This term could imply that all persons of working age are expected to work. This is not,
in fact, the case and it is not the conclusion which should be drawn from this table.
However, it is intended to show that employment patterns differ strongly by welfare
regime. On the one hand, this has to do with labour market conditions; on the other, with
differences in the social expectations towards employment. For a discussion of groups
who are not expected to work, see, for example, Spicker (1993: 111ff).
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2. The working poor in European
welfare states: empirical evidence
from a multilevel perspective

Henning Lohmann

INTRODUCTION

Recent comparative research at the European Union (EU) level shows that
there is a great deal of variation in the extent of in-work poverty (Bardone
and Guio, 2005). However, there is not much evidence to explain this vari-
ation. The few existing comparative studies are largely descriptive without
going into the causes of the observed differences at the institutional level
(see Marx and Verbist, 1998; O’Connor and Smeeding, 1995; Strengmann-
Kuhn, 2003). In contrast to the research on the working poor, there is a
large body of literature concerning country-specific differences in poverty
in general. Many of these studies show that country-specific variations in
poverty can be explained by differences in welfare state characteristics (see,
for example, Brady, 2004; Gallie et al., 2000; Kenworthy, 1999; Moller,
et al., 2003). In addition, studies on the incidence of low-wage work and
the distribution of earnings stress the influence of labour market institu-
tions (see, for example, Blau and Kahn, 1996; Lucifora et al., 2005; Rueda
and Pontusson, 2000). However, it is important to recognize that each
strand of research addresses a different concept: some studies focus on
household incomes while others look at individual earnings. When the
working poor are defined as workers who live in poor households, these two
concepts are combined. Hence, variations in the incidence of in-work
poverty cannot be explained from one perspective alone. Therefore, in this
chapter, I hypothesize that welfare state measures and labour market insti-
tutions — in particular those affecting the mechanisms of wage-setting —
both have an influence on in-work poverty. By using this approach, the
chapter addresses the limitations of past research, namely, the disregard of
institutional influences on the incidence and structure of in-work poverty.

In the following section, we discuss the respective influences in more
detail and test them empirically in a comparison of 14 European countries.
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Although this chapter is primarily interested in relationships at the macro
level, it also considers the determinants of in-work poverty at the micro
level. This multilevel perspective takes into account the way in which char-
acteristics of the institutional framework alter individual poverty risks.
Furthermore, we can control for country-specific differences in the compo-
sition of workers and their households in an encompassing manner which
is often not possible when we only consider relationships at the macro level.

The chapter is organized as follows: the next section discusses the
influence of the institutional framework on the incidence of in-work
poverty. The third section examines poverty risk factors at the individual
level. A description of data and methods used is given in the fourth section.
All empirical analyses are based on data from the European Community
Household Panel and macro data from sources such as the Organisation for
Economic Co-operation and Development (OECD) and Eurostat. The
fifth section presents the results of the empirical analyses. After a brief
descriptive overview, the section will focus primarily on the causes for
differences in the incidence of in-work poverty. The chapter ends with a
concluding discussion.

WELFARE STATES, LABOUR MARKET
INSTITUTIONS AND THE WORKING POOR

Welfare states differ according to their degree of decommodification and
defamilization (Esping-Andersen, 1999). While decommodification desc-
ribes the extent to which the well-being of a person is dependent on
the market (Esping-Andersen, 1990), defamilization is concerned with the
individual’s dependence on the family (Lister, 1994; McLaughlin and
Glendinning, 1994). In the first part of this section, I discuss how we can
expect the degree of decommodification and defamilization to influence the
extent of in-work poverty. In a further step, I discuss the influence of labour
market institutions.

In technical terms, decommodification is defined as the level and avail-
ability of transfers to those outside the labour market (Esping-Andersen,
1990; Scruggs and Allan, 2006). As far as poverty in general is concerned,
it is obvious that the degree of decommodification is related to the inci-
dence of poverty, since the poverty risk of the jobless depends strongly
on the availability and level of transfers (Atkinson et al., 1995; Forster and
Pellizari, 2000; Kenworthy, 1999; Moller et al., 2003; Sainsbury and
Morissens, 2002). With respect to the working poor, this relationship is less
obvious. However, we can distinguish two relevant mechanisms. From the
perspective of economic work incentives, we can argue that the level of
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transfers influences the level of wages that workers are willing to accept and
thus the level of earnings. Apart from this indirect influence, there is also a
direct influence on the level of household incomes. Transfers paid to unem-
ployed household members increase the household income and thus
decrease the risk of being poor for jobless and working individuals alike.
Since both influences point in the same direction, we can expect the degree
of decommodification to negatively influence the level of in-work poverty.!

As defined above, defamilization has to do with independence from one’s
family. This concept concerns women’s independence from care obligations
and a male main earner (Lister, 1994; Orloff, 1993), the independence of
unemployed or low-paid adult children from their parents, and the inde-
pendence of the elderly from their children (McLaughlin and Glendinning,
1994; Vogel, 1997). In terms of policies, defamilization is achieved via dual-
earner policies such as care for children and the elderly (see Gornick et al.,
1997; Korpi, 2000) as well as through policies which aim at the economic
independence of young unemployed persons (see Paugam and Russell,
2000). These policies are relevant for an analysis of in-work poverty in a
twofold manner. First, care obligations restrict female employment — or,
more generally, restrict the possibility of having more than one earner per
household — which is related to a higher risk of being poor (Biichel et al.,
2003; Maitre et al., 2003). Secondly, the situation of unemployed adults
living together with other family members —in other words, a higher degree
of intergenerational dependency — has an influence on the relationship of
needs to earned incomes in these households. Larger households have
larger needs and thus are more likely to be poor. Intergenerational depen-
dency could, however, be interpreted in a positive way as well. Family soli-
darity protects jobless as well as low-paid family members from being poor.
Thus, we can hypothesize two influences which point in opposite directions.

While dual-earner policies aim at the combination of work and family,
many welfare states offer general support in the form of cash benefits or tax
deductions in order to compensate for the higher needs and employment
restrictions of families (see Korpi, 2000). These measures are expected to
increase the income of family households and thereby to lower poverty.
Strengmann-Kuhn (2003), for instance, demonstrates the poverty-reducing
effect of child benefits in working households. There are, however, also
potential disincentives to female employment that are likely to lower the level
of earned incomes as they are observed in systems which tax couples jointly
(Dingeldey, 2001). This adds to the ambiguous influence of defamilization
on the incidence of in-work poverty.

Hitherto, the influence of institutions on in-work poverty has mainly
been discussed with a focus on household income. Potential influences of
labour market institutions, in contrast, refer to individual earnings. Recent
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research suggests that labour market institutions play a key role in explain-
ing the extent of low-wage work as well as the distribution of wages (Blau
and Kahn, 1996; Lucifora et al., 2005; Teulings and Hartog, 1997). In par-
ticular, institutional features like centralized and/or co-ordinated wage-
setting and the strength of labour unions are likely to affect the incidence
of low wages.

One measure of the strength of labour unions is union density. One
would expect stronger unions to be better able to raise wage levels and
therefore to reduce the share of low wages and the extent of poverty. This
hypothesis is supported by results which show that union density is associ-
ated with reduced income inequality and that the upswing in income
inequality in recent decades can partially be attributed to ongoing de-
unionization (see Alderson and Nielsen, 2002; Freeman, 1993). However,
recent research by Moller et al. (2003) suggests that union density has no
significant influence on pre-tax/pre-transfer poverty (which is mainly deter-
mined by the distribution of earned incomes), although it does have an
effect on poverty reduction via taxes and transfers.

It has been argued that union density is a weak indicator for the strength
of unions, since bargaining coverage is often determined by other factors
such as bargaining centralization or co-ordination. Previous results show
that although de-unionization has taken place in many advanced econ-
omies, the negative effect on bargaining power is most visible in coun-
tries with decentralized bargaining systems such as the USA or the UK
(Freeman, 1993; Lucifora, 2000; DiNardo et al., 1996). Furthermore, the
distribution of wages is not only a function of union power, but also of the
power balance between unions and employers’ organizations mediated by
governments. Therefore, the strength of corporatist arrangements is
regarded as more powerful in explaining the influence of wage bargaining
on wage inequality. The results of the study by Moller et al. (2003) show
that wage co-ordination — which is used as indicator of corporatism — has
a clear influence on the extent of pre-tax/pre-transfer poverty as well as on
the degree of poverty reduction.? Thus, we can hypothesize that a higher
level of bargaining centralization lowers the numbers of the working poor.

In addition to the bargaining system, minimum wages have been dis-
cussed as an institutional feature that aims at the reduction of poverty. In
a certain sense, this discussion parallels the discussion on the relationship
between low wages and poverty. It has been argued that only a certain share
of low-wage earners who benefit from (rising) minimum wages live in poor
households — implying that minimum wages have only a limited impact on
poverty (see for the USA, Burkhauser and Finegan, 1988).> We can find
similar results in recent studies which accompanied the introduction of
national minimum wages in the UK and Ireland (see Manning and
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Dickens, 2002; Nolan, 2000; Sutherland, 2001). However, if (higher) mini-
mum wages have an influence on the working poor, it is assumed to be a
positive one.

INDIVIDUAL AND HOUSEHOLD-RELATED
POVERTY RISKS

Country-specific differences are not only explained by differences in the
institutional framework. As previous research on poverty has shown,
differences in aggregate poverty rates can, at least partly, be explained by
differences in the composition of the population (see, for example, Frick
et al., 2000; Jantti and Danziger, 1994). The higher the share of people
belonging to groups with a high poverty risk, the higher the total poverty
rate. Thus, controlling for such differences provides insights not only into
the individual causes of poverty, but also into how countries would differ
given the same composition of the population.

Poverty research has established a number of individual and household-
related factors which influence the risk of being poor. In broad terms, these
can be classified as factors related to ‘needs’ and to ‘resources’. Needs are
imposed by a given household structure, as already discussed in the section
above. In general terms, larger households have larger needs and these needs
differ according to the age of the household members. Furthermore, the risk
of being poor is influenced by the resources a person has at his or her
command. Those resources which allow for successful participation in the
labour market — such as education, labour market experience and occupation
—are crucial. In addition to ‘needs’ and ‘resources’, there are ‘restrictions’ on
labour market participation, such as care obligations for children or elderly
people in a given household. These constraints are strongest for single-parent
families, which belong to the groups who are most affected by poverty.*

The countries which are analysed in this chapter differ with respect to the
size of their respective risk groups. However, the fact that the incidence of
poverty risk factors is not exogenous must be taken into account. As far as
the welfare state is concerned, two aspects are of specific relevance. First, it
has been argued that the composition of households is influenced by the
degree of decommodification and defamilization. Insufficient social secur-
ity or unemployment benefits result in a need for the unemployed to live
together with working family members and therefore have an influence on
the size and structure of households. Second, as we discussed above,
welfare state measures which aim at combining work and family have an
influence on women’s labour market decisions and thus on the average
number of workers per household.
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We can look at the assumed influence of labour market institutions in a
similar way. As I argued above, labour market institutions are assumed to
have an influence on the extent of low-wage work, which is one of the
causes of in-work poverty. We can observe this influence either indirectly —
at the aggregate level of labour market institutions — or at the individual
level, by analysing the poverty risk of low-wage workers (see Lucifora,
2000; Strengmann-Kuhn, 2003). In the following analysis, we consider such
influences both from the perspective of individual characteristics and from
that of institutional differences. One crucial question in this analysis is
whether the influences of the institutional framework remain significant
after controlling for the composition of households, labour market partic-
ipation and other characteristics at the individual level.

DATA AND METHODS

As discussed in the previous two sections, we can expect macro- as well as
micro-level influences to explain the variance in in-work poverty. The fol-
lowing analysis regards these influences jointly using a multilevel approach.
Referring back to the second section, I hypothesize that welfare state char-
acteristics (degree of decommodification and defamilization) and labour
market institutions — that is, macro-level influences — have an effect on the
incidence of in-work poverty. The third section introduced a number of
micro-level influences related to the needs, resources and restrictions of indi-
viduals and the households they live in. Furthermore, we can expect these
micro influences to interact with macro influences (cross-level interactions).
In other words, the strength of individual risk factors can be expected to
differ according to the setup of the institutional framework. Along with
micro-, macro- and cross-level influences, an additional aspect must be
taken into account when comparing the extent of in-work poverty at the
aggregate level. There are differences in the composition of the working
population (for example, female employment, working time, size and struc-
ture of the households people live in), which explain part of the differences
in aggregate poverty rates. We cannot regard these factors as exogenous;
rather, they are to a large extent the consequence of welfare state measures.
Hence, controlling for such micro-level differences already picks up part of
the institutional differences.

Micro Data

The empirical analyses are based on the last wave (2001) of the European
Community Household Panel (ECHP), which contains data on 15 EU
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countries (see Wirtz and Mejer, 2002). Sweden had to be excluded since its
data differ fundamentally. Hence, the empirical analyses are based on a
sample of 14 countries. The population in question is defined as workers
living in private households, over 16 and below 65 years of age. The
definition of working is based on International Labour Organization (ILO)
standards (working at least one hour per week). The working poor are
defined as workers who live in households with an equivalized (modified
OECD-scale) net household income below 60 per cent of the median.
Independent variables cover the needs, resources and restrictions of indi-
viduals which we discussed in the previous section as being decisive for the
risk of being poor. Different needs are represented by a set of variables
which record the number of persons living in each individual’s household
by age group (0-2, 3-5, 6-14 and 15+ years). To control for the specific risk
of single parents and women after separation, marital status (dummy vari-
able indicating separation or divorce) and gender are also included in the
models. Education and occupation influence the ability to generate income
through labour market participation. Education is included as a set of
dummy variables (International Standard Classification of Education
(ISCED) 0-2/3/5-7). Occupational variables differentiate between six
different occupational groups. Furthermore, three different groups of
workers are differentiated: low-wage workers, other workers and the self-
employed or unpaid family members. A low-wage worker is a person who
earns less than 67 per cent of the median hourly gross wage. The computa-
tion of the low-wage threshold is based only on dependent workers, since
earnings data on self-employed workers is considered to be less accurate.’
Thus, three dummy variables (low-wage worker, non-low-wage worker, self-
employment/unpaid family member) control for differences in employment
status and the level of remuneration. Furthermore, working time is
included to control for income differences between full-time and part-time
workers (< 29 hours). Since earned income from other household members
is expected to prevent poverty, some models control for the number of
employed household members. The respective variables record the number
of additional workers in a person’s household (apart form the person
him/herself), partly differentiated by working time.

Macro Data

Table 2.1 provides an overview of the definition and sources of the macro
indicators. Most indicators describe the situation in the year 2001. If no
such information was available, the indicators refer to the most recent date
before 2001. Since an Esping-Andersen-style decommodification index (see
Scruggs and Allan, 2006) does not exist for all the countries included in this
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Table 2.1 Indicators used in the analysis and sources of indicators

MICRO LEVEL

Age; age-squared; education; number of children in household by age group;
number of persons 17+ in household; marital status: divorced/separated;

working time; number of employed household members by working time; type of

employment: low-wage, self-employment, occupation (ECHP 2001)

MACRO LEVEL
Decommodification
Level of transfers Average net

unemployment
replacement rate as a
% of average
production worker
wage (APW) in 2001

Defamilization

General family support  Family cash benefits

(public expenditure
as a % of GDP) in
1998

Family services (public
expenditure as a % of
GDP) in 1998

Average number of
persons aged 17+
years per household
(by country) in 2001

Dual-earner support

Intergenerational
dependence

Labour market institutions
Bargaining
centralization
Union density

Level of wage
bargaining in 2000
Union members as a
% of all employees

in 2001

CROSS-LEVEL INTERACTIONS

Dual-earner support X  See above
Child (0-2 years) in
household
Intergeneration dep. X  See above
Age
Barg. centralization X See above

Low-skilled occup.

OECD 2002

OECD Social
Expenditure database
(SOCX)

OECD Social
Expenditure database
(SOCX)

ECHP

Golden-Lange—Wallerstein

2006
OECD LFS

See above

See above

See above
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Table 2.2 Means and standard deviations of macro indicators

Mean s.d. Min Max
Unemployment replacement rate 63.9 16.7 27.6 81.6
Family services (expenditure) 0.71 0.61 0.11 2.23
Family cash benefits (expenditure) 1.43 0.64 0.29 2.40
No. of household members 17+ years 1.48 0.33 0.97 1.89
Bargaining level 3 1 1 5
Union density 35.5 20.4 9.6 77.8

Source: See Table 2.1, own computations.

chapter, the indicator simply reflects the level of unemployment benefits (as
a percentage of the average wage of a production worker — APW). The
respective information is taken from published figures from the OECD
tax/benefit models (OECD, 2004).6

As we discussed in the previous section, the concept of defamilization
covers different dimensions. Dual-earner support and general family
support are measured by the level of public expenditure on family ser-
vices and family cash transfers (both as a percentage of gross domestic
product — GDP). The figures are taken from the OECD Social Expenditure
Database (SOCX). The indicator of intergenerational dependence is the
average number of persons older than 16 years of age living in a household
(by country, computed on the basis of the ECHP). A high value for this
indicator can be interpreted as a high level of intergenerational dependence
because it is most likely to be caused by a higher share of young adults or
elderly people living with their parents or children, respectively.

Information on the level of wage bargaining is taken from the Golden—
Lange—Wallerstein data-set, which contains a large collection of different
indicators dealing with corporatism and wage bargaining (see Golden et
al., 2006). The indicator used differentiates between five levels of central-
ization: (1) plant-level wage-setting, (2) industry-level wage-setting without
sanctions, (3) industry-level wage-setting with sanctions, (4) central wage-
setting without sanctions, and (5) central wage-setting with sanctions. The
missing countries have been coded according to information provided by
the European Industrial Relations Observatory (EIRO). The strength of
unions is measured according to trade union density (source: OECD
Labour Force Survey database).

Table 2.2 provides information on the means and the variation of these
macro indicators. I comment only briefly on these figures in order to give
an impression of the total variation. Detailed information on these or
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similar indicators can be found in a number of comparative studies on
welfare states and labour market institutions (see Lohmann and Marx in
this volume). Average replacement rates vary from under 30 per cent of the
APW (Italy, Greece) to about 80 per cent (Denmark, Luxembourg). There
is only one country which spends more than 2 per cent of its GDP on family
services (Denmark), but a few countries show a similar level of expenditure
on family cash benefits (Austria, Belgium, Finland, Germany and
Luxembourg). Expenditure on family services as well as on cash benefits is
low in the Southern European countries. We can also observe clear
differences in the average number of people of working age and above per
household. There is a clear North-South divide, with Denmark at the
bottom of the ranking and Spain (and as an exception, Ireland) at the top.
In Denmark, an average working person lives together with one household
member over 16 years of age, while the average is almost two additional
household members in Spain and Ireland. As mentioned above, the indica-
tor for bargaining level differentiates between five different levels. Union
density ranges from almost 80 per cent (Finland, Denmark) to 9.6 per cent
in France.

In addition, some of the models contain cross-level interaction effects. 1
hypothesize that higher spending on family services lowers the poverty risk
associated with having young children. Intergenerational dependency can
be seen as a factor which shifts the poverty risk from younger to older
workers (owing to young unemployed and low-wage workers living with
their parents). Centralized bargaining is expected to have an influence on
the earnings differential by skills. Hence, additional models contain these
respective interactions terms (see Table 2.1).

Multilevel Analysis

The ECHP provides data covering a period of eight years (1994-2001).
Since country differences — and not differences over time — are the main
focus of this chapter, I have used only the last wave of the panel (2001). One
could make the criticism that changes over time — for example, owing to the
economic cycle — are not recognized. Although there are differences in
the economic conditions, the period from 1994 to 2001 was characterized by
economic growth (however weak in some countries) and decreasing or stag-
nating unemployment rates in all countries (see OECD, 2006). Furthermore,
variation in the macro indicators discussed above is rather low. More than
90 per cent of the variance of each indicator is between-country variance.
The within-country variance of some indicators accounts for less than 3 per
cent (spending on family services, union density). This does not mean that
there are no signs of change in the institutional framework. As far as the
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averages across all countries are concerned, there is evidence of welfare state
retrenchment (decreasing replacement rates) and de-unionization. But a
model which took within-country and between-country variation into
account would be dominated by the latter. For the purpose of focusing on
within-country variation, a period of eight years seems too short. Therefore,
the analyses consider only the latest year available.”

From the perspective of multilevel analysis, we can describe the panel
wave used as two-level data with individuals nested into countries (see, for
example, Snijders and Bosker, 1999). Not taking into account the cluster-
ing of observations would result in biased estimates and incorrect standard
errors. There are two general approaches to dealing with this type of data.
The first is to use dummy variables (fixed effects) for all countries in order
to estimate country-specific intercepts. The second is to specify a country-
specific random intercept. Although the first approach is feasible since the
sample contains only 14 countries, it has the disadvantage that the country
dummies pick up all country-specific variance, so that no further country-
level variables can be added. However, it has the advantage that it clearly
shows the differences between single countries. Furthermore, by adding
individual-level variables, we are able to show how many of these differ-
ences can be explained by individual characteristics within each country.
Hence, in a first step, I have estimated models with country dummies and
different sets of individual-level variables. In a second step, I estimated
random-intercept models which contain country-level as well as individ-
ual-level variables. In addition, cross-level interaction effects are included
in order to test for country differences in the strength and/or direction of
micro-level influences. Given the dichotomous nature of the dependent
variable (poor/not poor) all the models are specified as logistic regres-
sions.?

RESULTS: EXPLAINING CROSS-COUNTRY
VARIATION IN IN-WORK POVERTY

Working poor rates differ from less than 5 per cent in Austria to almost
11 per cent in Greece (see Figure 2.1). In addition to working poor rates,
the figure shows poverty rates for the working-age population and for the
working-age population in working households (that is, households with at
least one working member). General poverty research has often stressed
that work protects against poverty. We can draw the same conclusion from
this figure, since poverty rates in the working-age population are always
higher than those of the working population. In many countries, however,
the difference between the two rates is small. Hence, we can conclude that
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Notes: Working age: 17-64 years, working hh: persons living in a household with at least
one worker.

Source:  ECHP 2001, own computations.

Figure 2.1  Poverty rates by employment status (%)

although working lowers the risk of being poor, in most countries there is
nevertheless a relevant risk of being employed but still poor.

The differences in these poverty rates are the starting point for the multi-
variate analysis. A series of logit models estimates the probability of being
among the working poor. The sample includes only the working popula-
tion (17-64 years). The results of these models are reported in Table 2.3 and
in Figure 2.2. Model 1 contains just one dummy variable per country with
Denmark as the country of reference. As the results show, the differences
in the level of in-work poverty are significant in most cases (with the excep-
tion of Austria, Germany and Belgium).

Before we consider these country differences in more detail, we first
discuss the individual risk factors. The size and the direction of the
coefficients in Model 2 show which groups of the working population are
affected by poverty. The results are mostly in line with results from general
poverty research. There are differences according to age, education and
marital status. As far as age is concerned, we find a U-shaped influence. The
risk of being a member of the working poor is lowest for the middle age
groups. Higher education lowers the risk of being poor. There are no
significant differences between working men and women. However, the
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Table 2.3 Coefficients (log odds) of logit models on risk of in-work

59

poverty
Model 1 Model 2

Country (ref.: DK)

NL 0.896%** 0.597%**

BE 0.189 -0.174

FR 0.627%** 0.181

IRL 0.392%* —0.712%**

IT 0.800%** -0.079

GR 0.965%** —0.038

ES 0.642%** —0.404**

PT 0.748%** —0.038

AT —0.025 —0.509%**

FIN 0.359** 0.085

DE 0.114 —0.324%

LUX 0.652%** 0.073

UK 0.412%** —0.064
Age

In years —0.077***

In years squared 0.001%**
Gender (ref.: male)

Female —0.032
Education (ref.: ISCED 0-2)

ISCED 3 —0.465%**

ISCED 5-7 —0.627***
Marital status (ref.: else)

Separated/divorced 0.467*%*
Number of children/persons in household (by age in y.)

0-2 0.363%**

3-5 0.279%**

6-16 0.543%%*

17+ 0.577%**
Working time (ref.: 30+ hours)

<=29h 0.567%**
Number of working hh members (by working time)

<=29h —0.624%**

30+ h —1.188***
Employment status (ref.: employee, non-low-wage)

Low-wage 0.973%**

Self-employed 0.886***
Occupation (ref.: legislators, senior officials, managers)

Professionals 0.070

Office clerks 0.234%*
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Table 2.3 (continued)

Model 1 Model 2
Agricultural workers 1.669%**
Service workers/others 0.727%**
Workers/operators 0.739%**
Labourers 0.986%**
Intercept —3.685%** —2.211%**
n (persons) 53749 53749
log likelihood -14931.3 —12223.2

Notes: Significant at p<0.001 (***), p<<0.01 (**), p<0.05 (*), p<0.10 (+).

Source:  ECHP 2001, working population in working age.

coefficient changes depending on whether or not we are controlling for
employment variables (such as working time, low-wage work and occupa-
tion). Without controlling for these factors, working women are less likely
to be poor than working men (results not reported). The fact that separa-
tion or divorce is often accompanied by economic strain is reflected by a
higher poverty risk among this group.

Log odds
o

||:| Empty model (country dummies) 1 Full model

ES GR IT PT AT BE DE FR LUX IRL UK FIN NL
Source:  See Table 2.3.

Figure 2.2 Results from logit models: country coefficients
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Household context also strongly influences the risk of belonging to the
working poor. The larger a person’s household, the more likely he or she is
to be poor. Differences between children of different age groups are rather
small. While the number of household members reflects the needs of a
household and — in the case of small children — potential restrictions for
labour market participation, additional workers in a household are likely
to lower the risk of poverty. Not surprisingly, this effect is strongest in the
case of additional full-time workers. But even workers who live together
with part-time workers (< 29 h) are also less likely to be poor.

As in the case of additional workers, the working time of the worker
him/herself influences the person’s risk of being poor. Part-time workers
face a higher risk of poverty than full-time workers. Not surprisingly, low-
wage workers are more likely to be poor. However, the poverty risk of
(employed) low-wage workers does not differ largely from that of self-
employed workers. To what extent this can be attributed to an under-
reporting of earnings from self-employment cannot be differentiated on the
basis of these results. When we look at occupation, agricultural workers are
at the highest risk of being poor. Apart from this, there are clear differences
between highly skilled and low-skilled workers. Professionals and other
members of the service class are the least likely group to be poor.

We now return to the question of country differences. Looking at the
country variables in Model 2, we come to different conclusions compared
to those based on the results from Model 1 (see Figure 2.2). In many cases,
the size of the country coefficient is largely reduced. This holds true in par-
ticular for Greece, Portugal and Italy. Hence, the different distributions and
influences of the micro-level variables discussed above explain the
differences in the extent of in-work poverty between these countries and
Denmark. However, there are also cases where the differences have not only
been reduced, but turned to the opposite (change of sign of the coefficient).
The working populations in Ireland and Spain appear to have the lowest
risk of belonging to the working poor when we control for all other vari-
ables in the model.

I argued above that the composition of the workers and the households
they live in cannot be regarded as exogenous. On the contrary, household
composition, employment patterns and the likelihood of low-wage work
tend to be influenced by the institutional framework of a given country. To
determine whether such individual and household-related factors make
an impact on country differences let us consider a number of models
which contain only subsets of the variables in the full model (M1) dis-
cussed above. The first contains only socio-demographic variables (age,
gender, education, marital status); the second, information on the compo-
sition and employment patterns of households (number of children and
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adults, part-time work and number of working household members);
the third contains only a variable on low-wage work; and the fourth model
contains information on the structure of employment and the labour
market (occupation and self-employment). It is interesting to see how
these variables explain the differences between countries. Therefore,
Figure 2.3 contains information on the absolute change of the country
coefficients in these models compared with model M1. Although there
are also changes in the variables themselves, these are not reported.
However, none of the coefficients changes its sign, and most of the changes
are small.

In most cases, household composition and employment have the
strongest impact on the change in the country coefficient. It is particularly
strong in the case of Ireland and Spain, but it is also strong in Greece and
Italy. These countries are characterized by large households and a low
degree of participation by additional household members in the labour
market. As I argued above, these differences are very likely to be caused by
differences in the institutional framework. Although the model controls for
individual and household-related factors only, the reduction in the risk of
being poor in comparison to that in Denmark can be — at least in part —
attributed to institutional factors.

There are a few countries in which these variables for household compo-
sition and employment do not have the strongest impact on the country
coefficient. In these cases, controlling for self-employment and occupations
explains a larger amount of the country differences (Figure 2.3(d)). This is
particularly true in the Southern countries, Austria and Ireland, a result
which reflects the higher share of self-employed and agricultural workers in
these countries. This could be attributed to a greater importance of famil-
ialism, but certainly also to economic factors. In addition, especially in the
Southern European countries, socio-demographic variables (which include
education) also result in a strong change in the country effect (Figure
2.3(a)). Again, one could argue that the educational distribution is
influenced by institutional factors — although we have not discussed the
setup of the educational system as being influential for the incidence and
structure of in-work poverty. Finally, differences in the extent of low-wage
work also explain part of the country-specific differences (Figure 2.3(c)).
Compared with other factors, the extent to which this variable alters
the country coefficients is rather small. On the one hand, the respective
model controls for only one variable (low-wage work) while the others
control for a combination of variables. On the other hand, it also provides
evidence for the indirect relationship between low wages and poverty which
has already been stressed in earlier research (see, for example, Marx and
Verbist, 1998).
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In a first step we have seen that part of the differences at the macro level
can already be accounted for by differences in the composition of the popu-
lation and in the influence of individual factors on the poverty risk. It has
been argued that this can be attributed to differences in the institutional
framework; however, these influences have not been shown directly in the
analysis so far. This is the aim of the second step of the analysis (random
effects models). Using macro-level indicators, we try to directly test the
influences of institutional factors. The starting point for this analysis is the
question of how much of the country-level variance is already explained by
individual factors. As a first step, we regard an empty model. The estima-
tion of variance components from this model indicates that only 5.6 per
cent of the total variance is macro-level variance. If we include the same
micro-level variables as before, this share is reduced to as little as 3.2 per
cent.’ The coefficients of this model hardly differ from those of the dummy
variable model (results not reported). However, it is important to note that
although we observe significant differences in the level of in-work poverty
between countries, there is only a small fraction of variance that can be
explained at the macro level.

Given the small amount of variance and the change in sign of some of
the country dummies when controlling for individual-level characteristics,
we first look at the influence of single factors at the macro level before we
come to more complex models. These results are shown in the first column
of Table 2.4. It reports coefficients from six different models (M3 a—f), each
containing a single macro indicator. These bivariate models confirm our
expectations about the influence of decommodification, defamilization and
mechanisms of wage bargaining on the incidence of in-work poverty. A
higher level of unemployment benefits, higher spending on family cash
transfers and services, bargaining centralization and union density all lower
the risk of in-work poverty.!? In contrast, higher intergenerational depend-
ency (measured by the average number of people at or above working age
per household) increases the risk of in-work poverty. This would confirm
the expectation that intergenerational dependency increases the needs of
working households to an extent that is not compensated by the potential
positive effects of income pooling.

It is not possible to evaluate the relative impact of single factors using the
coefficients of logit models. Therefore, Table 2.4 also shows predicted prob-
abilities from these models. Predictions are based on the minimum and
maximum value of each variable; random intercepts are fixed at zero (for
information on the means and standard deviations of these variables, see
the previous section). The models predict a change of 2.2 to 6.6 percentage
points in the risk of in-work poverty (difference between minimum and
maximum values). From these figures, one could come to the conclusion
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Table 2.4  Coefficients (log odds) of random intercept logit models on risk
of in-work poverty

Coefficients Predicted
probabilities
()
Model 3 a—! Model 4 a2 min? max3
Unemployment replacement —0.013* —0.001 11.1 5.8
rate
Family cash benefits —0.400*** —0.191* 12.2 5.6
(expenditure)
Family services (expenditure)  —0.233 0.075 8.3 53
No. of hh members 17+ y. 0.681* —0.282 5.2 9.3
Bargaining level —0.082 —0.066 8.3 6.2
Union density —0.012** —0.006 9.7 4.5
Notes:

1 Coefficients of six bivariate models.

2 Macro-level coefficients of six multilevel models (micro-level variables as in Model 2,
macro-level variables as in Model 3 a—f).

3 Prediction based on Model 3 a—f using minimum or maximum value of the
corresponding indicator, random intercept fixed to zero.

Coefficients significant at p<<0.001 (***), p<<0.01 (**), p<<0.05 (*), p<0.10 (+).

Source:  ECHP 2001.

that welfare state characteristics and labour market institutions have a
similar impact. However, we should keep in mind that these predictions are
based on bivariate models. Hence, the estimates are likely to pick up the
influence of unobserved characteristics as well.

This situation becomes quite clear when we control for micro-level
influences. Adding macro-level variables does not alter the micro-level
influences fundamentally. There are, however, large changes at the macro
level (see Table 2.4, column 2). None of the coefficients turns out to be
significant at the 5 per cent level. Furthermore, the direction of two
coefficients — spending on family services and intergenerational depend-
ency — is reversed. The latter is significant at the 10 per cent level. Here we
see the ambiguous influence of intergenerational dependency. While larger
households tend to be at a higher risk of being poor due to higher needs,
the poverty risk is simultaneously lowered by income pooling. The multi-
level model takes into account the structure of households at the micro level
(see the coefficients for number of children and adults in the household in
Table 2.3). Controlling for the structure of households, the dependency
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indicator turns out to be negative. This seems to confirm our expectation
of the influence of income pooling.

The confirmation of our macro hypotheses depends strongly on the
control of micro-level influences. Part of the variance at the macro level
is already picked up by differences at the micro level. An interesting
additional test would be one which showed whether or not poverty risks at
the individual level differ given different institutional contexts: in other
words, if one could find evidence for the significance of cross-level interac-
tions. As discussed above, I assume that intergenerational dependency not
only has an influence on the level of in-work poverty but also on the poverty
risk by age. Furthermore, I hypothesize that centralized bargaining has an
influence on the poverty risk of low-skilled workers. The third cross-level
hypothesis refers to the influence of family services on poverty risk due to
the restrictions imposed by very young children. There is no empirical evi-
dence which supports the latter hypothesis; therefore, the results are not
reported in detail. As seen above (Model 4), the main effect already points
in the wrong direction. This is also the case if we include the respective
interaction term. In this model, both coefficients point in the wrong direc-
tion and neither of the two coefficients is significant.

The results of the other two models are presented in Table 2.5. The first
interaction term indicates that the risk of in-work poverty is, in fact, more
closely related to higher age in countries where a larger number of persons
over the age of 16 years live together in one household — which can be inter-
preted as a higher degree of intergenerational dependency. This confirms
our expectation that in such countries, younger workers are protected
within the household context while prime-age workers face additional
burdens. Figure 2.4 shows this estimated relationship between age, inter-
generational dependency and the risk of in-work poverty. Higher intergen-
erational dependency reduces the risk of in-work poverty in younger age
groups, while it is increased in higher age groups. The sign of the second
interaction term also points in the expected direction. Centralized bargain-
ing reduces the poverty risk of low-skilled workers. However, neither the
main effect nor the interaction effect is significant. Given the low number of
countries, we can nevertheless take this evidence as weak support for the
hypothesis that bargaining level has an influence on the poverty risk of low-
skilled workers.

CONCLUSION

The aim of this chapter was to explain the variations in in-work poverty
within Europe. The main focus has been on differences in the institutional
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Table 2.5 Coefficients (log odds) of random-intercept logit models on risk
of in-work poverty

Model 5 Model 6

Macro level

No. of household members 17+ years —0.919**

No. of household members 17+ y. *age 0.016**

Bargaining level —0.058

Barg. centralization* low-skilled occup. —0.024
Micro level
Age

In years —0.110%** —0.089***

In years squared 0.001*** 0.001 ***
Gender (ref.: male)

Female 0.037 0.033
Education (ref.: ISCED 0-2)

ISCED 3 —0.431%** —0.440%**

ISCED 5-7 —0.692%** —0.701***
Marital status (ref.: else)

Separated/divorced 0.481*%* 0.466%**
Number of children/persons in household

(by age in years)

0-2 0.479%** 0.484%**

3-5 0.374%** 0.377***

6-16 0.577*** 0.580%**

17+ 0.580%** 0.577***
Working time (ref.: 30+ hours)

<=29h 0.615%** 0.624%**
Number of working hh members (by working time)

<=29h —0.588%** —0.583%**

30+ h —1.263%** —1.263%**
Employment status (ref.: employee, no low-wage)

Low-wage 0.950%** 0.955%**

Self-employed 0.899%** 0.907%**
Occupation (ref.: legislators, senior officials, managers)

Professionals —0.176+ —0.175+

Office clerks 0.114 0.120

Agricultural workers 1.541%** 1.546%**

Service workers/others 0.576%** 0.639%**

Workers/operators 0.597*** 0.593%:**

Labourers 0.861%** 0.913%**
Intercept —0.677 —1.784
ek
intercept variance 0.120 0.133
n persons (countries) 53749 (14) 53749 (14)
log likelihood —12524.7 —12535.9

Notes: Significant at p<0.001 (***), p<0.01 (**), p<0.05 (*), p<0.10 (+).

Source:  ECHP 2001, working population in working age.
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* Prediction based on regression estimates (Model 5, Table 2.5) for male full-time worker
(medium education, service occupation) living in a single-earner household with one
child. Random intercept fixed to zero.

** Indicator: Number of persons 17+ years living in household (country average).

Figure 2.4  Predicted probability* of in-work poverty by age and
intergenerational dependency**

framework. In addition to the degree of decommodification and the mech-
anisms of wage-setting, I have argued that the degree of defamilization also
has to be taken into account due to its influence on the composition and
the needs of households in the working population. The chapter is based
on a multilevel approach, combining the analyses of poverty risks at the
micro level and of institutional influences at the macro level.

The empirical analyses have shown that micro- and macro-level
influences are strongly interwoven. The distribution of micro characteris-
tics cannot be regarded as exogenous, but rather as the result of welfare
state characteristics and labour market institutions. Hence, controlling for
micro factors already explains part of the between-country variance. We
were able to show that household composition and employment patterns
within households (number of workers, part-time/full-time work) largely
account for the differences between countries. Furthermore, Southern
European countries in particular differ as far as the structure of workers
(self-employment, occupation) and educational distribution are concerned.
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The level of low-wage work explains some of the differences between
Northern European countries. Given that institutional differences are
picked up via such compositional effects, it should not be surprising that
the additional inclusion of macro indicators does not contribute signifi-
cantly to the explanation of differences in in-work poverty.

However, if we regard country-specific differences from a strictly macro
perspective, we find the expected relationships. A higher degree of decom-
modification, defamilization, wage bargaining centralization and union
density have a negative influence on in-work poverty. The relationship
between a high degree of decommodification and a low degree of in-work
poverty is probably not only due to the opportunity for workers who are at
a particular risk of being poor (for example, the low skilled) to opt out of
the market. Transfers received by non-working household members also
contribute to household income and to the reduction of poverty. The degree
of defamilization has an ambiguous influence. On the one hand, higher
intergenerational dependence increases the risk of being poor (owing to the
higher needs of larger households); on the other hand, there is an influence
of family solidarity which lowers the poverty risk. This interpretation is
reinforced by the fact that the influence of age differs significantly accord-
ing to the degree of intergenerational dependency. Younger workers are pro-
tected within the family; older workers face additional burdens. Interactions
between the degree of dual-earner support and the poverty risk related to
children and between wage-bargaining centralization and the poverty risk
of low-skilled workers, however, did not prove to be significant.

This is not to say that differences in the level of earnings or in the inci-
dence of low-wage work do not influence the incidence of in-work poverty.
Individuals with a disadvantageous position in the labour market — such as
part-time workers or low-wage workers — face a higher risk of in-work
poverty. However, this risk is mediated within the household context.
Hence, institutional factors which explain the incidence of low earnings
have a less direct impact on in-work poverty. Drawing a conclusion from
these results, we have to stress the fact that differences in in-work poverty
must be explained from a perspective that not only takes into account insti-
tutional factors which alter the distribution of earned incomes, but also
factors which affect the availability of transfers and the role of the family.

NOTES

1. It is difficult to judge the decommodifying or commodifying character of in-work
benefits However, since such programmes exist at a relevant scale in only two countries
in this comparison (UK and Ireland, see OECD, 2005), this issue will not be discussed
further.
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2. See Kenworthy (2003) for an extensive discussion of the indicators of wage co-ordina-
tion, wage-bargaining centralization and other indicators of corporatism.

3. I only discuss the direct distributional effects of minimum wages. There is a broad body
of literature on the effects of minimum wages on employment and economic growth,
which might have indirect distributional effects (for an overview, see Bazen, 2000).

4. Of course, there are other factors which negatively influence the income situation of
single-parent households. Probably the most important is that the gender-specific divi-
sion of labour is functional during marriage and turns out to be dysfunctional after a
relationship breaks down.

5. Previous research has shown that the self-employed are more likely to be poor. As
Strengmann-Kuhn (2003) shows by comparing deprivation and income-based poverty
rates, this result is — at least in Northern and Middle European countries — driven by the
underestimation of income within the group of self-employed.

6. The benefit level differs according to household type and previous level of income.
Hence, the OECD publishes figures for a number of different constellations. The
indicator used in this analysis has been calculated as the average of all group-specific
indicators.

7. Models based on a panel wave from 1996 (the first year in which all 14 countries dis-
cussed in this chapter have been included in the ECHP) do not yield fundamentally
different results. In addition, the models used in an earlier version of this chapter based
on the full panel yield similar results (Lohmann, 2006). However, these models do not
properly take the data structure into account. Therefore, we cannot rule out the possi-
bility that the estimates are biased. In any case, these models underestimate the standard
errors of the effects at the macro level.

8. There are different methods for estimating logistic regressions using random compo-
nents for dichotomous dependent variables. In some cases, these methods yield substan-
tively different results (see Guo and Zhao, 2000). In this paper, the estimation is based
on numerical integration by adaptive Gauss quadrature using GLLAMM.

9. The macro-level-variance in the empty model is 0.196. It is reduced to 0.110 if all indi-
vidual-level variables are included. The micro-level variance is set to 3.29. See Goldstein
et al. (2002) on methods of variance partition in discrete response models.

10. Some of these coeflicients are not significant. However, one should take into account the
sample size of 14 countries.
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3. When famialism fails: the nature
and causes of in-work poverty in
Belgium
Ive Marx and Gerlinde Verbist

INTRODUCTION

Gauging from comparative studies, including those which appear in this
book, Belgium enjoys a relatively low incidence of low pay as well as a
comparatively low poverty rate among its working-age population.
Nevertheless, the ‘working poor’ constitute a significant proportion of the
working-age population living in relative poverty. In this respect, Belgium
is not atypical in the Continental European context (see Lohmann and
Marx in this volume).

Belgium presents a particularly interesting case study when it comes to
the particular nature and causes of in-work poverty as it manifests itself
in the Continental European welfare states. Belgium bears many of the
hallmarks of what Esping-Andersen has called the conservative welfare
state model, in which the Christian Democratic ‘subsidiarity principle’
has institutionalized familialism in the sense of supporting the male-
breadwinner/female-caregiver model. Belgium’s labour market and welfare
state remain geared towards the breadwinner: minimum wages are com-
paratively high, job security protection is elaborate, derived social security
rights extensive; the tax system supports the sole breadwinner model, and
so on.

On the surface, Belgium appears to epitomize the archetypal European
welfare state caught in a ‘welfare without work’ conundrum. Because of its
largely defensive response to economic change — partly in an effort to pre-
serve breadwinner-type jobs — the country seems to have found itself
trapped in a vicious circle of high spending on social transfers, high taxa-
tion and sluggish job growth — all to the detriment of women’s employ-
ment chances, especially those of the least skilled. There is truth in this. At
the same time, however, childcare provisions for working parents are exten-
sive, making Belgium a case in point of what has been called ‘optional
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familialism’, where the caregiving family is supported, but at the same time
families are also given the option of being (at least partially) unburdened
from childcare responsibilities. In addition, over the past decades, Belgium
has deployed a wide range of measures to improve the disposable income
situation of single-earner households with low incomes as well as to boost
multi-earnership. In that sense, the country presents a more complex case
than it may appear to on the surface.

In this chapter, we first present the most up-to-date empirical evidence
pertaining to low-wage employment and in-work poverty in Belgium. The
remainder of the chapter looks at the institutional context in which in-work
poverty arises in a Continental European welfare state setting like the
Belgian one. In particular, we look at (1) the impact of wage-setting insti-
tutions, including minimum wage protection; (2) the impact of taxation
and social security contributions, particularly as they affect low-wage
workers and households; (3) the impact of child benefits and family
provisions and (4) the impact of supply and demand-side policies intended
to boost and support dual earnership. In the final section, we present our
conclusions.

THE INCIDENCE AND CHARACTERISTICS OF LOW-
WAGE WORK IN BELGIUM

The available empirical evidence suggests that Belgium has a comparatively
compressed wage structure as well as a very low incidence of low pay. This
is evident from calculations based on various sources, ranging from admin-
istrative data (social security databases) to empirical databases such as the
European Community Household Panel (ECHP) or the Luxembourg
Income Study (LIS). In the 1990s, around 12-13 per cent of all employees
in Belgium who worked more than 15 hours per week received low pay
(measured as two-thirds of the median gross hourly wage), compared with
15-16 per cent of workers in the EU-15 (calculation based on the ECHP
1996-2001; see European Commission, 2004).

These findings are confirmed for the beginning of the twenty-first
century. Here, we present calculations based on data from the European
Union Survey on Income and Living Conditions (EU-SILC) for Belgium
in 2004. We have used individual data on gross and net wages as well as
information on other socio-economic characteristics of individuals and
their households. The income data refer to the year prior to the survey,
namely, 2003.

We have used two definitions of low-wage work here. According to the
broader definition, low-wage workers are those individuals whose yearly



The nature and causes of in-work poverty in Belgium 79

Table 3.1  Share of low pay workers in the population, Belgium, 2003 (%)

Low-wage work Percentage of Percentage of employees
defined as 2/3 of  individuals aged
median 16-64
Belgium Belgium Flanders Wallonia Brussels

Net wage of

all employees 8.6 16.8 16.7 16.4 18.4

FYFT employees 2.1 4.1 3.6 4.5 6.0
Gross wage of

all employees 10.0 19.6

FYFT employees 3.8 7.4

Source:  Own calculations on EU-SILC 2004.

wage is less than two-thirds of the median net wage for everyone who works
at least one hour per week and has a strict positive wage. The narrower
definition considers only full-year full-time (FYFT) workers, with a low-
wage worker earning less than two-thirds of median net wage of all FYFT
workers. A FYFT-worker is someone who reports working full-time during
a given 12-month period. By using this stricter definition, we have tried to
eliminate the effect of part-time workers on the definition of low pay. The
self-employed are excluded from both definitions.

Using the broad definition, 8.6 per cent of all individuals of active
working age (16-64 years old) are low-paid workers (see Table 3.1); under
the stricter FYFT definition, this number is only 2.1 per cent. These figures
correspond, respectively, to 16.8 per cent and 4.1 per cent of all employees.
We have also presented low-pay incidences based on gross instead of net
wages. This results in a higher low-pay rate, especially for FYFT employ-
ees. The progressive rate structure of personal income taxes —and to a lesser
extent, social insurance contributions — reduces inequality and compresses
wage dispersion (see also Verbist, 2004). Hence, the incidence of low wages
is higher when we use the gross wage definition. In the next part of this
chapter, we focus on the two definitions of net wage.

The socio-economic situation differs considerably between the two major
regions of the Belgian federal state, Flanders and Wallonia: employment
rates in Flanders are substantially higher (65 compared to 56 per cent in
Wallonia in 2006). Consequently, we might expect this to result in a
different wage structure and a different incidence of low-paid workers. But
apparently, the gap remains small: using the broad definition, the share of
low-paid employees amounts to around 16.5 per cent in both regions; the
gap is somewhat higher when we use the FYFT definition, with a lower
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Table 3.2 Socio-economic characteristics of low-wage workers, Belgium,

2003
All low-wage FYFT low- All All 16-64
workers wage workers ~ employees  individuals

Gender

Men 28.1 48.0 54.7 50.2

Women 71.9 52.0 45.3 49.8
Age category

=24 years 17.0 229 7.8 17.3

25-34 years 28.2 36.9 27.8 20.6

35-44 years 28.7 20.2 30.9 23.6

45-54 years 20.2 16.4 26.0 21.8

55-64 years 5.9 3.6 7.5 16.8
Education level*

Low 29.0 30.3 20.1 31.0

Middle 46.4 49.4 39.9 38.7

High 24.6 20.3 40.0 30.3
Type of contract**

Permanent job 76.3 80.1 89.5 -

Temporary job 23.7 19.9 10.5 -
Notes:

*Low-skilled: max. lower secondary education; middle: upper secondary or post-secondary
non-tertiary; high: tertiary education.
**Refers to the situation at the time of the interview.

Source:  Own calculations on EU-SILC 2004.

share found in Flanders (3.6 versus 4.5 per cent in Wallonia). The incidence
of low-wage work is highest in Brussels.

When we look at the socio-economic characteristics of low-wage
workers, there are some remarkable differences depending on whether we
use the broader or the stricter definition (see Table 3.2). Under our broader
definition, we find a very high share of female low-wage workers (71.9 per
cent). But since there are many female part-time workers, this share shrinks
to 52 per cent when we use the FYFT definition. Nevertheless, even under
this stricter definition, women are still over-represented among low-wage
workers, since their share among all employees is only 45.3 per cent.

Younger people (less than 25 years of age) are over-represented among
low-wage workers, at 17 per cent (compared with 7.8 per cent of all employ-
ees). But despite this over-representation, prime-age individuals (25-55
years old) still make up around three-quarters of all low-wage workers.
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Table 3.3  Household context of low-wage workers, Belgium, 2003

All low-wage FYFT low- All All 16-64
workers wage workers employees individuals
Position in household
Reference person 323 31.9 56.3 49.0
Partner 49.7 34.0 31.9 31.5
Other 18.0 34.1 11.8 19.5
Household type
One earner 31.3 36.1 33.5 343
Single 11.7 14.9 13.2 8.2
Lone parent 33 0.5 2.7 2.8
Couple, no children 5.9 7.2 6.3 7.2
Couple, children 6.0 4.5 7.7 10.7
Other, no children 2.5 6.1 2.3 3.2
Otbher, children 1.9 2.9 1.2 2.4
Two or more earners 68.7 63.9 65.2 45.8
Couple, no children 16.4 14.6 15.7 9.0
Couple, children 31.1 234 31.2 21.7
Other, no children 13.4 18.1 11.2 8.2
Other, children 7.8 7.7 7.1 6.9
Other 0.0 0.0 1.3 19.9

Source:  Own calculations on EU-SILC 2004.

This figure is less when we use the FYFT definition, which reports a
younger profile of low-wage workers. In general, the education level of low-
wage workers is lower than average, with an especially high share of
medium-skilled workers. Even though individuals with tertiary education
are under-represented among the group of low-wage workers, they still
make up 25 per cent of all, and 20 per cent of FYFT low-wage workers.
The type of contract under which a worker is employed can be seen as an
indicator of the vulnerability of his or her work status. With a share of
around 20 per cent, low-wage workers are contracted in temporary — and,
hence, probably more vulnerable — jobs almost twice as often as the average
worker.

A highly relevant factor from a poverty perspective is the household
context of the low-wage worker. Low-wage workers are relatively less likely
to be heads of their households (reference person in the survey) than the
average employee; more often, they are partners or have another position
in the household (see Table 3.3). This last group is especially large when we
use the FYFT definition. More than two-thirds of all low-wage workers live
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in dual-earner households. Under the FYFT definition, single earners are
more prominent, especially in those households without children, indicat-
ing that households with children have relatively more part-time workers
who earn low wages. It is striking that single parents represent 3.3 per cent
of all low-wage workers and only 0.5 per cent of FYFT low-wage workers.

THE WORKING POOR

In-work poverty is comparatively less widespread in Belgium than it is else-
where in Europe. Lohmann and Marx (in this volume) find a working-poor
rate for Belgium of just under 6 per cent, the third lowest rate of the 15
countries included in their study. This finding is also in line with earlier
studies (Marx and Verbist, 1998; Nolan and Marx, 2000), and these results
are confirmed by the more recent EU-SILC data. Our definition of poverty
risk conforms to that used in the other chapters of this book, namely, an
income below 60 per cent of the median equivalized household income.
This definition is currently used in the European Union for co-ordinating
policy regarding social inclusion.

The incidence of poverty among low-wage workers amounts to 11.7 per
cent when we consider all low-wage workers — and 5.8 per cent among
FYFT low-wage workers — which is clearly above the average poverty risk
for employees (3.9 per cent), but below the poverty risk for all individuals
of active working age (12.8 per cent; see Table 3.4). This indicates that even
a low wage is an important factor in protecting against income insecurity.
Not only is the in-work poverty rate in Belgium small, but the working poor
consist of low-wage workers only to a limited extent: out of all employed
persons living in poverty, only 6 per cent are FYFT low-wage workers, and
50 per cent are low-wage workers according to our broader definition.
Thus, the overlap between low pay and in-work poverty is small in Belgium.

Among the population at working age, the poverty risk in the Walloon
region is, at 15.9 per cent, almost twice as high as it is in Flanders (8.8 per
cent). Interestingly, this does not translate into similar regional differences
in the poverty risk for low-wage workers: both regions have a poverty risk
of around 10 per cent (broad definition) or around 4 per cent (FYFT
definition). Low-wage poverty turns out to be most problematic in the
Brussels capital region.

Male low-wage workers are faced with a significantly higher poverty risk
than are women. Since women make up a high share of low-wage workers
according to the broad definition, they account for half of the poor low-
wage population. This is no longer the case when we apply our strict
definition, which yields an almost 80 per cent share of men among poor
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Table 3.4 Incidence and distribution of in-work poverty according to
socio-economic characteristics, Belgium, 2003 (%)

All low-wage  FYFT low- All All 16-64
workers wage workers ~ employees individuals

Risk Dist. Risk Dist. Risk Dist. Risk Dist.

All 11.7  100.0 5.8 100.0 3.9 100.0 12.8 100.0
Region
Flanders 9.5 50.6 3.8 35.9 3.2 50.0 88  40.0
Wallonia 10.5 260 4.1 23.0 4.1 304 159  40.0
Brussels 3.7 234 206  41.1 9.8 196 262  20.0
Gender
Men 19.8 475 9.5 78.1 4.1 56.8 11.8  46.0
Women 8.6 525 2.5 21.9 3.8 432 140 540
Age category
=24 years 139  20.1 2.3 9.2 7.3 144 166 224
25-34 years 11.5 27.7 6.0 37.7 3.8 264 109 17.6
35-44 years 11.0  27.0 8.9 30.9 4.1 324 12,6 231
45-54 years 11.4 19.7 5.0 14.0 3.3 22.0 10.5 17.8
55-64 years 10.9 55 1311 8.2 2.5 48 14.6 19.1
Education level (*)
Low 144 358 5.7 29.0 7.6 392 217 526
Middle 12.6 50.1 6.7 556 4.5 46.0 11.3 343
High 6.7 14.1 4.5 154 14 14.9 5.6 13.1

Type of contract
Permanent job  10.7 69.3 4.8 65.8 3.1 69.5 - -
Temporary job  15.2 30.7 10.0 342 114 30.5 - -

Notes: (*) Low-skilled: max. lower secondary education; middle: upper secondary or post-
secondary non-tertiary; high: tertiary education.

Source:  Own calculations on EU-SILC 2004.

FYFT low-wage workers. The FYFT poverty risk also increases with age,
indicating that low-wage work is less problematic for younger workers as
far as income security is concerned. In contrast, however, among all
employees, young workers have a higher poverty risk. Low- and medium-
skilled workers face a higher poverty risk than highly skilled workers, and
the working poor population consists mainly of medium-skilled workers.
The composition and the income configuration of a person’s household
are crucial determinants for his or her risk of poverty. Table 3.5 shows that
the poverty risk among all 16-64-year-old individuals is highest among
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Table 3.5 Incidence and distribution of in-work poverty according to
household context, Belgium, 2003 (%)

All low-wage FYFT low- All All 16-64
workers ~ wage workers employees individuals

Risk Dist. Risk Dist. Risk Dist. Risk Dist.
All 11.7 100.0 5.8 100.0 3.9 100.0 12.8 100.0

Position in household
Reference person 246 679 84 462 49 699 142 539

Partner 54 229 47 272 25 202 107 26.1
Other 6.0 92 45 266 33 9.8 132 20.0
Household type
One earner 83.6 84.3 74.8 33.0
Single 344 342 64 163 54 180 7.6 4.8
Lone parent 22.0 62 0.0 0.0 92 6.3 165 3.6

Couple, no children 324 163 225 279 80 127 82 4.6
Couple, children 328 169 169 132 135 263 155 129
Other, no children 14.4 3.0 17.0 17.7 6.2 3.6 7.5 1.9

Other, children 42.7 7.0 18.8 9.2 250 79 27.6 52
Two or more earners 16.3 15.8 11.6 5.1
Couple, no children 2.1 29 0.0 0.0 04 1.5 03 0.2
Couple, children 33 88 0.0 0.0 0.7 55 1.5 2.6
Other, no children 0.9 1.0 0.0 00 02 0.5 0.7 0.5
Other, children 5.4 36 120 158 23 4.1 33 1.8
Other 0.0 0.0 0.0 0.0 419 13.6 399 62.1

Source:  Own calculations on EU-SILC 2004.

individuals who live in households where no one is employed (39.9 per
cent). But even households with one earner report an above-average
poverty risk in the case of single parents (16.5 per cent), couples with chil-
dren (15.5 per cent) and other households with children (27.6 per cent).
Among low-wage workers (broad definition), all single-earner house-
holds report an above-average poverty risk: around one third of singles and
couples (with and without children) are at risk for poverty; for single
parents this figure amounts to 22 per cent, and for other households with
children it is as high as 42.7 per cent. When we restrict our analysis to
FYFT low-wage workers, poverty risks are significantly lower than they are
under the broad definition. Still, we find above-average poverty rates
(around 20 per cent) for all non-single adult households with one wage
earner. Apparently, for singles, a FYFT low wage offers better income
protection than it does for multi-member households. The fact that
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solo parents report a zero poverty risk under the FYFT definition is
mainly due to the fact there are very few single parents in this category (cf.
Table 3.5).

In general, we can conclude that both the extent of low-wage work and
in-work poverty remain limited in Belgium. In the next section, we iden-
tify and discuss the most important public policies which affect in-work
poverty. We also present factors which may explain why, even though
overall in-work poverty risks are low, some groups are more at risk than
others.

LOW-WAGE WORK AND IN-WORK POVERTY: THE
INSTITUTIONAL AND POLICY CONTEXT

Wage-setting Institutions and Minimum Wage Protection

Wage-setting in Belgium is a matter in which unions and employers have
a large degree of autonomy. Although an initial round of bargaining at
the national level sets the parameters every two years, actual wage bar-
gaining takes place at the sectoral level, where collective agreements are
negotiated in over a hundred parity commissions, some covering specific
subsectors with only a few hundred workers. The role of central organiza-
tions, which are internally divided along ideological, sectoral and regional
lines, is limited. Wage bargaining at the sectoral level has never given great
weight to broader societal considerations such as employment growth and
unemployment reduction. This stands in contrast to the solidaristic wage-
setting regimes in the Nordic countries. Wage deals in high-productivity
sectors like manufacturing tend to set the tone for wage increase demands
in low-productivity sectors such as personal services; this situation may
offer a partial explanation for Belgium’s comparatively compressed wage
structure. Another notable feature is Belgium’s automatic wage indexation
system, which guarantees that wages are automatically adjusted to price
increases.

There is no statutory minimum wage in Belgium, but there is a nation-
wide, collectively agreed-upon minimum wage. It is this minimum wage
which features prominently in calculations concerning such issues as work
incentives and unemployment traps. At US$9.21, the Belgian gross
minimum wage per hour in 2005 was below the statutory minimum wages
that apply in its neighbouring countries (see Table 3.6). The gross earnings
of a full-time Belgian minimum-wage worker amounted to 40 per cent of
the average European gross wage in 2005, compared with 47 per cent in
France, 46 per cent in the Netherlands and 35 per cent in the UK.
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Table 3.6  Gross minimum wages ( MW ), 2000-2005

Country Statutory MW Relative MW levels?
per hour!
2000 2005 2000 (%) 2005 (%)

Belgium 9.24 9.21 42 40
France 8.62 9.72 43 47
Ireland 8.26 9.24 53 53
Luxembourg 9.69 10.58 40 42
Netherlands 10.43 10.60 49 46
Poland 1.31 1.51 33 36
Spain 4.12 4.27 34 35
UK 7.88 9.47 32 35
USA 5.84 5.15 39 34
Notes:

1. USS$ at 2005 market exchange rate and constant price.
2. Gross earnings of full-time MW-workers as % of gross average wages.

Source:  Immervoll (2007).

However, this ‘headline’ minimum wage serves more of a benchmark
purpose than anything else: it constitutes the absolute bottom line of the
wage structure. ‘Real’ minimum wages (that is, pay scales for the youngest,
least qualified and least experienced workers) are negotiated at the indus-
try level. These tend to be considerably higher than the nationwide
minimum wage. Figures published by the Belgian Ministry of Employment
and Labour (Ministerie van Tewerkstelling en Arbeid, 2000) suggest that
industry minimum wages are, on average, about 10 per cent higher than the
nationwide minimum wage level. Industries where the lowest pay scales are
20 to 30 per cent higher than the nationwide minimum are not exceptional.
There are even a few industries where the lowest pay scales are almost twice
as high as the nationwide minimum. All the available evidence suggests that
very few people actually work — or can work — for the nationwide minimum
that features so prominently in the debate.

That said, minimum wages in Belgium have remained virtually stagnant
in terms of real purchasing power over the past several decades, as has also
been the case in many other Continental European countries — France
being a notable exception (Immervoll, 2007; Marx, 2007). Relative to
average wages, minimum wages have generally fallen — from 42 per cent in
2000 to 40 per cent in 2005 (Table 3.6). This raises the question of whether
it would help to increase minimum wage protection, if the objective is to
combat in-work poverty.
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In-work poverty is routinely associated with low-paid work, although the
actual link is in fact rather weak: our finding that only 6 per cent of all
poor employees are FYFT low-wage workers confirms the results of other
studies (see, for example, Marx and Verbist, 1998; Nolan and Marx, 2000).
Given the limited overlap between low pay and poverty, any policy aimed
at improving the earnings of the low-paid as a group will directly benefit
only a minority of poor households and will have a substantial spillover
effect, since a portion of the non-poor will also benefit. This is certainly true
in the case of a minimum wage, even one which is highly effective in increas-
ing the gross earnings of the low paid without having an adverse impact on
employment levels. Even in the absence of negative effects on employment,
most of the benefits would go to non-poor households simply because that
is where most low-paid workers are found.

But, clearly, possible negative employment effects are a major concern in
a country like Belgium, where the minimum wage is already comparatively
high, The political consensus is that a substantial increase in the minimum
wage is neither possible nor desirable (Marx, 2004). The idea here is that
significant minimum wage hikes would simply be too harmful to employ-
ment and would effectively worsen Belgium’s entrapment in ‘welfare
without work’. In particular, higher minimum wages are seen as an obsta-
cle to women’s employment chances and hence to the proliferation of dual
earnership, especially among less-skilled couples.

The Impact of Taxes and Social Security Contributions on Income from
Work and In-work Poverty

Belgium is often noted for its high level of taxes on wages. According to the
Organisation for Economic Co-operation and Development (OECD)
(2005), Belgium not only has the highest tax burden in the OECD on
average and higher wages, but on low wage levels as well: the total of per-
sonal income taxes, employee social insurance contributions and employer
social insurance contributions makes up 72 per cent of average gross wages,
and 63 per cent of low wages (measured as 67 per cent of the average wage
level), which is considerably higher than in most other countries (see Table
3.8). As Table 3.7 shows, in some cases, working households are literally
taxed into poverty. Table 3.7 compares minimum wages with two poverty
thresholds, calculated on the basis of 60 per cent of the median equivalent
income (which was used in our calculation in the second section) as well as
a more severe poverty measure of 50 per cent of this income concept. The
gross minimum wage is sufficient to keep a household without children out
of poverty (either a single person or a couple). But when there are children
present, the gross minimum wage is below the 60 per cent poverty line; for
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Table 3.7  Comparison of minimum wage ( MW ) levels with poverty lines,
one earner households, 2003

Gross  Net Net 50% 60%
MW MW  income! poverty line  poverty line
1 adult, no children 1163 925 1029 635 762
2 adults, no children 1163 1038 1155 953 1144
1 adult, 2 children 1163 1040 1378 1016 1220
2 adults, 2 children 1163 1114 1460 1334 1601

Note: 1. Net income includes net wage, holiday pay and end-of-year premium plus child
benefits, all amounts on a monthly basis.

Source:  Poverty lines calculated on the basis of EU-SILC 2004.

Table 3.8  Average tax rates (personal income tax plus employee social
contributions) for full-time workers at minimum ( MW ), low
(67% AW ) and average wage (AW) level, 2000-2005 (%)

2000 2005

MW 67% AW AW MW 67% AW AW
Belgium 38.9 67.7 75.9 33.9 63.0 72.3
France 44.0 66.9 70.0 35.2 53.2 71.3
Ireland 16.8 19.6 323 12.3 18.7 26.1
Luxembourg 30.8 37.3 43.9 29.7 34.4 40.8
Netherlands 43.3 48.7 43.9 39.9 48.7 43.0
Poland 45.5 50.8 52.0 44.6 51.0 52.4
Spain 37.0 453 50.4 37.0 46.4 50.8
UK 16.9 31.0 354 17.7 33.1 37.3
USA 24.5 29.1 31.8 23.0 28.4 31.1

Source:  Immervoll (2007).

a couple with two children, the gross minimum wage even falls below the
stricter 50 per cent poverty line. Taxation aggravates the situation: a single-
earner couple with no children would be taxed into poverty if it were not
for additional wage components such as end-of-year premiums and holiday
pay. For all household types except singles, the net minimum wage is below
the 60 per cent poverty line. Solo parents move out of poverty thanks to
child benefits and additional wage components, but these are not sufficient
for a couple with two children.
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Over the last years, Belgium has made efforts to reduce its tax burden on
wages, especially for those at the lower end of the income distribution.
Various measures have been taken. With the 2001 tax reform, a general tax
cut was introduced along with a refundable low-wage tax credit. Also intro-
duced were structural reductions of employee social insurance contribu-
tions for low-wage earners, as well as a variety of reductions in employers’
social insurance contributions. One of the more recent measures intended
to increase the net wages of low-wage workers is the so-called ‘work bonus’.
This was introduced in January 2005, replacing the structural reductions of
employee contributions and the low-wage tax credit. The reduction can
amount to 150 euros per month for a low-wage worker; it is tapered away
as the wage level increases. In the case of people earning the lowest wages,
this measure can reduce their employee social insurance contributions by
half.

These measures have had some effect, given that the total tax burden on
low wages fell from 68 per cent in 2000 to 63 per cent in 2005. As far as
people earning the lowest wages are concerned, a similar decrease took
place as the tax burden on Belgian minimum wages dropped from 38.9 per
cent in 2000 to 33.9 per cent in 2005 (Table 3.8). However, poverty effects
have been very limited up to now: a simulation showed, for instance, that
poverty among beneficiaries of the work bonus decreased only from 5.6 to
5.2 per cent as a result of this measure (see Carpentier et al., 2006).

Direct Cash Child Support

We have seen that poverty in work is quite prevalent among single-earner
households with children. In addition, Table 3.7 demonstrates that the net
income of a single-earner minimum wage household with two children is
not sufficient to keep the family out of poverty. This stresses the potential
importance of child benefits in preventing in-work poverty, and it raises the
question of whether households are adequately compensated for the extra
financial burdens that children bring.

Child support in Belgium is distributed over a wide variety of measures.
The most relevant of these are child benefits, child tax credits and childcare
provisions. Compared with other countries, Belgium has a high level of
family spending in the form of cash and tax benefits (see Figure 3.1). Both
the child benefit system and the tax advantages for families with children are
characterized by a high degree of universalism. This means that, in general,
the amounts are not dependent on income level. There are only two excep-
tions to this: (1) certain groups of replacement income recipients receive a
supplementary child benefit, and (2) some people’s income is too low for
them to fully take advantage of the child tax credit. This last point was
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Note: Public support accounted here only concerns public support that is exclusively for
families (for example, child payments and allowances, parental leave benefits and childcare
support). Spending recorded in other social policy areas as health and housing subsidies are
not included.

Source:  OECD Social Expenditure Database (www.oecd.org/dataoecd/56/21/35632949.xls).

Figure 3.1  Family spending in cash, services and tax measures, %o of GDP
in 2001

partly remedied in the 2001 tax reform by making the non-used part of the
child tax credit refundable up to a certain limit from fiscal year 2003
onwards.

Even though these two cash provisions for families with children are
almost independent of income level, this does not mean that child benefits
are uniform for all families with children: the Belgian system is character-
ized by a high degree of rank progressivity, meaning that benefit amounts
increase substantially with the rank of the child in the household. The child
benefit for a household with two children is, for instance, 2.84 times as high
as the child benefit for a one-child family; for three children it is 5.34 times
as high. Likewise, the child tax credit for a couple with two children is 2.70
times as high as the child tax credit for a single child, while for a family
with three children it is 4.54 times as high (see Cantillon et al., 2006). The
amount of the child benefit also increases with the age of the child.
An argument in favour of this strong rank progressivity can be found in
the fact that these provisions only partially cover the costs of having chil-
dren. According to this view, strong rank progressivity should keep the
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increasing weight of non-covered costs that accompanies an increasing
number of children bearable.

Thanks in part to the generosity of this system, child poverty in Belgium
is at a relatively low level: less than 5 per cent of all children live in poor
households — a figure that is comparable to that of the Nordic countries.
Without these family cash transfers, almost 15 per cent of children would
live in poverty (see Corak et al., 2005). However, we can see that over the
past decades, even though child benefits have been adjusted to account for
changes in purchasing power, they have not kept pace with welfare
increases. Consequently, compared to national income or net wages, a
creeping but steady welfare erosion of these amounts has taken place
(Cantillon and Goedemé, 2006). This is especially problematic for families
whose incomes are at the bottom of the distribution.

Institutional Support for Dual Earnership: Belgium’s Optional Famialism

Belgium is habitually categorized as a ‘conservative welfare state’ where
the male-breadwinner model still reigns supreme. In effect, it still carries
many of the hallmarks of what Esping-Andersen has called the conserva-
tive welfare state model, in which the Christian democratic ‘subsidiarity
principle’ has institutionalized familialism in the sense of supporting the-
male-breadwinner/female-caregiver model. It is fair to say that in Belgium,
the labour market and the welfare state remain heavily geared towards the
breadwinner model: job security protection remains elaborate, derived
social security rights are extensive, the tax system supports the sole-bread-
winner model, and so on.

But as this and other chapters in this book show, single earnership has
become a poverty risk in an era in which the average living standard — and
hence the relative poverty threshold — are increasingly determined by the
living standard of double-earner households. There are inherent limits to
what breadwinner support policies (minimum wages, single-earner tax
benefits and child benefits) can do to counteract this trend. The plain fact
is that the best protection against poverty that a household can have is two
working adults. Thus, policies that support dual earnership are of crucial
importance. Today, Belgium is pursuing these policies at the demand side
as well as the supply side.

Policies that facilitate the combination of work and caregiving

While Belgium’s labour market and its welfare state remain geared towards
the male-breadwinner model, childcare provisions for working parents are
also quite extensive, making Belgium a case in point of what Knijn and
Kremer (1997) have called ‘optional familialism’. That is to say, the
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caregiving family is supported, but at the same time, families are also given
the option of being (at least partially) unburdened from care responsibili-
ties — hence facilitating their access to an earned income. Belgium has exten-
sive childcare provisions, both in the form of institutionalized day-care
centres as well as in the form of subsidized ‘substitute mothers’. Gross fees
are strongly income related as well as partially tax deductible, rendering
childcare close to cost-free for those families with the lowest incomes.
(The lowest daily gross rate is 1.33 euros, the highest is 23.75 euros.) In 2001,
30 per cent of children between the ages of 0 and 2 were enrolled in formal
childcare — a substantially higher share than in countries such as Germany
or the Netherlands. Belgium’s maternal employment rate is around 70 per
cent, which is at the level of Denmark, Sweden and Norway.
Nevertheless, bottlenecks remain. The main problem is localized scarcity
of available childcare places. It is estimated that places are available for
about one-third of all children under the age of 3 (Leitner, 2005). Waiting
lists remain long, and this seems to be a particular problem in the larger
cities. In addition, parents may find it very difficult to find institutionalized
childcare outside regular working hours — that is to say, for evenings, week-
ends, holidays and so on. This may pose a particular barrier to less-skilled
parents who take up jobs in the services sector, where hours are often irreg-
ular. Yet this is precisely the sector where the most job opportunities are
available. It would seem, then, that further public investments in institu-
tionalized childcare which broaden its availability and scope could have a
substantial effect on the employment chances of less-skilled women.

Policies that boost the demand for less-skilled labour

There is a widely-held belief that unemployment rates —and, more broadly,
non-employment rates — for less-educated women are bound to remain high
unless more flexible, relatively low-paid jobs are ‘allowed’ to emerge in the
domestic services sector. Such jobs could then provide many single-earner
households with the additional income they need to escape poverty.

We have already discussed minimum wages and the limited scope for
manoeuvring here: rapid downward adjustment is not a politically viable
option. Yet the cost of labour — especially less-skilled labour — is generally
perceived to be a major obstacle to more elevated levels of female partici-
pation, especially among less-skilled women. It is for this reason that suc-
cessive Belgian governments have implemented measures which aim to
reduce the cost of labour, particularly at minimum-wage level.

These have mainly taken the form of targeted reductions in employers’
social security contributions: permanent but modest reductions applying to
low-paid workers in general, and temporary but more substantial reduc-
tions for employers hiring people who have been unemployed for a long
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time as well as those from other segments deemed to be at high risk of
unemployment. According to OECD (2003) figures, Belgium spends 0.69
per cent of its gross domestic product (GDP) on such programmes, com-
pared to an OECD average of 0.18 per cent, making it a notable outlier. By
far the most important measure currently in place is a permanent reduction
of social security contributions on low wages. The reduction is highest at
the minimum-wage level and decreases from there, becoming zero at
around 130 per cent of the minimum wage.

It is not clear what effect these measures are having. Theoretical simula-
tions suggest that reductions in employers’ social security contributions
will have a substantial impact on the employment of the less skilled.
Empirical evaluation studies paint a different picture. There is no direct
evaluation evidence available for Belgium, but there is evidence derived
from similar schemes in France and the Netherlands which sheds doubt on
the cost-effectiveness of such wage cost reduction schemes — particularly
with regard to their impact on the employment chances of less-skilled
women (see Marx and Verbist in this volume).

CONCLUSION

Comparative studies find that Belgium has a relatively compressed wage
structure, including a fairly low incidence of low pay. Poverty rates among
workers are also comparatively low in Belgium. Nevertheless, the ‘working
poor’ constitute a significant proportion of the working-age population
that lives in relative poverty. As is the case elsewhere in Continental Europe,
this rarely has to do with the person in question being in a low-paid job. In
fact, the overlap is very small indeed.

In-work poverty in Belgium — as elsewhere on the Continent — is princi-
pally a problem of single-parent households and single-earner couples with
children. This may come as a surprise given the extent to which the bread-
winner model is institutionally supported and protected in Belgium, espe-
cially if there are children.

The problem is that single earnership has inevitably become a poverty
risk in an era in which the average living standard has come to be deter-
mined by the living standard of the double-earner household. There are
inherent limits to what breadwinner support policies — minimum wages,
single earner tax benefits and child benefits — can do to offset this fact.
Apart from the fact that the spillover effects to non-poor households
would be enormous, substantial increases in the minimum wage would be
politically and economically unrealistic. Despite some erosion in recent
years, Belgium retains a fairly generous, universal child benefits system.
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Significantly higher cash benefits for families with children only seem real-
istically feasible for specific groups (such as solo parents); the same is true
in the case of further tax and social security contribution reductions for
low-income households.

There is no way around the fact that the best protection against poverty
that a household can have is two working adults. It does not even matter
much whether one or both partners have a low-wage or part-time job —
what matters is that there are two incomes. Thus, policies that support
dual earnership are of crucial importance. Today, Belgium is pursuing such
policies on the demand side as well as the supply side, with mixed success.

Belgium offers extensive childcare provisions, both in the form of insti-
tutionalized day-care centres and in the form of subsidized ‘substitute
mothers’. Belgium’s maternal employment rate is now at the level of
the Nordic countries. Bottlenecks remain, however, in the form of local-
ized scarcity and difficulties in finding institutionalized childcare outside
regular working hours. The impact of efforts made on the demand side —
particularly wage cost reductions for low-skilled workers — remains more
elusive.

It clearly seems desirable that future efforts to combat in-work poverty
should focus even more on boosting — and, more particularly, accommo-
dating — dual earnership. However, this does not take away from the fact
that important categories of the working poor — specifically single persons
and solo parents — require targeted cash transfers in order to remain
shielded from poverty. Although this chapter does not contain a longitudi-
nal analysis, the evidence accumulated through other studies (see, for
example, Layte and Whelan, 2003; OECD, 2001) strongly suggests that
policy in Belgium cannot and should not rely on the assumption that in-
work poverty is a predominantly transitory phenomenon. As always in the
case of targeted measures, there is a potential trade-off between immediate
need alleviation and long-term behavioural effects.
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4. The different roles of low-wage
work in Germany: regional,
demographical and temporal
variances in the poverty risk of
low-paid workers

Marco Gieflelmann and Henning Lohmann

INTRODUCTION

There is a long-standing discussion about the relationship between low
wages and in-work poverty. In Germany, this relationship is obviously
rather weak: empirical studies have shown that Germany, compared with
other countries in the European Union (EU), is a country with a high pro-
portion of low-wage workers — in particular when earned incomes are con-
sidered on a monthly basis. But although the low-wage sector is large
(Eurostat, 2005), the poverty risk among workers used to be comparatively
low (Strengmann-Kuhn, 2003). In this chapter, we explain this empirical
phenomenon.

We show that individual low wages are often pooled with other earned
incomes within a household, and consequently that living with other
employed persons enables low-paid workers to avoid poverty. Then, by
analysing the institutional framework, we show that Germany — and
Western Germany in particular — can be regarded as a prime example of a
modified male-breadwinner model (Lewis and Ostner, 1994) and that poten-
tial secondary earners are provided with the incentive to work part-time on
a low-wage basis. From this perspective, we are able to explain the high pro-
portion of low-wage workers and discuss whether low-wage work decreases
rather than increases the household poverty risk (Becker, 2002). However,
we should point out that an attempt to treat Germany as one macro unit
fails: even though since reunification, Eastern Germany shares most ele-
ments of the institutional framework, it must be regarded as a different case
owing to its tradition of dual earnership (Kurz, 1998) and to different eco-
nomic conditions (Deutsches Institut fiir Wirtschaftsforschung et al., 2002).
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As a consequence, alternative explanations for a high share of low-wage
workers and a different interpretation of the role of low-wage work apply in
Eastern Germany: while low-wage workers often provide an additional
income in Western German households, in Eastern Germany they are
usually primary earners. Thus, from a poverty perspective, low-wage work
in Eastern Germany must rather be interpreted as a precarious form of
employment. Of course, there are also precarious forms of (low-paid)
employment in Western Germany. This is shown by analysing the charac-
teristics of the working poor in (Western) Germany. In addition, we discuss
whether these precarious forms of employment are becoming more wide-
spread. We argue that employment-centred social policy alters the condi-
tions for income pooling within households and thus the role of low-wage
work and its relationship to in-work poverty. One sign of this development
might be the increase in the proportion of low-wage work performed in both
Eastern and Western Germany in recent years.

Our chapter ties in with studies showing that low-wage workers are not a
high-risk poverty group in Germany (Hanesch et al., 2000; Strengmann-
Kuhn, 2003) and that the household context is an important mod-
erating factor in the effect of low-wage income on in-work poverty
(Fritzsche and Haisken-DeNew, 2004; Gobel et al., 2005). Our hypothesis
combines these findings. In addition, our approach explicitly associates
empirical results with the configuration of the socio-political and eco-
nomic framework. Consequently, we are able to discuss presumptions
regarding the low in-work poverty rate in Germany and to provide a basis
for a critical review of recent welfare state reforms in terms of the working-
poor issue.

The chapter is organized as follows. After providing a short description
of the data used, the second section of this chapter discusses different ways
of measuring poverty and low wages. In particular, we explain our decision
to refer to monthly rather than hourly wages. The third section provides an
overview of the development of in-work poverty and low-wage work in
Germany. In addition, we present the socio-demographic characteristics of
the working poor in Germany. In the fourth section, we examine the house-
hold characteristics of German low-wage workers. The fifth section intro-
duces the main features of the socio-political and economic framework in
Germany. The focus of this introduction is on the differences between the
Western and Eastern regions of reunited Germany. Given this background
information, we discuss whether and how our empirical findings relate to
the institutional and economic framework and explain how the role of low-
wage work differs between Western and Eastern Germany. The conclusion
of our chapter discusses recent changes in the institutional framework with
regard to the role of low-wage work in German households.
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DATA AND METHODOLOGY

The following analyses are based on data from the German Socio-
Economic Panel (GSOEP), which we are using as a series of cross-sections.
In order to correct for the under-/over-representation of certain socio-
demographic groups in the GSOEP, we have used cross-sectional popula-
tion weights, which are provided in the GSOEP Data, throughout our
analyses (see Haisken-De New and Frick, 2005).

Our population consists of German workers in private households in the
year 2004. Therefore, we refer predominantly to figures from this year but
provide information about the underlying trends from 1991 to 2004 as well.
The size of our sampleis 11161 in 2004 and varies between 7834 and 14 297
in the other years. Since the development of the economies and the domin-
ant type of household model differs between Eastern and Western
Germany, we will consider the two regions separately. However, poverty
and low-wage thresholds are based on the German population at large.

We measure poverty on the basis of net disposable household income.!
In order to account for variances in household needs, we have assigned a
weight to each household according to its size and composition. Our cal-
culation of these weights is based on the modified OECD equivalence scale.
Dividing the net disposable income of a household by its specific weight,
we arrive at the equivalized disposable household income. Throughout our
analyses, this measure will be used as indicator of household welfare and is
thus the basis for our calculation of the poverty threshold.2

A poor individual is defined as someone living in a household with an
equivalized disposable income below 60 per cent of the population median.
In this chapter, workers are regarded as persons between 17 and 64 years of
age who work at least one hour per week. These concepts of ‘poverty’ and
‘work’ are fairly common and standard in research (especially in compara-
tive research) on in-work poverty.

By contrast, a standard definition of ‘low-wage work’ has not yet been
established. Studies differ with regard to the definition of wages (net vs
gross, hourly vs monthly) and the definition of the working population
(inclusion of part-time and marginal workers or not). As a consequence,
the extent of low-wage work in Germany varies strongly across different
studies. This is illustrated by our summary of several studies in Table 4.1,
which report low-wage rates between 13.3 and 28 per cent.

Comparing the study by Hanesch et al. (2000) with the study by
Strengmann-Kuhn (2003), we see that referring to gross (as opposed to net)
incomes yields a higher low-wage rate. Because income taxes are progres-
sive, they tend to flatten out wage disparities and thus reduce the share
of low wages. Furthermore, monthly wages directly reflect variations in
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working time. Therefore, low-wage rates calculated on the basis of monthly
incomes are higher than those based on hourly earnings, as can be seen
by the difference between the low-wage rates calculated by Brenke (2006)
and Gobel et al. (2005). Since the income data of occasional and part-
time workers are sometimes regarded as not reliable, some studies only
analyse employees with a minimum number of working hours per month
(European Commission, 2004). This restriction affects the incidence of low
pay as well. Since persons who work only a few hours are more likely to
earn low wages, the exclusion of such workers will result in a reduction of
the low-wage rate.

Table 4.1 also indicates that the choice of how we define low-wage work
has an effect on Germany’s position in the European context. The high pro-
portion of part-time workers in Germany (European Commission, 2004)
has a stronger impact on the distribution of monthly wages than on those
of hourly wages. Therefore, when analysing the net monthly wage of all
workers, Strengmann-Kuhn (2003) shows Germany to be in a more exposed
position than does the European Commission (2004), whose analysis is
based on hourly gross earnings, only accounting for dependent employees
working more than 15 hours per week.

We decided to use a similar concept of low-wage work to that used by
Strengmann-Kuhn (2003). Workers who earn less than two-thirds of the
median net monthly wage are defined as low paid. The computation of the
threshold is based on all workers excluding the self-employed, but includ-
ing part-time and marginal workers. If an employee has more than one job,
only the main occupation is taken into account.3

The reason for our decision to use monthly wages is that this chapter
focuses on the role of the household with regard to poverty prevention —
that is, the effect of income redistribution within the household. Certainly,
each individual’s contribution to the household’s welfare by means of his
or her job is determined by two characteristics of that job: first, the level of
the hourly wage and, second, the number of working hours. Whereas the
monthly wage accounts for both factors, the hourly wage does not tell us
anything about differences in the number of working hours. Therefore,
from a poverty perspective, it is appropriate to refer to monthly net wages,
as they clearly indicate the amount of welfare an individual adds to the
household through his or her job.

In addition, it is worth pointing out that the overlap between low
monthly-wage and low hourly-wage workers is large in Germany. An analy-
sis of the composition of workers in Germany by type of income, carried
out using data from the GSOEP (2004), reveals that our definition of
(monthly) low-wage earners includes 75 per cent of all low hourly-wage
workers.*
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However, it is important to note that by making the decision to refer to
monthly wages we do not directly address the prominent discussion about
minimum wages, which is — at least in Germany — based on the hourly wage.
This is important to note, since low hourly-wage and low monthly-wage
workers might, despite the great overlap, differ in terms of their chances for
avoiding poverty via income pooling.

OVERVIEW: IN-WORK POVERTY AND LOW-WAGE
WORK IN GERMANY

Before we analyse the employment constellation of low-wage workers’
households in the next section (and thereby explain why the in-work
poverty rate in Germany is comparatively low), we provide a brief overview
of the development of in-work poverty and low-wage work in Germany.

In a first step, we present a profile of the working poor in the year 2004
using a number of socio-demographic variables (Table 4.2).

As we can see from the first part of Table 4.2, the in-work poverty rate in
Germany was 8 per cent in 2004. However, there are large differences in the
in-work poverty risk between Eastern and Western Germany: in Eastern
Germany, 15 per cent of all workers are poor, in Western Germany only
6 per cent. But although the level of in-work poverty differs, the socio-
demographic structure of the working poor is similar between East and
West: as additional analyses revealed, the regional difference in poverty risk
affects all other socio-demographic groups — with a few exceptions — to the
same extent. Therefore, we discuss further determinants of in-work poverty
without referring to regional differences.

Table 4.2 reveals that employed women in Germany have a higher
poverty risk than employed men. Albeit the majority of all workers are
male, 55 per cent of the working poor are women. Furthermore, Table 4.2
shows that an employed woman without a partner is more than twice as
likely to be poor as a woman with a partner (13 vs 6 per cent).? By contrast,
the poverty risk of employed men is only weakly correlated with their
partner status. Nine per cent of employed men without partners and as
many as 6 per cent of those who have partners are poor.

According to our analysis, workers with children are over-represented
among the working poor. Their poverty risk is 9 per cent. However, their
risk is highly dependent upon their partner status: employed single parents
have a poverty risk of 16 per cent, which is twice as high as that of workers
who live with children in a dual-parent household (8 per cent).

With regard to our analysis of the age structure of the working poor, it
becomes apparent that poverty is much more common among younger
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Table 4.2  Socio-demographic characteristics of working poor and all
employees in 2004 (%)

Share of Share of all Poverty
working risk
Region
West Germany 66 82 6
East Germany 34 18 15
Both 100 100 8
Gender
Men 45 52 7
Without partner 13 11 9
With partner 26 35 6
Other (partner status unknown) 7 6 9
Women 55 48 9
Without partner 20 12 13
With partner 23 31 6
Other (partner status unknown) 12 5 18
Children in household
Without children (< 14 years) 64 70 7
With children (< 14 years) 36 30 9
Without partner 4 2 16
With partner 26 26 8
Other (partner status unknown) 6 2 22
Age
< 31 years 40 22 14
31-40 years 21 28 6
41-50 years 23 27 7
51-64 years 15 23 5
Level of qualification
No qualification 4 1 25
School degree (only) 33 14 17
Vocational qualification/ 62 83 6
academic degree
Other 1 1 10
School degree (Casmin)
No school degree 5 1 25
Secondary school degree 29 28 8
Intermediate school degree 35 35 8
Upper secondary degree 18 29 5
Other (including foreign grades) 13 7 15

Source:  SOEP 2004 (weighted).
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Source:  SOEP 1991-2004 (weighted), see also Appendix.

Figure 4.1 In-work poverty rate in Western and Eastern Germany,
1991-2004 (%)

workers. Table 4.2 shows that individuals under 31 years of age make up
nearly 40 per cent of the working poor in Germany. Consequently, with a
poverty risk of 14 per cent, these workers are more than twice as likely to
be poor as older employees.

Twenty-five per cent of workers who have neither a school degree nor a
vocational qualification are poor. Since these individuals are weakly repre-
sented in the population, the difference in poverty risk among workers with
a school degree is more meaningful: according to Table 4.2, workers without
a vocational qualification are nearly three times as likely to be poor as those
employees who have some form of vocational qualification (17 vs 6 per
cent). Another interesting point to note here is that having a vocational
qualification has a much stronger effect on the poverty risk than type of
graduation completed. As Table 4.2 reveals, the poverty risk between lower
and upper secondary school graduates differs by just 3 percentage points.

As we have already reported, the level of in-work poverty differs sub-
stantially between Eastern and Western Germany. The following analy-
ses about the development of in-work poverty and low-wage work
therefore take regional differences into account. This enables us to gain a
more comprehensive picture of the regional distinctions in the in-work
poverty risk.
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Source:  SOEP 1991-2004 (weighted), see also Appendix.

Figure 4.2 Low-wage rate in Western and Eastern Germany, 1991-2004
(70)

Figure 4.1 shows the development of in-work poverty in Germany as a
whole, in Western Germany and in Eastern Germany. The decline in the
entire rate at the beginning of the observation period was caused by a
strong decrease in in-work poverty in Eastern Germany between 1991 and
1993. From 1994 onward, both the Eastern and Western German rates
decreased slowly, nearly converging in 1998 at a level of 6 per cent (Western
Germany) and 8 per cent (Eastern Germany) respectively. From 1999
to 2003, the in-work poverty risk increased steadily, from 5 to 8 per cent
in Western Germany and from 8 to 12 per cent in Eastern Germany.
Comparing the 2004 rates with those of 2003, we find a slightly lower in-
work poverty risk in Western Germany, whereas Eastern Germany experi-
enced an increase of three percentage points.

Figure 4.2 shows the percentage of low-wage workers in Germany from
1991 to 2004. In Western Germany, the share of low-wage work has
increased constantly, from 23 per cent in 1991 to 28 per cent in 2004. By
contrast, it appears that the low-wage rate in Germany at large decreased
from 32 to 24 per cent between 1991 and 1994. This was obviously caused
by a rapid economic adjustment process in Eastern Germany after the
process of reunification. In 1999, the Eastern and Western rates con-
verged at a level of 25 and 26 per cent, respectively. Both rates increased
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Figure 4.3 In-work poverty rate of low-wage workers in Western and
Eastern Germany, 1991-2004 (%)

between 2000 and 2004, with Eastern German employees again more likely
to be low-paid than Western Germans (the Eastern German rate is 2 to
5 percentage points higher during that period).

It is not just the in-work poverty rate in 2004, but also its development
during the period under observation which differs substantially between
Eastern and Western Germany. The same situation applies to the trend of
the low-wage rate. Furthermore, Figures 4.1 and 4.2 suggest a closer rela-
tionship between the low-wage rate and the in-work poverty rate in the case
of Eastern Germany. This impression is confirmed by our statistical analy-
sis of the correlations: the low-wage rate and the in-work poverty rate in
Eastern Germany are correlated with a coefficient of r = 0.97. In Western
Germany, by contrast, the respective coefficient is only r = 0.37. One could
interpret this as a first clue about the different relationships between low
wages and poverty in Eastern and Western Germany. Figure 4.3 further
emphasizes this contrast: during the whole period under consideration,
Eastern German low-wage workers were more likely to be poor than their
Western German counterparts. The difference in the respective poverty
rates ranged from 3 (2002) to 32 (1991) percentage points. Our assumption
that low-paid workers generally manage to avoid poverty seems to be
invalid for Eastern Germany. Consequently, the role of low-wage work
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Table 4.3  Distribution and poverty rate of low-wage workers by household
characteristics in Germany

Household type Share (percentage) Poverty risk (percentage)
1996 2000 2004 1996 2000 2004

Western Germany

All 100 100 100 13 14 13
Single earner hh 23 27 29 32 34 32
Single hh 10 14 14 53 42 37
With partner 11 10 13 18 23 23
With other adult 3 3 3 31 37 27
Multi-earner hh 77 73 71 8 8 6
With partner 55 51 49 6 5 4
With other adult 22 22 22 14 13 9
Eastern Germany
All 100 100 100 20 21 33
Single earner hh 31 30 36 28 46 42
Single hh 14 17 21 37 57 51
With partner 14 10 12 15 31 30
With other adult 4 3 3 - - -
Multi-earner hh 69 70 64 17 12 28
With partner 41 45 37 14 12 23
With other adult 27 25 26 21 11 29

Source:  SOEP 19962004 (weighted).

appears to differ between Western German and Eastern German house-
holds.

In the section that follows, we will explain the results presented in this
section by analysing the housechold context of low-wage workers in
Germany. First, we explain the low poverty risk experienced by Western
German low-wage workers. Then, by separately analysing Eastern German
low-wage workers, we will explore whether the regional differences in the
poverty risk of low-wage workers can be traced back to differences in
household composition.

THE HOUSEHOLD CONTEXT OF LOW-WAGE
WORKERS IN GERMANY

In the previous section, we showed that 87 per cent of all low-wage workers
in Western Germany avoided poverty in 2004. This finding, of course, is
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based on the assumption that a household’s income (as the sum of all
market and transfer incomes that are accumulated within the household)
and the respective amount of welfare are distributed equally among its
members.

Low-wage workers in Eastern Germany, who had a higher risk of
poverty throughout the whole period under consideration, are obviously
less able to compensate for low wages. However, the difference in the low-
wage rate between Eastern and Western Germany is rather small. In this
section, we show how low-wage workers in Western Germany manage to
avoid poverty. In addition, we explain why their Eastern German counter-
parts more often have an income below the poverty threshold.

Table 4.3 describes the household characteristics of low-wage workers in
Germany. Furthermore, the table summarizes the way the relationship
between low pay and poverty varies according to household structure. We
calculated that in 2004, more than 70 per cent of all low-paid workers in
Western Germany lived in multi-earner households, and hence were able to
pool their income with at least one other earned income. By contrast, an
additional analysis indicated that only about 50 per cent of non-low-paid
workers have access to the income of an additional earner. Thus, low-paid
workers are more likely than the average worker in Western Germany to live
together with additional earners. Obviously, they avoid poverty by redis-
tributing their respective earned incomes within the household context.
This conclusion is underscored by the poverty rates for the two different
types of households: low-wage employees with no other earners within the
household appear much more likely to be poor (32 per cent) than employ-
ees who are able to pool their low income with another earned income
(6 per cent). Thus, contributions of other incomes to the household actu-
ally help the majority of low-wage workers to avoid poverty.

A more detailed overview is achieved by further differentiating the
household characteristics. It does appear that persons living with an
employed partner make up half of the low-paid workers in Western
Germany (2004: 49 per cent). With a poverty risk of 4 per cent in 2004, this
group of low-wage workers had the lowest poverty rate. In contrast, 37 per
cent of the low-wage workers who lived as singles fell below the poverty line
in 2004. It may be somewhat surprising that single earners have a better
chance of avoiding poverty if they live in couples. Obviously, single earners
with partners often have indirect access to additional incomes, such as pen-
sions or unemployment benefits. What is also intriguing about these results
is that the largest group of low-wage workers — those living with an
employed partner — face a poverty risk below the total Western German in-
work poverty rate (6 per cent). Here, low wages may possibly be interpreted
as additional incomes which can even act as protection against poverty.
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Table 4.3 also shows that sharing a household with other employed
people who are not the subject’s partner is quite common among low-wage
workers in Western Germany. The high percentage in this category (2004:
21 per cent) reflects the fact that low-paid workers without partners are
often young individuals living with their parents. Although their poverty
risk was greater than the overall in-work poverty risk in 2004 (6 per cent,
Table 4.2), they still had a better chance of avoiding poverty than the
average low-wage worker.

It does appear that the primary relationships found in Western Germany
also hold true for low-wage workers who live in Eastern Germany. As we
can see in Table 4.3, Eastern German low-wage workers living in multi-
earner households also have a lower poverty risk than low-paid single
earners (2004: 28 vs 42 per cent). However, compared to their Western
German counterparts, Eastern German low-wage workers are more often
single earners (2004: 36 vs 29 per cent). Furthermore, the contributions of
other incomes have a smaller effect on the poverty risk of low-wage workers
in the eastern parts of Germany: while the differences in the poverty risk
between single earners in Eastern and Western Germany can be regarded
as small (2004: 42 vs 32 per cent), Eastern German low-wage workers with
employed partners were almost six times as likely to be poor as their
Western German counterparts in 2004. Although the latter difference was
less pronounced in 1996 and 2000, the relative difference in poverty risk
between low-wage workers with and without an additional earner was
greater in Western Germany in these years as well. In 1996 (2000), Western
German low-wage workers without an additional earner were four (4.25)
times as likely to be poor as their counterparts with an additional earner.
In Eastern Germany, by contrast, the respective ratio was 1.6 (3.8).

Taken together, our findings explain the low poverty rate among low-
wage workers in Western Germany. Based on the assumption that each
household member has equal access to the household income, they reveal
that low-wage workers generally avoid poverty by redistributing the
members’ earned incomes within the household context. This finding cor-
responds to the results of our analysis about the role of potential other
sources of income for low-wage workers in Western Germany: only a
minority of them — less than 10 per cent — have more than one job and thus
access to a second own employment income (results not reported).

Differences between the poverty risks of low-wage workers in Eastern
and Western Germany can, to some extent, be traced back to regional
differences in the status of low-wage work in the household context.
Furthermore, the results show that low individual pay translates into
household poverty to a different degree for different household character-
istics on the one hand, and between Eastern and Western Germany on the
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other. By demonstrating the importance of living arrangements in house-
holds for people in low-paid jobs, especially in Western Germany, single
earners receiving low wages are identified as a high poverty-risk group. It
becomes apparent that this group has grown steadily larger over the course
of time: the share of single earners among low-wage workers in Western
Germany has increased from 23 per cent in 1996 to 29 per cent in 2004
(Eastern Germany: 31 to 36 per cent).

In Eastern Germany, the effect of the household context on the poverty
risk of low-wage workers is smaller. Living in a multi-earner household
protects against poverty to a much lesser degree for Eastern than for
Western low-wage workers. Thus, additional explanations other than
income redistribution within the household context have to be taken into
account in order to explain the regional differences in the poverty of low-
wage workers. In addition, the high share of low-wage workers in both
regions remains unexplained so far.

In order to clarify these issues, we will explain and classify our empirical
findings in the next section by analysing Germany’s institutional and eco-
nomic framework. Explanations for the regional differences in the poverty
risk of low-wage workers mainly have to do with the labour market situa-
tion, whereas the high share of low-wage workers in Western Germany can
be interpreted as resulting from the configuration of the socio-political
context. In addition, looking at our empirical results from a macro per-
spective will enable us to argue whether low wages might even act as a pro-
tection against poverty in Western Germany.

THE DIFFERENT ROLES OF LOW-WAGE WORK IN
GERMANY

The preceding analysis showed that the majority of low-wage workers in
Western Germany live together with other employed persons and thereby
mostly avoid living in poverty. Thus, we explained empirically that a high
low-wage rate on the one hand and a low in-work poverty rate on the other
is not a contradiction in Western Germany. In Eastern Germany, by con-
trast, living together with other employed persons protects workers against
poverty to a much lesser degree.

An additional analysis regarding the composition of low-wage workers
using data from the GSOEP revealed that in 2004, 79 per cent of all low-
wage workers in Western Germany were women. By contrast, the share of
women among the entire working population was 48 per cent. In Eastern
Germany, however, women accounted for only 65 per cent of low-wage
(and 49 per cent of all) workers.
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Our results concerning the household context of low-wage workers are
obviously related to female participation in the labour market. Labour
participation of women, in turn, can be regarded as dependent on cul-
tural values on the one hand and on institutional variables on the other
(Pfau-Effinger, 2004). Therefore, in order to interpret our empirical findings,
in this section we analyse the cultural norms of gendered division of labour
and the institutional framework in Germany. We also consider some fea-
tures of the economic context — namely, the unemployment rate and the
wage level. By describing these components, we show how the low in-work
poverty risk of Western German low-wage workers and the regional
differences in the poverty risk between Eastern and Western German low-
wage workers relate to the configuration of the framework. From this macro
point of view, we are also able to explain the high share of low-wage workers
in Germany and to discuss whether low-wage work decreases rather than
increases the household poverty risk in Western Germany.

Western Germany can traditionally be categorized as a society in which
cultural norms and attitudes are oriented towards the male-breadwinner
model of the family. This model prescribes that husbands hold regular full-
time jobs and care for the material well-being of the family, whereas their
wives are assigned the tasks of homemaking and caring for children (Lewis
and Ostner, 1994). As in most European countries, this model became
prevalent during the transition from the agrarian to the industrial society
towards the end of the nineteenth century (Hinrichs, 1996; Pfau-Effinger,
2004). The allocation of gender-specific roles within the family was rein-
forced in West Germany after the Second World War. This can be explained
by the domination of the Christian Democratic Party from 1949 to 1969,
which is traditionally committed to a Catholic social doctrine (Esping-
Andersen, 1999).

From the end of the 1960s, cultural ideas about female employment
changed. This change was brought about by several developments which
were all, more or less, related to the process of ‘post-industrialization’ — the
transition from an industrial to a service society (Haller and Hollinger,
1994; Kaufmann, 2003; Pfau-Effinger, 2004): the expansion of the educa-
tional system, the emergence of the women’s emancipation and the stu-
dents’ movements, the individualization of family forms and life courses
and the creation of new fields of employment with jobs that were consid-
ered to be ‘female’. Nevertheless, despite the fact that a change in female
orientation towards employment took place, the idea that mothers are pri-
marily responsible for childcare has prevailed in Western Germany to this
day (Haller and Hollinger, 1994).

Attitudes and cultural norms are certainly important determinants
of the dominant family model within a society. Nevertheless, previous



The different roles of low-wage work in Germany 111

research has shown that there are a number of institutional factors sup-
porting the division of labour within households. Therefore, in the follow-
ing paragraphs, we discuss the roles of taxation, the social insurance
system, parental leave and childcare policies.

In Germany, the taxation of earned incomes is based on two prominent
principles: first, married couples are regarded as a single economic unit.
With regard to taxation, their incomes are added together, halved and then
taxed as two separate incomes (Daly, 2000). Second, the taxation of income
is progressive. Thus, assuming the existence of a primary earner, the
income of a potential secondary earner is (virtually) taxed at a higher rate.
Hence, the German system of taxation clearly privileges single-income
couples and creates disincentives for potential secondary earners to take on
employment.

However, Dingeldey (2000) argues that the principle of splitting also
privileges couples whose individual incomes differ significantly. This is
especially true if one earner works on the basis of a so-called ‘marginal
job’. Salaries from these jobs are exempt from joint taxation and taxed
at a fixed rate of 30 per cent, as long as they do not exceed the amount of
400 euros (Bundesministerium der Justiz, 2006).” Summing up, it can be
pointed out that secondary earners within couples are, on the one hand,
provided with a disincentive to reduce the income gap with the primary
earner (for example, by shifting from part-time to full-time employment)
and, on the other hand, provided with an incentive to work marginally on
a monthly low-wage basis.

The social insurance system in Germany is predominantly based on con-
tributions and not financed by taxes. Thereby, the principle of equality
between contribution and benefit applies (Kaufmann, 2003). Since contri-
butions are compulsory and related to the (working) income, the extent of
protection against life’s risks largely depends upon employment. Thus,
Germany can be regarded as a country with a relatively low degree of social
security for persons who are not entitled by current or past employment
(Esping-Andersen, 1990; Ullrich, 2005).8 However, non-working depend-
ants are entitled to many social security benefits and are thus released from
the commitment to (own) employment via their relationship to the
(employed) breadwinner (Pfau-Effinger, 2004).° Thus, it can be said that the
German system of social security privileges those families who follow a
single-earner model (Daly, 2000; Pfau-Effinger, 2004). It does not contain
economic incentives for potential secondary earners to take on any more
than marginal employment.

While Germany ranks high in international comparisons of parental
leave policies (Daly, 2000), the coverage of public childcare in Western
Germany is less extensive (Biichel and SpieB3, 2002; Leibfried and Ostner,
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1991): public childcare for children under 3 years of age is practically non-
existent (coverage is below 3 per cent in Western Germany) and has not
improved significantly since the early 1990s (Statistisches Bundesamt,
2004). For pre-school children (3—6 years), part-time childcare is a frequent
solution: publicly funded childcare facilities are usually available until
noon. The same goes for young pupils, since primary schools are required
to care for their pupils until 1 p.m., but largely do not offer full-time child-
care: only 8.3 per cent of all pupils aged 6 to 10 years were granted a full-
time place in school or in an after-school care club (Hort) in Western
Germany in 2002 (Riedel et al., 2005). Basically, therefore, children in
Western Germany are supposed to stay in their parents’ custody in the
afternoon. As the role of the caretaker within the family is — in most cases —
performed by women, mothers are often only able to work part-time.

Taking all these different aspects into consideration, we can sum up by
saying that the configuration of the institutional framework in Germany
supports part-time employment of the (female) partner of the (male)
breadwinner. At the same time, it provides disincentives for women to work
full-time. When we take the employment and family orientation of women
into account as well, it is appropriate to think of Western Germany today
as a society in which a modified (Dingeldey, 2000) or modernized (Pfau-
Effinger, 2004) male-breadwinner model prevails. This model is based on a
man who is employed full-time and a woman who works part-time.
Naturally, due to the low number of working hours, part-time work is asso-
ciated with a greater risk of low pay. Consequently, the role of low-wage
work in Western Germany has to be interpreted as secondary employment
within the household context. This explains the high proportion of low-
paid workers in Western Germany, their above average appearance within
the multi-earner household and, finally, their low in-work poverty risk.

In the previous section, we found that the poverty risk among low-wage
workers with an employed partner is below the overall in-work poverty risk.
Therefore, it might also be worth discussing whether low-paid female
employment often even acts as a protection against poverty (see Becker,
2002). However, the role that additional earners play in preventing poverty
ought not to be overestimated. Several studies dealing with female employ-
ment and attitudes towards it suggest that female participation in the
labour market is strongly related to independence and self-realization
(Haller and Hollinger, 1994; Kurz, 1998), motives which are pronounced in
the higher education milieu. Consequently, supplementary female part-
time work might be interpreted as a middle-class phenomenon, enhancing
the welfare position of households which are — from a poverty perspective —
not relying on this economic effect. The below-average in-work poverty risk
of low-wage workers with employed partners must accordingly be inter-
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preted as a mediated class (or education) effect. We are not able to clarify
this issue definitively by means of our results. Thus, the question of whether
low-wage work prevents poverty or indicates certain determinants of
welfare still remains open.

Until now, our presentation of the framework has been restricted to
Western Germany. In the previous section, we showed that low-wage
employees in Eastern Germany are significantly more likely to be poor than
their Western counterparts, despite the fact that the rate of low-wage
employment is similarly high in both regions. This leads to the assumption
that low payment has a different structure and different causes in Eastern
Germany.10

In this section we were already able to reveal that Eastern German low-
wage workers are more likely to be single earners than their Western
German counterparts. However, the difference is rather small and does not
fully explain the regional variances in poverty risk. In order to provide an
exhaustive explanation, we need to consider the fact that context and
(gender) culture differ between Eastern and Western Germany.

After reunification, West Germany’s institutional framework was imposed
upon the Eastern Federal States (Kaufmann, 2003). The only institutional
feature that now differs is the childcare system, which, in the East, still con-
tains some elements of the former German Democratic Republic (GDR)
system and consequently provides options for full-time childcare (Dingeldey,
2000). By contrast, the economic context reveals large differences between
the two regions (Deutsches Institut fiir Wirtschaftsforschung et al., 2002).
First, compared with Western Germany, firms (especially industrial busi-
nesses) are, on average, younger, smaller and, consequently, less productive.
Second, Eastern Germany still faces infrastructural deficits and thus attracts
very few investors. Third, since the ageing and shrinking of the population
are proceeding faster than in Western Germany, the Eastern German
economy suffers from a comparatively low demand for goods and services.
Accordingly, Table 4.4 reveals that the wage level in Eastern Germany
has been significantly lower than that of Western Germany since reuni-
fication (see also Gorzig et al., 2004). In 1991, the average Eastern German
hourly wage (4.63 euros) was less than half as high as the average wage in
Western Germany (10.81 euros). Wage levels then converged steadily up until
1995. From 1995 to 2001, the difference remained relatively stable, with the
average Eastern German wage amounting to between 67.6 and 71.4 per cent
of that in Western Germany. In 2001, the wage gap was again reduced by
about 3 percentage points and has remained relatively stable in subsequent
years.!!

The difference in the average hourly wage between Eastern and Western
Germany can be regarded as significant throughout the whole period under
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Table 4.4  Hourly gross wages in Eastern and Western Germany
(1991-2004)

Year Mean wage Wage gap
Western Germany Eastern Germany (percentage)
1991 10.81 4.63 42.8
1992 11.87 6.27 52.8
1993 12.49 7.73 61.9
1994 12.87 8.63 67.1
1995 13.56 9.51 70.1
1996 14.05 9.50 67.6
1997 14.00 9.93 70.9
1998 14.22 9.73 68.4
1999 14.22 9.86 69.3
2000 14.36 10.25 71.4
2001 14.43 10.77 74.6
2002 15.12 11.07 73.2
2003 15.61 11.50 73.7
2004 15.82 11.82 74.7

Source:  SOEP 1991-2004 (weighted).

consideration. As a consequence, at any given point in time, primary
earners in particular have had a greater low-wage risk. Thus, the aggrega-
tion of two low-wage incomes within a household is more probable in
Eastern Germany, and the sum of two Eastern German earned incomes is
less likely to reach the poverty threshold defined on the basis of the joint
distribution. Consequently, the poverty risk of low-paid workers with
working partners in Eastern Germany is higher than it is in Western
Germany. Along with the higher proportion of single earners among low-
wage workers in East Germany (which is interpreted below), this explains
the difference in poverty risk between Eastern and Western German low-
wage workers.

It may seem surprising that the difference in wage levels between Eastern
and Western Germany does not result in a significant difference in the low-
wage risk. This can be traced back to the fact that female full-time employ-
ment is more common in Eastern Germany. Consequently, employed
women are at a lower part-time risk and therefore also at a lower low-wage
risk compared with Western Germany.

Whereas after the Second World War the (modified) male-breadwinner
model was established in West Germany, the dual-earner model became
predominant in the GDR (Braun and Nowossadeck, 1992). The com-
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prehensive provision of state-run childcare facilities allowed for high
labour participation among women. The reasons for this were economic as
well as ideological in nature: on the one hand, the GDR system suffered
from a labour shortage; on the other hand, the emancipation of women is
a traditional socialist claim (Kurz, 1998).

The socio-political framework of the former GDR and the cultural
imprint under the socialist regime have shaped current attitudes towards
female employment in Eastern Germany (Braun and Nowossadeck, 1992;
Kurz, 1998). But despite the strong orientation towards female employment
and the provision of day-care facilities, many couples in Eastern Germany
fail to take on two jobs. This is indicated by the fact that the share of single
earners among the low-paid is larger than in Western Germany. Obviously,
in Eastern Germany, the dual-earner model has eroded. One possible reason
for this development is that the high orientation towards employment
among Eastern German women conflicts with many components of the
institutional framework (Braun and Nowossadeck, 1992; Dingeldey, 2000),
which is now — as mentioned above — the same one that exists in Western
Germany. Another reason might be the high share of unemployed persons
in the East. During the observation period, individuals in Eastern Germany
were nearly twice as likely to be unemployed as individuals in Western
Germany (Bundesagentur fiir Arbeit, 2006).

In summary, it does appear that although the low-wage rates are simi-
larly high in Eastern and in Western Germany, the causes are different:
whereas low-wage jobs in Western Germany are often supplementary
incomes that help families to increase their welfare, the high share of low-
wage work in Eastern Germany reflects the inequality of incomes between
the two regions. Low-wage work in Eastern Germany consequently has
the role of a primary employment within the household context. A low
wage received by a primary (and especially by a single) earner is, as a
matter of course, more strongly associated with household poverty than
a low wage received by a secondary earner. When we also consider the
high unemployment rate in Eastern Germany, this explains our findings
about the high in-work poverty risk of low-wage workers in Eastern
Germany.

SUMMARY AND PERSPECTIVE

We have shown that in Western Germany, the modified male-breadwinner
model is the dominant type of family model. This can be traced back to cul-
tural norms, on the one hand, and to the configuration of the institutional
context, on the other. Thus, low-paid jobs are widespread, and in most
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cases are a supplementary source of income for households in Western
Germany.

This situation is also reflected in our data: in 2004, 28 per cent of all
workers in Western Germany received a low wage. The vast majority of
them — 71 per cent (2004) — lived together with additional earners and
had an average in-work poverty risk of only 6 per cent (2004). A low-
wage worker who lived with an employed partner even had a below-average
in-work poverty risk — that is, 4 per cent (2004).

The role of low-wage work in Eastern Germany is different. Since cul-
tural norms are oriented towards female full-time employment, and child-
care provision supports the double-earner model, low-paid jobs are not
primarily linked to part-time and secondary employment. Rather, the high
proportion of low-wage work (2004: 33 per cent) expresses a generally
lower wage level in Eastern Germany as compared to Western Germany.
The high unemployment rate in Eastern Germany is reflected by the empir-
ical fact that low-paid jobs are more often the sole source of income (in con-
trast to Western Germany, only 64 per cent of workers live with additional
earners) and that low-wage workers are much more likely to receive state
transfers. Consequently, the poverty risk among low-wage workers (2004:
33 per cent) and the general in-work poverty risk (2004: 15 per cent) are
higher than they are in Western Germany (13 per cent and 6 per cent,
respectively).

But the problem of low-paid jobs being the main source of income is
obviously not only an Eastern German issue. This is revealed by our
analysis of the composition of the working poor in Germany, which indi-
cates that region of residence is a decisive, but not the sole determinant
of in-work poverty. Furthermore, in an additional analysis, we found
that although the poverty risk of low-wage workers is small, the vast
majority of poor employees in Western Germany — 63 per cent — are low
paid.

Young people who are at an early stage in their careers often receive low
hourly wages — which can be explained by the fact that wage systems are
mostly organized in terms of age and seniority. In addition, it might be
argued that entry into some professions takes place via internships and
part-time jobs. Consequently, workers under 31 years of age are — with a
poverty risk of 14 per cent (2004) — over-represented in the group of the
working poor. Persons who, due to a lack of educational and/or vocational
qualification, only have access to simple and unspecialized job opportun-
ities have a greater risk of being low-paid as main earners as well. Thus,
their poverty risk is well above average.

In addition, our analysis has revealed that women without partners
have, compared with their male counterparts, a high in-work poverty
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risk (13 per cent). This can largely be traced back to the fact that women
are more often single parents, who have an above-average in-work
poverty risk of 16 per cent. Also, it should be noted that the modified male-
breadwinner model creates economic dependencies within couples (Lewis
and Ostner, 1994). As Daly (2000) argues, the high level of decommodi-
fication among women depends upon marriage with a male breadwinner.
In the case of separation or divorce (which is, in many cases, associated
with a shift from being a secondary to a primary earner), an expansion of
(formerly) part-time employment is likely not to be possible. Given the fact
that women more often assume custody of children after separation, this
might explain the high poverty risk of women without partners (Andrel3
et al., 2006).

The high in-work poverty risk of single parents can be traced back to
restrictions in the childcare system. Single parents in gainful employment
often have to make do with part-time work and are consequently at a high
risk of low pay. Since they are main earners by definition, their low payment
situation is a precarious one. Consequently, a diversification of lifestyles —
which implies the realization of family models with only one adult — is not
compatible with the configuration of the socio-political framework: from
the point of view of single parents, the institutional context in Western
Germany is misspecified.

As studies reveal, there is a trend towards alternative living arrangements
and single-parent families in Germany (see Briderl, 2004). This develop-
ment, in turn, increases the incidence of precarious low-wage employment.
Apart from a pluralization of lifestyles, there are other reasons for assum-
ing that the role of low-wage work is beginning to be redefined in Western
Germany. The increasing unemployment rate in Western Germany during
the period under consideration (from 6.2 per cent in 1991 to 9.4 per cent in
2004; Statistisches Bundesamt, 2004) reveals that Germany is facing a
decline in the percentage of employed persons. Therefore, it might have
become more difficult for a low-wage worker to pool his or her income with
that of another earner. This affects the in-work poverty issue, since the
impact of low-wage work on poverty risk depends upon the household
context. Indeed, our analysis (Table 4.3) indicates that the number of low-
paid earners who do not have access to a partner’s earned income has
increased steadily, from 23 per cent in 1996 to 29 per cent in 2004. In add-
ition, we can assume that an increasing unemployment rate affects the
poverty risk of non-low-wage employees as well.

Furthermore, the high unemployment rate indicates a lower demand
for labour in general and consequently a decrease in bargaining power
for dependent employees. This loss is strengthened by social policy
which increasingly stresses the importance of labour market participation by
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lowering the level of unemployment benefits: for instance, a recent reform in
unemployment policies (‘Hartz 4 — Reform’) has abolished the status-based
system of unemployment assistance in favour of a system similar to the
former social assistance programme, which places more conditions on the
granting of benefits (Becker and Hauser, 2006).

In addition, we can observe a decline in union power in recent years (in
part, this development can also be traced back to shifts in the bargain-
ing position of unions brought about by a high unemployment rate):
union density as well as collective bargaining coverage have decreased in
the last few years (Ellguth and Kohaut, 2005). The erosion of the latter is
partly driven by so-called ‘opt-out’ clauses, which were initially intro-
duced to help firms which suffered from negative economic conditions
(Bispinck, 2004). Since there is no general minimum wage in Germany,
lower wage boundaries are set by collective agreements. Hence, the
decline in bargaining coverage is expected to result in a decrease in lower
wage boundaries. Furthermore, a larger dispersion of wages is being dis-
cussed as means to create a higher demand for low-skilled labour (Bonin
et al., 2003).

Owing to the low demand for labour and increased labour market pres-
sures, former standard full-time earners are being forced to make do with
atypical employment and low-wage jobs (Hoffmann and Walwei, 1998). In
addition, the unemployed are largely being channelled into low-paid
employment. The steadily increasing low-wage rate in Western Germany
(Figure 4.2) could be interpreted as support for this assumption. As a con-
sequence, part-time and low-wage jobs often lose their status as supple-
mentary sources of income and become the main source of income within
the household. An increase in poverty among the group of low-paid
employees (from 10 to 13 per cent) and workers in general (from 5 to 6 per
cent) can be observed since the end of the 1990s, and might already reflect
this change in the role of low-wage work.

Taking all these different aspects into consideration, we can assume
that changes in the economic context and the institutional framework,
resulting in an increase in the poverty rate in Germany in recent years
(Bundesministerium fiir Gesundheit und Soziale Sicherung, 2005), have
also raised the poverty risk of the employed population. First signs of an
erosion of the dominant role of low-wage work have already been indicated
by our analysis. Therefore, a comprehensive review of recent changes in the
configuration of the welfare state and the labour market and its conse-
quences on the incidence and structure of in-work poverty appear to be
important issues for further research.
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NOTES

In the GSOEP, this information is collected via the so-called ‘income-screener’ question
(‘If you take a look at the total income from all members of the household, how high is
the [disposable] monthly household income today?’).

For a discussion about the implications of different equivalent scales see Becker (2002).
The net income in the primary job is also collected using an ‘income-screener’ question
in the GSOEP. However, we have used a modified version of the respective variable with
imputed values in case of item non-response (see Frick and Grabka, 2005).

In detail, we found that 18 per cent of all workers in Germany receive a low wage accord-
ing to both definitions. Eleven per cent earn a low monthly wage and 6 per cent a low
hourly wage alone. Thus, with a total of 24 per cent, we found a higher share of low
hourly-wage workers than Kalina and Weinkopf (2006), whose results are based on iden-
tical data and the same threshold (see Table 4.1). This variance in results can be explained
by differences in the definition of the working population: Kalina and Weinkopf
included only workers who are primarily employed and consequently excluded students,
pensioners, and so on with supplementary (and consequently low-paid) jobs.

The category ‘other’ includes predominantly (adult) children. Their above-average in-
work poverty risk may seem surprising, but it obviously reflects the fact that an early
entry into the labour market is more common in lower classes.

Nevertheless, employees with a vocational qualification still represent the largest group
among the working poor in Western Germany.

During the period under consideration, the exact conditions of a marginal job have
changed several times with respect to the upper limit of wage and number of working
hours. Nevertheless its basic feature, the flat tax rate, has always remained.

Compared with other so-called ‘residual’ welfare states, benefits such as social assistance
payments and housing benefits, which are granted independent of past or current
employment status, are high in Germany (Esping-Andersen, 1990; Kaufmann, 2003).
Therefore, our valuation here is based on the difference in the level of coverage between
people with and without employment.

As far as health care is concerned, for example, family members of a single earner are
generally covered without any additional contributions (Dingeldey, 2000). However, this
regulation only applies to non-working family members or those who work marginally.
Another important example is that of retirement pensions, whose level is determined by
the duration and amount of contributions to the pension insurance fund (Kaufmann,
2003). In the case of death, titles to benefits are partially transferred to married partners
(‘survivorship annuity’; Daly 2000).

The high share of Eastern German low-wage workers who receive social assistance pay-
ments or unemployment benefits (about 25 per cent, own calculations with GSOEP
2004), reinforces this impression.

These results partially explain the development of the difference in in-work poverty rates
between Eastern and Western Germany (Figures 4.1 and 4.3), which was — at least until
2002 — approximately mirrored by the development of the difference in the wage levels.
However, the increase in the in-work poverty rate in Eastern Germany between 2002 and
2004 remains unexplained.
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5. The silent transformation of the
Dutch welfare state and the rise of
in-work poverty

Erik Snel, Jan de Boom and
Godfried Engbersen

INTRODUCTION: WELFARE STATES AND IN-WORK
POVERTY

Until recently, scholars argued that different welfare state regimes create
different kinds of poverty. The typical face of poverty in liberal welfare
states such as the USA is that of the working poor. The relatively
large number of working poor in the USA is a consequence of the central
characteristics of a liberal welfare state (Esping-Andersen, 1990). The

combination of marginal social protection and low minimum wages creates
a situation in which vulnerable people are often forced to work but
remain poor (Jencks, 2005; Neubeck, 2006). On the other hand, because of
the low wage levels in the USA, there is ample low-skilled and low-paid
work available for those people who depend on this segment of the
labour market. Such jobs are often lacking in the more developed welfare
states of the European continent. As a result, there are many US citizens
who work but are nevertheless poor. Moreover, working poor individuals
often have to combine several low-paid jobs in order to make ends meet —
asituation that has been vividly described in ethnographic studies about the
American working poor (Ehrenreich, 2002; Newman, 1999; Venkatesh,
2006).

The typical face of poverty in the European welfare states — especially
those on the European continent — is rather different. Continental
European or ‘corporatist’ welfare states tend to become ‘welfare states
without work’ (Esping-Andersen, 1996). Because of the higher levels of
social security in these countries — mostly in the form of a social safety net
for all citizens — those who do not work or are unable to work can gener-
ally rely on social security or means-tested social assistance. The relatively
high legal minimum wages in the Continental European welfare states
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protect the working population but also make labour relatively expensive.
As a consequence, low-skilled labour becomes unprofitable and tends to be
excluded from the formal labour market. In short, the Continental
European welfare states have high levels of social security but tend to
exclude vulnerable groups — especially low-skilled workers — from the
labour market. The corresponding typical face of poverty in countries like
the Netherlands is (or was) that of ‘persistent state dependency’: the Dutch
poor mostly did not work, but lived on social benefits (Engbersen, 1995;
Engbersen et al., 2006).

The risk of this kind of comparison of welfare state regimes (liberal
versus conservative welfare states), however, is that they tend to be static
and often overlook institutional changes within separate countries. Indeed,
Esping-Andersen insists that the characteristics of welfare state regimes are
so much anchored in historical institutions that fundamental changes are
hardly thinkable (the axiom of ‘path dependency’ or ‘institutional immo-
bility’; Esping-Andersen, 1996; Pierson, 1994; 2000).! Others point out
fundamental changes that have taken place in contemporary welfare states.
In the case of the Netherlands, Visser and Hemerijck (1996) argued that
small reforms in labour conditions, monetary policies and social security
have resulted in significant changes in social security: less social protection,
less generous social benefits and more ‘activating’ labour market policies
(cf. Hemerijck and Visser, 2006). Gilbert (2002) observed a transformation
of the welfare states in both the USA and Europe, from the traditional
welfare state to an ‘enabling state’. Universal and unconditional social
security systems that offered protection from the social risks of the free
labour market (‘decommodification’) were typical for the ‘old’ welfare state.
The new enabling state, on the other hand, emphasizes the promotion of
work rather than social protection. The central aim of the enabling state
is to prevent social exclusion and to stimulate citizens to work (= ‘social
inclusion’). Social security contains financial incentives and sanctions that
stimulate benefit claimants to return to the labour market. Universal
and unconditional social benefits are gradually replaced by selective
arrangements for a more restricted group of households that are really
unable to provide for their own incomes through formal work (Gilbert,
2002: 43-7).

Gilbert’s argument is not that US and European welfare states are con-
verging, but rather that they are developing in a similar direction: less social
protection and more emphasis on ‘activating’ measures and promotion of
work. Such institutional reforms are visible in the Netherlands as well. As
early as the late 1980s — at the height of the economic crisis — social benefits
were actually reduced (by an average of 10 per cent) and subsequently
frozen for many years. The problem, however, as it was then perceived, was
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excessive dependence on disability benefits (often referred to as the ‘Dutch
disease’). In 1987, a drastic revision of the Dutch Disability Insurance Act
(Dutch acronym WAO) was issued, the first of a whole series of revisions
in the WAO, which ended in 2006 with the repeal of the WAO and the intro-
duction of a new act: Work and Income According to Labour Capacity.
The name of this new act clearly shows its intention: people with health
limitations are expected to work and earn their own income as far as their
health enables them to do so. Partial disability benefits are only possible
when people still work. This drastic policy change began in the mid-1980s
with the removal of the measure stipulating that people with partial health
limitations could receive a full disability benefit. Another drastic policy
change which was initiated during those years was the gradual reduction of
the duration of unemployment benefits. All these changes were intended to
reduce persistent benefit dependence and to stimulate the resumption of
work. However, in the early 1990s, it became clear that the welfare state
reforms had thus far failed to achieve this objective. A new round of even
more drastic adjustments to the Dutch social security system followed.
These new policy interventions were inspired by a new definition of the
problem. The problem of the Dutch welfare state was not only a financial
one — the burden of many and persistent social benefits — but one of uncon-
trollability. The new social security reforms of the 1990s were therefore pri-
marily aimed at influencing the behaviour of social benefit claimants, social
security institutions and all the societal organizations surrounding the
Dutch social security system. Van der Veen (1999) describes the new social
security reforms of the 1990s as the transition from a social right paradigm
to an incentive paradigm.

The successive changes in the Dutch social security and social assistance
systems in the 1990s are too numerous to describe extensively here (see
Aarts et al., 2002; Teulings et al., 1997; Van der Veen, 1999; Visser and
Hemerijck, 1996). However, we can give some examples:

® Disentanglement of the implementation of social security. Interest
groups such as employers and trade unions were disconnected from
the social security system because they were held responsible for the
enormous increase in social security dependence that occurred in the
late 1980s.

® Privatization of risks. The risks of illness, incapacity and unemploy-
ment were ‘returned’ to employers — first by the differentiation of
employer contributions (in case of incapacity or unemployment),
and later by repealing all collective social protection for ill employ-
ees. Employers are now obliged to pay wages to sick employees
during the first year (later the first two years) of their illness. The idea
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was that employers would be more active in stimulating sick employ-
ees to resume work if they themselves were responsible for the
employees’ wages during the period of illness.

Further reduction of the level and duration of benefits. During the
1990s, the level of disability and unemployment benefits was reduced
further — from 80 down to 70 per cent of the claimant’s former
income. The duration of unemployment benefits is continuously
being reduced. There is still no time limit on disability and social
assistance benefits, although there is more pressure on benefit
claimants to resume work.

More selective access to social benefits. By using stricter criteria, the
influx of employees with minor health limitations being covered
under the Disablement Insurance Act was reduced. Under the new
Work and Income According to Labour Capacities Act, partially
incapacitated persons are denied access to the disability scheme alto-
gether. They can receive income support only when they work. If not,
they have to rely on (means tested) social assistance. Another
example of more selective access to social security was when the right
of social assistance for young people was replaced during the 1990s
by the obligation to work (the so-called Juvenile Work Guarantee
Scheme).

More conditional social benefits. Unconditional social rights were
gradually replaced by more conditional benefits — specifically, the
condition to find work. A first example is widow’s pensions: widows
(of working age) are now obliged to find employment. Successive
reforms of the Dutch Social Assistance Act, in particular, implied
stricter requirements for single parents to find new employment. In
the 1980s, single parents with children under 18 years of age were
not obliged to work. Since 1996, however, only single parents with
children under 5 have been exempted from labour market participa-
tion. With the new Work and Social Assistance Act, any single
parent —irrespective of the child’s age —is obliged to work (or at least
to look for work or improve his or her labour market chances
through education). Employees with minor health limitations and
social assistance claimants in general were also confronted with
stricter regulations aimed at promoting work (for instance, the use
of financial sanctions or interruption of benefits).

Activating’ labour market policies. Whereas in the 1980s, the
Netherlands was heavily criticized for its markedly passive labour
market policies, which created massive and persistent unemploy-
ment (Therborn, 1986), during the 1990s there was a fundamental
change in the direction of ‘activating’ labour market approaches. In
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particular, the cabinets of Social Democrats and Liberals (the so-
called ‘purple coalition’) that ruled the Netherlands during the
second half of the 1990s heavily emphasized work resumption (the
cabinet’s motto was ‘Work, work, work’). One instrument for pro-
moting work was extensive subsidized work programmes, which pro-
vided thousands of (often persistently) unemployed people with
low-paid ‘additional’ employment.

In our view, the successive reforms that have taken place in the Dutch
social security system from the mid-1980s until now have resulted in a silent
transformation of the Dutch welfare state. Many of the reforms described
above were implemented by the cabinet of Social Democrats and Liberals
that was in power from 1994 until 2002. The Conservative cabinet that fol-
lowed radicalized the social security reforms even further by issuing the new
social assistance and disability acts that we already mentioned. However,
these new reforms, which took place after 2002, are not included in our
empirical analysis, since our empirical data only cover the period from
1985-2001.

Our main argument in this chapter is that the institutional reforms in the
Dutch social security system that have been implemented since the late
1980s have implied a fundamental change in the nature of income poverty
in the Netherlands. Until then, poor people in the Netherlands were pre-
dominantly (persistent) social benefit claimants. We will argue that the
described social security reforms in the Netherlands — especially the stricter
regulations to promote resumption of work by single mothers, employees
with minor health limitations, and long-term unemployed persons in
general — resulted in an increase in in-work poverty. As a result of the more
selective and activating social security system that developed during the
1990s, social benefit claimants were pushed into the labour market. Labour
market participation, however, does not necessarily imply an escape from
financial poverty. In particular, (former) benefit claimants with weak
labour market positions (in terms of employment or household character-
istics) tend to remain poor even though they participate in the labour
market. Our main hypothesis, therefore, is that the expected increase in in-
work poverty is a consequence of the fact that people with weak labour
market positions (low-skilled or part-time workers, people working in pre-
carious service jobs, singles or single parents living in one-earner house-
holds) are being pushed from the social security system into the labour
market.

However, we should also consider the possibility that the (expected) rise
in in-work poverty in the Netherlands is not related to institutional
reforms in the Dutch welfare state and social security system. The increase
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in in-work poverty in the Netherlands could also stem from the more
general economic and demographic developments that took place in the
Netherlands in the (late) 1990s — such as an increase in low-paid work, part-
time work, insecure low-paid service jobs, self-employment, increased
female labour market participation, or an increasing number of singles,
single parents and, more generally, of one-earner households.

This chapter analyses the development of in-work poverty in the
Netherlands over the period from 1985-2001 by using statistical data from
the Dutch Socio-Economic Panel. Our research questions are threefold
(1) How did in-work poverty in the Netherlands develop during this period?
(2) Who are the working poor in the Netherlands? (3) How can we explain
the increase in in-work poverty in the Netherlands? The next section of this
chapter outlines the empirical data and methodologies used in our analy-
sis. The third section describes the development of in-work poverty in the
Netherlands. The fourth examines the composition of the Dutch working
poor population, in terms of their labour market characteristics, and their
individual and household characteristics. In the fifth section we discuss our
findings and our central hypothesis that the rise of in-work poverty in the
Netherlands is directly related to the institutional reforms of the Dutch
social security system in the last decades.

DATA AND METHODS
Database

The data used in our analyses are taken from the Dutch Socio-Economic
Panel (DSEP), which existed from 1984 to 2002. Here we use the data from
19852 until 2001. In the first year DSEP still contained a limited number of
respondents, making its data less reliable. In 2002, there was a major change
in the method of income measurement. Unlike all previous years, infor-
mation about household incomes was not derived from the survey, but
directly from administrative data. Since this significantly influenced the
outcomes, we decided not to use 2002 data in our analyses. The DSEP is
an annual survey among 5000 households (around 10000 adult individu-
als) and gives a consistent description of the socio-economic situation of
households and individuals and — as a panel study — of changes in this
situation.

Here, we make particular use of the data about household incomes and
various background characteristics of the households and individuals
involved. However, using statistical data collected over such a long period
almost inevitably implies that the methods of data collection change over
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the years. From 1984 through to 1989, the survey was held twice a year and
asked for the current monthly income of households. These monthly
incomes were then converted to annual incomes. From 1990 onwards, the
DSEP became an annual survey and asked (among many other things) for
the household income in the previous year.

As a consequence, the DSEP now contains two different figures based on
income data that were collected in 1989 (in the 1989 wave based on monthly
incomes in that year and in the 1990 wave based on annual incomes in the
previous year). Although this is not completely unproblematic, we decided
not to change this situation — for instance, by regarding the 1990 wave as
the 1989 wave (that is, the year the income data refer to, and so on for all
following years). There were basically two reasons for this. First, all the
other variables used in the analysis (including household composition
and even some income components) refer to the year the survey was
held. Second, we do not want to remove ourselves from the community
of researchers using the DSEP and their customary way of interpreting
DSEP data. However, the reader should keep in mind that our income
data for the years after 1989 actually refer to the household income in the
previous year.

Definitions and Measurements

Being poor is defined here as living in a poor household. To establish
whether or not a household is poor, we use the poverty threshold that is
widely accepted in international comparative poverty research. A house-
hold is considered to be poor when its equivalized disposable household
income3 is less than 60 per cent of the median disposable income of all
households in that year. In our analyses, we used the standard variable
‘equivalized disposable household income’ in DSEP. The equivalence
factors used in DSEP differ from those used in other research — namely,
1 for the first adult in the household, 0.38 for each additional adult, and
0.15-0.30 for underage children, depending on their age and position in the
household.

The population used in our analyses is adults of working age (15-64
years of age), with the exception of two specific categories. The first of these
are households with negative disposable incomes (which appear frequently
among self-employed persons). Second, and consistent with most Dutch
poverty research, students were also excluded from the analyses. The reason
for doing so is that when we only consider the (mostly low) incomes of
students they will generally be considered as ‘poor’ (and when they have a
small job, they will be considered as working poor). However, we do not
consider students to be poor because they are aware that being a student
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involves having a low income and choose this position in order to obtain
much higher incomes later in their careers. In our perception, including
both negative household incomes and students would result in an overesti-
mation of the magnitude of poverty in a country. In our analyses, ‘working’
is defined as working at least one hour a week.

THE DEVELOPMENT OF IN-WORK POVERTY IN
THE NETHERLANDS (1985-2001)

This section describes the development of poverty and in-work poverty in
the Netherlands from the mid-1980s until 2001. During these years, as we
already mentioned, the Dutch economy was characterized by two major
periods. In the late 1980s, the Netherlands faced a severe economic crisis
and a large and persistent unemployment rate. The 1990s — particularly the
second half of the 1990s — brought an economic recovery, economic pros-
perity and constant job growth. In the international literature, this
period in Dutch economic history became known as the ‘Dutch miracle’
(Visser and Hemerijck, 1996). One crucial feature of the booming economy
during these years was the strong increase in labour market participation.
The number of employed persons (working at least 12 hours a week)
increased from around 5.5 million in 1990 to 7 million in 2001; an increase
of 25 per cent in only 12 years (see Table 5.A1 in the Appendix). Here we
will describe what these changes in the economic tide implied for the devel-
opment of income poverty — particularly of in-work poverty — in the
Netherlands.

Figure 5.1 shows the development of the total poverty population (indi-
viduals between 15 and 64 years of age) in the Netherlands from 1985 to
2001. The figure shows that the size of the Dutch poverty population in the
1990s was considerably larger than in the 1980s. However, we should add
that this outcome is strongly influenced by the relative poverty measure-
ment (60 per cent of the annual median income) used in our analysis.* More
importantly, since our focus is on the development of in-work poverty,
Figure 5.1 shows a gradual shift within the Dutch poverty population from
non-working poor to working poor (see also Table 5.A2 in the Appendix).
In the mid-1980s, less than 3 per cent of all Dutch individuals of working
age were poor and working. In 1990, 4.3 per cent of the Dutch population
of working age belonged to the working poor. In 2001, the last year under
examination, this figure had increased to 6 per cent. At the same time, the
share of the non-working poor (as a percentage of the total population of
working age) remained constant (it fluctuated between 4 and 6 per cent with
no discernible trend). As a result of both tendencies, the ratio between the
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Source:  Dutch Socio-Economic Panel Survey 1985-2001; own computations.

Figure 5.1 Working and non-working poor persons in the Netherlands
(% of total population)

two categories changed. Up until the mid-1990s, the majority of the Dutch
poverty population of working age (15-64 years, students not included!)
was not working. However, since the late 1990s, there has been a significant
shift in the Dutch poverty population. Beginning in 1998, the majority of
the Dutch poverty population was actually working. In 2001, not less than
57 per cent of all adult members of poor Dutch households were working.
Although more recent empirical data are not available, we expect that the
number of working-poor individuals in the Netherlands will have increased
further after 2001, because the transformation of the Dutch welfare state
(less social protection, more emphasis on work promotion) was even more
pronounced after that.

The conclusion can be that the economic boom and constant job growth
that occurred in the Netherlands in the late 1990s went hand in hand with
an increase in in-work poverty and a shift in the Dutch poverty population
(from non-working to working poor). However, the increase in in-work
poverty may just be the result of strongly increased labour market partici-
pation during these years. After all, with more people at work — as was the
case in the Netherlands during this period — the number of working poor
automatically increases even when the poverty risk for working people
remains constant. If this is the case, the increase in in-work poverty in the
Netherlands can simply be attributed to economic developments — espe-
cially to increased labour market participation during those years. But as
Figure 5.2 makes clear, this is only one part of the story, because the
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Figure 5.2 Poverty risks of working and non-working persons in the
Netherlands (%)

poverty risk of employed persons (or the in-work poverty rate) also
increased from a level of less than 4 per cent in the late 1980s to between
5 and 6 per cent from the early to mid-1990s, and to at least 7 per cent since
1998. The latter figure implies that one in every 14 working individuals in
the Netherlands lives in a poor household. We can also conclude that the
poverty risk for working people in the Netherlands almost doubled
between the late 1980s and 2001 (and may have increased even further after
that). Figure 5.2 also shows that the poverty risk for non-working people is
significantly higher than that of working people and has also increased
in the last decades; but this does not negate the fact that there has also
been a significant increase in in-work poverty in the Netherlands since the
mid-1990s.

To summarize our findings thus far, we can say that since the mid-1990s —
that is, in a period that saw a booming economy, strongly increased labour
market participation, and institutional reforms in the Dutch social security
system — there has been a significant shift in the Dutch poverty population.
Whereas until the mid-1990s, the majority of the Dutch poverty popula-
tion was not working, since 1998 at least half (up to almost 60 per cent in
2001) of the Dutch poverty population was working. In our percep-
tion, these figures reveal a significant change in the character of the Dutch
welfare state and social security system. Until recently, the typical face of
poverty in the Netherlands was that of the non-working poor living off
social benefits. Since the mid-1990s, a new face of poverty has arisen in
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the Netherlands: individuals who are working — partly because they have
been pushed from social security or social assistance back into the
labour market — but are nevertheless poor. Furthermore, we have estab-
lished that this increase in in-work poverty in the Netherlands is not only
the result of increased labour market participation during those years
(which, when the in-work poverty risk for working people remains con-
stant, automatically results in more in-work poverty). In addition, working
people now face a greater risk of income poverty — up to a point where
shortly after the turn of the millennium, one in every 14 working adults
(students not included) lived in a poor household. Although we do not have
more recent empirical data, this number may have increased even further in
recent years.

WHO ARE THE WORKING POOR?

Who are the working poor? This section of the chapter describes the main
labour market (employed versus self-employed individuals, working hours,
occupational class), individual and household characteristics (gender, age,
household composition and number of incomes in the household, educa-
tional levels) of the working poor in the Netherlands. We also analyse to
what extent these labour market, individual and household characteristics
of the working poor have changed in recent decades.

Labour Market Characteristics

As international research shows, self-employed persons experience a higher
in-work poverty risk than employees (Bardone and Guio, 2005). An alter-
native explanation for the rise of in-work poverty in the Netherlands in the
1990s may therefore be that the number of self-employed persons living
below the poverty threshold increased. However, Figures 5.3(a) and 5.3(b)
do not support this assumption. Although Figure 5.3(b) shows that self-
employed persons in the Netherlands have a higher poverty risk than
employees, the figure also makes clear that the poverty risks of both cate-
gories tend to converge. Whereas the poverty risk of the self-employed has
tended to decline, the poverty risk of employees increased in recent decades
(from little more than 2 per cent in the mid-1980s to around 7 per cent in
the last three years under examination). Although self-employed persons
are still over-represented in the Dutch in-work poverty population, this
over-representation has been on the decline. As a result, as Figure 5.3(a)
shows, the self-employed are a declining, not a growing share of the Dutch
in-work poverty population.
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Figure 5.3 Employment, self-employment and in-work poverty

Another issue is part-time work. The Netherlands has experienced a
strong increase in part-time work in recent decades, especially because of
the huge influx of women into the labour force and the fact that many
female Dutch workers work part-time (Visser, 2002). The so-called
‘1.5 breadwinner model’ (the man works full-time, the wife works part-
time) has become more or less the standard in the Netherlands. One
could assume that the increase in in-work poverty in the Netherlands
is the result of the large increase among women working in part-time
jobs — especially because in our analysis, anyone who works at least one
hour a week is defined as ‘working’.> On the other hand, part-time work
is not necessarily related to in-work poverty. Part-time workers (or low-
paid workers in general) living in households with more than one
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Figure 5.4  Part-time work and in-work poverty

income have the possibility of pooling multiple incomes and are often
not poor.

As Figure 5.4(a) shows, the increase in in-work poverty in the
Netherlands in the second half of the 1990s was not the result of an
increase in part-time work. In all years, full-time workers (people working
at least four days a week) were the largest subcategory among the working
poor. Between 1985 and 1993, the share of full-time workers among the
working poor was quite constant (it declined with some fluctuations, from
55 to 53 per cent). In the following years, the share of full-time workers
among the working poor fell further, to 45 per cent in 2001. Nevertheless,
full-time workers are still the largest subcategory among the working poor.
Figure 5.4(b) makes clear that the risk of in-work poverty is obviously
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related to the number of working hours. People working in small part-time
jobs (less than 20 hours a week) have a larger poverty risk than people
working in more significant part-time or full-time jobs (more than
20 hours). In particular, the in-work poverty risk for people working
between 12 and 19 hours a week has exploded since the mid-1990s (from
almost 6 per cent in 1994 to 14 per cent in 2001). However, the share of this
subcategory among the working poor is too small to explain the overall
increase in the in-work poverty risk in the Netherlands in the late 1990s.

The fact that in-work poverty appears to be unrelated to part-time work
is not really surprising. Many part-time workers — especially those with
small part-time jobs — are women from non-poor households who earn
some income in addition to their spouses’ earnings. These households are
not poor, and the extra incomes from the wives’ part-time jobs make them
even less poor. However, we can assume that part-time work is strongly
related to in-work poverty when there is only one income earner in the
household (see Figure 5.8(a) and (b)).

A final labour market characteristic that is relevant in relation to in-work
poverty is occupational class. It has been argued that structural changes in
Western economies — in short, the shift from industrial to post-industrial
employment — have also resulted in the rise of precarious and often low-
paid service jobs. Esping-Andersen (1993: 25) even mentioned the rise of
what he called the new ‘post-industrial service proletariat’. These precari-
ous new service jobs are concentrated in urban economies and are often
filled by women, immigrants, and other population categories with weak
labour market positions (Sassen, 1991; Snel et al., 2007). The increase in
precarious, low-skilled service work may be another possible explanation
for the increase in in-work poverty in the Netherlands. We measured the
occupational class of the working poor using the class scheme developed
by Esping-Andersen (1993). What is crucial to this approach is that he dis-
tinguishes two separate occupational hierarchies: the Fordist hierarchy
(ranging from managers, clerical and sales occupations to skilled and
unskilled manual workers) and the post-industrial hierarchy (ranging from
professionals, technicians and semi-professionals to skilled and unskilled
service workers). Here, we ‘collapsed’ Esping-Andersen’s class scheme into
four basic categories: Fordist high, post-industrial high, Fordist low, and
post-industrial low occupations. The latter two categories consist of skilled
and unskilled manual or service workers.®

If the increase in in-work poverty in the Netherlands was indeed the result
of an increase in precarious, low-skilled service work, we would expect this
subcategory of the occupational structure to (a) account for a significant
and increasing share of the Dutch in-work poverty population, and (b) have
high and increasing in-work poverty risks. However, neither appears to be
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Figure 5.5 Social class and in-work poverty

the case. In 2001, for instance, skilled or unskilled manual workers (‘Fordist
low’) formed a larger share of the Dutch working poor than skilled and
unskilled service workers (‘post-industrial low’; 30 versus 26 per cent). The
relatively high share of persons working in managerial, clerical and sales
occupations (25 per cent) among the working poor is also remarkable.
Moreover, almost half of the Dutch working poor are persons working in
higher Fordist or higher post-industrial occupations. As Figure 5.5(b)
shows, the in-work poverty risks are indeed highest in the lower post-indus-
trial occupations, but they are only marginally different from the in-work
poverty risks in the low-skilled Fordist occupations. Moreover, the poverty
risks of low-skilled service workers are not increasing. Overall, changes in
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the occupational class structure (especially the rise of precarious service
jobs) do not explain the increase in in-work poverty in the Netherlands.
More generally, we can say that the labour market characteristics dis-
cussed thus far reveal little about the causes for the increase in in-work
poverty in the Netherlands. This is less surprising than it seems to be at first
glance. Increases in self-employment, part-time work and the number of
low-qualified service jobs may result in an increase in the number of low-
paid workers. However, having a low (individual) income is not the same as
poverty, because poverty is measured at the household level. When people
with low earnings live in non-poor households and can pool their own
small incomes with those of their spouses, they are not necessarily poor. In
other words, the individual and household characteristics of the working
poor may be more significant than their labour market characteristics.

Individual and Household Characteristics

In this section, we will describe four individual and household characteris-
tics of the working poor: gender, household type, number of incomes in the
household and educational level. We will start with in-work poverty and
gender. One of the most important socio-economic developments in the
Netherlands in recent decades has been the strong increase in female labour
market participation. The female employment rate (that is, the number of
employed women in relation to all women of working age) increased from
30 per cent in 1985 to 54 per cent in 2001 (see Table 5.A1 in the Appendix).
More female labour market participation can contribute to in-work
poverty when the new female labour market participants are over-repre-
sented in low-paid, precarious and part-time jobs. As we mentioned before,
many Dutch women do indeed work in part-time jobs. However, part-time
and low-paid work contributes to in-work poverty primarily when there is
no possibility of pooling various incomes within the household; that is, in
single-earner households.

As Figure 5.6(a) reveals, in-work poverty in the Netherlands is, to a large
extent and increasingly, a female issue. This is a surprising outcome
insofar as earlier research showed that in-work poverty in most European
countries is predominantly a male phenomenon. The reason is that low-
paid male workers are often single earners (the traditional breadwin-
ner), whereas many low-paid female workers do not live in poor
households (Bardone and Guio, 2005). However, this is different in the
Netherlands. Since the early 1990s, at least 60 per cent of the Dutch
working poor are women. Moreover, since the early 1990s, the in-work

poverty risk for women has also been at least twice as high as it is for men
(Figure 5.6(b)).
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Figure 5.6  Gender and in-work poverty

For the time being, we may conclude that the increase in in-work poverty
in the Netherlands indeed seems to be related to the increase in female
labour market participation. Not only do more women work (and thus have
a chance of becoming working poor) but, more importantly, the in-work
poverty risk for women also increased during the 1990s (Figure 5.6(b)).
Both tendencies contribute to the increase in in-work poverty in the
Netherlands. Later we will find, however, that gender has no direct
influence on a person’s odds of in-work poverty.

Another important factor is the household situation of the workers. As
we argued before, low wages and part-time work only result in more in-
work poverty in the case of singles and single parents who do not have the
possibility of pooling various incomes within their households. Figures
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Figure 5.7 Household composition and in-work poverty

5.7(a) and (b) show the household composition of the working poor and
the in-work poverty risks of various household categories. As Figure 5.7(a)
shows, couples with children are still by far the largest subcategory among
the working poor, although this category has shrunk over the years. The
shares of singles and single-parent families among the working poor, on the
other hand, have increased over the years, although all figures fluctuate
heavily each year. In the late 1990s, one in three or four working poor indi-
viduals was either single or a single parent. Moreover, as Figure 5.7(b)
shows, the in-work poverty risk for single parents jumped higher in recent
years (especially after 1996). Single parents were also an important cate-
gory at risk of poverty in the 1980s and early 1990s, but then they were
mostly not working. In recent years, more and more single parents do
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work — undoubtedly because of stricter social security regulations con-
cerning this category — but are still poor. Because of the need to combine
work and caregiving, single parents can often work only part-time. For
single parents, working part-time for a low wage almost automatically
results in in-work poverty because almost by definition, they fail to have the
possibility of pooling multiple incomes in one household. As a result of all
this, one in three or four single parents in the late 1990s were working but
nevertheless poor.

All of our outcomes thus far point more or less in the same direction.
The crucial factor in explaining the rise of in-work poverty in the
Netherlands is not so much the increases in self-employment or part-time
work or the growing number of workers (particularly women) in low-
qualified service jobs as such, but rather the fact that working people with
weak labour market positions live in households without other adults with
whom they can pool their incomes. To test whether this is true, we analysed
the relationship of in-work poverty to the number of income earners in a
household. The outcomes support our expectation that in-work poverty is
strongly concentrated in single earner households — either families with a
traditional (mostly male) single breadwinner or households of singles and
single parents. As Figure 5.8(a) shows, the large majority (up to 80 per cent
in 1999) of the Dutch working poor live in households with only one
income earner. However, this is not something new. Single-earner house-
holds made up the large majority of the working poor in all the years under
examination (1985-2001). Figure 5.8(b) shows, however, that the in-work
poverty risk for single-earner households increased considerably during the
1990s (from 12 per cent in 1990 to 19.4 per cent in 2001). In other words,
almost one in five working adults in single earner households is poor!

In our view, this development is directly related to the institutional
reforms in the Dutch social security system described earlier in this chapter.
Single earners are often working individuals with marked weak labour
positions. This applies both to traditional male breadwinners (often immi-
grants) and to modern single-earner households (singles, single parents). In
the 1980s and early 1990s, it was usually accepted that these individuals,
who had few prospects on the formal labour market, lived off of social secu-
rity. Beginning in the mid-1990s, many of these individuals with weak
labour market positions were pushed into the labour market. But given
their insufficient qualifications, they were unable to escape from poverty. As
a result, they now work but are nevertheless poor.

A final individual characteristic covered in our analysis is the educa-
tional level of the working poor. For several reasons, we assumed that in-
work poverty was strongly related to low-skilled work. First, given the shift
from Fordist to post-industrial work, we expected to see an increase in in-
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Figure 5.8 Number of income earners in the household and in-work
poverty

work poverty because low-skilled work is less protected in the service indus-
tries than in the highly unionized industrial sector. Second, because of the
institutional changes in the Dutch social security system, working people
with weak labour market qualifications are less sheltered by social security
and more often obliged to participate in the labour market — even when
their income-earning capacities are limited. However, as becomes clear
from Figure 5.9(a), a surprisingly large number of working poor individu-
als have at least an intermediate educational level (up to 66 per cent in
2001). We can thus conclude that in-work poverty in the Netherlands is cer-
tainly not restricted to the least educated workers.
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Figure 5.9  Educational levels and in-work poverty

On the other hand, as Figure 5.9(b) shows, the in-work-poverty risks of
low-educated workers (with only an elementary education) are significantly
higher than the in-work poverty risks of all other categories. Moreover, the
in-work-poverty risks of low-educated workers more than doubled between
1990 and 2001 (from 8.7 per cent to 20.5 per cent). The in-work poverty
risks of workers with lower vocational or general educations also increased,
albeit to a lesser extent.

Multivariate Analysis

Our description thus far has shown that self-employed persons, people
working in part-time jobs and low-skilled service jobs, women, singles,
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single parents — and one-earner households in general — and low-educated
workers are over-represented among the working poor. However, these are
strongly overlapping categories. For instance, women can be over-
represented among the working poor because they work in part-time jobs
more often. The multivariate analysis (logistic regression) in Table 5.1
shows what factors make a difference for a person’s odds of in-work poverty
and what factors do not. We used the data from the last cross-section (2001)
and included all variables discussed thus far in the model, plus two addi-
tional variables (age and number of children in the household). The most
interesting finding in Table 5.1 is that gender as such does not make a
difference. Taking all other factors into account, women do not belong to
the working poor more often than men do. Nor does the number of chil-
dren in a household make a difference. All other factors show significant
effects on the odds of in-work poverty.

Table 5.1 starts with the labour market characteristics discussed before.
The odds of in-work poverty are around 2.5 (=1/0.397) times higher for
self-employed individuals than they are for employees. Working hours also
make a great difference. People with small part-time jobs (up to 20 hours a
week) have an almost four times greater chance of experiencing in-work
poverty than full-time workers (at least 32 hours a week). But even more
significant, part-time jobs (20-31 hours a week) greatly increase people’s
odds of in-work poverty. Our expectation that working in lower service jobs
increases the odds of in-work poverty appears to be wrong: the in-work
poverty risk of workers in lower Fordist jobs is not significantly different.
The odds of in-work poverty for individuals working in higher Fordist or
post-industrial jobs are less than half of those for the low-Fordist reference
category.

Household characteristics also make a significant difference for a
person’s odds of in-work poverty. Single parents belong to the working
poor almost twice as often as the reference category of couples with chil-
dren. This is what we expected; however, single persons belong to the
working poor much less often than the reference category of couples with
children. The most important factor, however, is the number of income
earners in the household. The odds of in-work poverty for households with
two or more income earners are less than 10 per cent of those for house-
holds with only one adult income earner. Educational level also makes a
huge difference: in-work poverty appears to be heavily concentrated
within the group of workers with the lowest educational level (only ele-
mentary education). Having a lower vocational or general education
decreases the odds of in-work poverty by more than 50 per cent (com-
pared with the reference category of workers with only elementary
education). The odds of in-work poverty for people with a higher
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Table 5.1 In-work poverty risks in the Netherlands (2001 ) (logistic
regression coefficients, standard errors, p values, odds ratios)

Variable coef. s.e. p  oddsratio

Constant 3.708 0.570 0.000 40.760

Labour market characteristics
Employment status (Ref: self-employed)

Employed —0.924 0.274 0.001 0.397
Working hours (Ref > 32 hours)

Small part-time (< 12 hours) 1.344 0.322 0.000 3.833

Middle part-time (12-19 hours) 1.384 0.271 0.000 3.992

Large part-time (20-31 hours) 0.894 0.195 0.000 2.446
Occupational class (Ref: Fordist low)

Post-industrial low —0.115 0.218 0.597 0.891

Fordist high —0.787 0.211 0.000 0.455

Post-industrial high —0.821 0.240 0.001 0.440

Individual and household characteristics
Gender (Ref: male)

Female 0.179 0.187 0.338 1.196
Household situation (Ref: couple with kids)
Couple without kid(s) —0.412 0.311 0.186 0.663
Single adult —0.828 0.312 0.008 0.437
Single parent 0.598 0.273 0.029 1.818
Number of income earners (Ref: one earner)
Two income earners —2.708 0.189 0.000 0.067
Three or more income earners —3.866 0.373 0.000 0.021
Educational level (Ref: only elementary)
Lower general or occupational —0.876 0.307 0.004 0.416
Middle general or occupational —1.074 0.279 0.000 0.342
Higher occupational —1.738 0.344 0.000 0.176
University —1.487 0.413 0.000 0.226
Number of children 0.119 0.118 0.315 1.126
Age —0.080 0.008 0.000 0.923
N 4039
—2 Log likelihood 1382.931
Pseudo-R2 (Nagelkerke) 0.332

Source:  Dutch Socio-Economic Panel Survey 2001.

vocational or university education are only one-fifth of those for the refer-
ence category of workers with the lowest educational level. Finally, age also
makes a difference. The effect of age is negative: the in-work poverty risk is
higher for younger persons.
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DISCUSSION

In this study, we showed that the major economic boom and constant job
growth in the Netherlands in the second half of the 1990s (the so-called
‘Dutch Miracle’) went hand in hand with an increase in in-work poverty.
Between 1990 and 2001 — at the height of the economic boom — the in-work
poverty risk increased from 6.6 to 7.7 per cent. In the 1980s and early 1990s,
the majority of all poor adults of working age (15-64 years) were not
working. Ever since 1998, more than half — up to 57 per cent in 2001 — of
the Dutch poverty population in the working age was actually working. In
this chapter, we argued that the rise of in-work poverty in the Netherlands
is partly the natural result of increased labour market participation during
those years (leading to more in-work poverty even when working people’s
odds of being poor remain constant). However, this is only part of the
story. In addition, working people in the Netherlands now face a greater
risk of income poverty, up to a point where one in 14 working adults (stu-
dents with odd jobs not included) live in poor households. In our percep-
tion, these figures reveal a significant change in the character of the Dutch
welfare state. Until recently, the typical face of poverty in the Netherlands
was that of the non-working poor living off social benefits. Since the mid-
1990s, a new face of poverty has emerged: individuals who are working —
partly because they were pushed from social security or social assistance
back into the labour market — but are nevertheless poor. In-work poverty is
no longer typical only for liberal welfare states such as the USA, but has
become ‘normal’ in the Netherlands as well.

Our main hypothesis in this study was that the rise of in-work poverty in
the Netherlands is not so much the consequence of economic and demo-
graphic developments (more self-employment, more part-time and flexible
work, the rise of low-skilled service work, more female labour market par-
ticipation, individualization, more single-parent families, and so on), but
of institutional reforms in the Dutch welfare state (more selective access
to social security, reduction of the duration and levels of social benefits,
activating labour market policies and more obligations to work). However,
in our statistical analysis, we had no possibility of directly linking the level
of in-work poverty in the Netherlands to these changes in the Dutch
welfare state. Instead, we examined changes in the composition of the in-
work poverty population in terms of both their labour market characteris-
tics and their individual and household characteristics.

As far as labour market characteristics are concerned, we examined the
employment status, the number of working hours and the occupational
class of the working poor. We found that all these factors are significantly
related to a person’s odds of in-work poverty. Self-employed persons,
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people working in small part-time jobs (less than 20 hours a week) and
people working in skilled and unskilled Fordist or post-industrial occupa-
tions (note: not only low-skilled service jobs!) have significantly higher odds
of in-work poverty than employees, people working more than 20 hours a
week and people working in higher Fordist or post-industrial occupations.
However, we argued that the increase in in-work poverty in the Netherlands
since the mid-1990s cannot be attributed to changes in these labour market
characteristics. The in-work poverty risks for self-employed persons, part-
time workers and workers in low-skilled Fordist and post-industrial jobs
have not increased over the years (since the early 1990s). Increases in self-
employment, part-time work and the number of low-qualified service jobs
may have resulted in a rising number of low-paid workers but, as we have
argued, having an (individual) low income is not necessarily related to
poverty measured at the household level. People with low-paid work who
live in households with other income earners and pool their income with
that of a spouse are generally not poor.

We also examined various individual and household characteristics
(gender, household composition, the number of income earners in the
household, and educational levels) of the working poor. A remarkable
outcome is that gender as such does not explain a person’s odds of in-work
poverty. Although in-work poverty in the Netherlands — in contrast to
other countries — appears at first to be a predominantly female pheno-
menon (during the 1990s, at least 60 per cent of the working poor were
female), gender as such does not make a difference. Taking all other
factors into account (part-time work, working in low-skilled service
work, educational level, household composition and number of incomes in
the household) there were no gender differences in the odds of in-work
poverty.

All the other individual and household characteristics covered in the
analysis do make a difference, however. The odds of in-work poverty
among single parents are almost twice as high as the odds of couples with
children. The odds of in-work poverty for households with two or more
income earners are less than 10 per cent compared with the in-work poverty
risk of households with only one income earner. In-work poverty also
turned out to be related to educational qualifications: low-skilled working
individuals have a much higher in-work poverty risk than working people
with more human capital. Moreover, we saw that the in-work poverty risks
of single parents, one-earner households and low-skilled working individ-
uals increased during the 1990s. In other words, the point is not that there
were more single parents, single-earner households and low-skilled workers
during the 1990s, but that belonging to one or more of these categories
resulted in an increasing risk of in-work poverty.
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Behind these statistical categories, there are both new and traditional
groups who are at risk with regard to in-work poverty: on the one hand,
there are single parents who face the difficult combination of having to
provide an income and taking care of the children alone and, on the other
hand, there is the traditional male breadwinner who has to maintain a
whole family with one single income. For both at-risk groups, however, it is
first and foremost the case that low-educated individuals have a high
poverty risk. Well-educated single parents or single breadwinners generally
have sufficient human capital to avoid financial poverty (for single parents
in the Netherlands this is documented by Hooghiemstra and Knijn, 1997).
Low-qualified or unskilled single parents or single breadwinners — many of
whom come from immigrant backgrounds — are especially unable to earn
labour incomes that are sufficient to keep themselves out of poverty.

Finally, we assumed that the increased in-work poverty risks of these vul-
nerable social categories (single parents and other single earners, workers
with health limitations and/or limited human capital) are related to the
institutional changes in the Dutch social security and social assistance
systems we described earlier in this chapter. Up until the early 1990s, these
groups with limited chances in the labour market had more or less been
given up on. It was generally accepted that these groups have few possibil-
ities on the labour market and would therefore depend on social benefits
indefinitely. However, this changed during the 1990s when new social poli-
cies emphasizing activation and labour market participation were put in
place. As a result of successive social security reforms, vulnerable social cat-
egories were pushed into the labour market and urged to earn their own
incomes. However, as our study makes clear, labour market participation
does not always imply an escape from financial poverty.

NOTES

1. Esping-Andersen (1996: 265), for instance, states that ‘the alignment of political forces
conspire just about everywhere to maintain the existing principles of the welfare state’.

2. We do not use the 1984 data because in this year income data were collected in the April
survey while in all other years (in the period 1985-89) the household income was mea-
sured in the October survey. Because this may have distorted the information (periodi-
cal increase of wages, seasonal unemployment), we excluded the 1984 wave from our
analysis.

3. The disposable household income refers to summed up income of all household
members minus income transfers (such as paid alimony), income tax, expenses for
income insurances, and so on. To make it more complex, there was another significant
change in the method of income measurement in 1990. Until then, DSEP asked for the
net monthly household income. Starting 1990, DSEP asked for the gross annual house-
hold income. In all years, this figure was converted into a (net) disposable household
income by subtracting paid taxes et cetera.
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4. The outcomes in Figure 5.1 differ considerably from other research findings about
income poverty in the Netherlands in the 1980s and 1990s. Other studies usually find that
income poverty in the Netherlands was much higher in the 1980s than in the 1990s (cf.
Engbersen et al., 2000; SCP/CBS, 2005; Vrooman and Hoff, 2004). There are two expla-
nations for the differences in outcomes. (1) The population examined in the analysis: this
analysis is not about all Dutch households or individuals, but only about individuals of
working age. (2) The definition of poverty: Dutch poverty research usually uses poverty
measures that are more stable over the years. The relative poverty measure used here (60
per cent of the annual median income) tends to be less stable, especially in times of eco-
nomic growth. When household incomes increase, so does the poverty threshold and thus
the number of individuals or households below the poverty line. We have nevertheless
used a relative poverty threshold in this analysis in order to make our outcomes compa-
rable with the outcomes in other chapters of this book.

5. In official Dutch statistics, only persons who work at least 12 hours a week are counted
as workers.

6. Unlike in Esping-Andersen’s classification, we have also included sales personnel in
shops and on markets in the category of ‘Fordist low occupations’. In classifying the
occupations of the DSEP respondents in terms of Esping-Andersen’s classification of
occupational categories, we gratefully made use of a classification scheme drawn up by
Professor Robert Kloosterman (University of Amsterdam). To our knowledge, this
classification scheme has not been published. The authors thank their Amsterdam col-
league Professor Kloosterman for allowing us to make use of his work.
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APPENDIX

Table 5.A1 Number of working people, employment and unemployment
rates in the Netherlands (1985-2001)

Employed Employment rate* Unemployed = Unemployment rate

sk

I(Jf(r);%rsl)s Overall Males Females p:;%gz) Overall Males Females
1985 4811 49 67 30 - - - -
1986 5040 - - - - - - -
1987 5257 52 70 35 - - - -
1988 5378 53 70 36 453 7.7 7.4 8.3
1989 5477 54 70 37 407 6.9 6.4 7.8
1990 5644 55 71 39 358 5.9 54 6.8
1991 5790 56 72 41 334 5.4 4.9 6.3
1992 5885 57 72 41 336 53 49 6.1
1993 5925 57 71 42 415 6.5 6.0 7.3
1994 5920 57 70 42 486 7.5 7.0 8.3
1995 6063 58 72 44 464 7.0 6.4 8.1
1996 6185 59 72 45 440 6.6 5.8 7.8
1997 6384 60 74 47 375 5.5 4.8 6.5
1998 6587 62 75 49 287 4.1 3.7 4.8
1999 6768 63 76 51 221 3.1 2.7 3.7
2000 6917 64 77 52 188 2.6 2.3 3.1
2001 7062 65 77 54 146 2.0 1.8 2.3

Notes:
* Employment rate: working persons (at least 12 hours a week) as a percentage of the
total population of working age (15-65 years).
** Unemployed persons: registered as job seekers and available at least 12 hours a week.

Source:  Netherlands statistics (statline).
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Table 5.A2 Working and non-working poor in the Netherlands
(1985-2001)

Poor as % of total Share of poverty Poverty risk %
population in working age population %

Working Non- All  Working Non- Working Non-

poor working  Poor poor working poor working

poor poor poor
1985 2.1 2.7 4.8 43.3 56.7 3.5 6.7
1986 2.0 2.9 49 41.0 59.0 3.2 7.5
1987 2.3 32 5.6 42.0 58.0 3.8 8.5
1988 22 2.7 49 44.4 55.6 3.4 7.6
1989 2.3 3.0 5.3 43.3 56.7 3.5 8.5
1990 4.3 4.1 8.4 51.6 48.4 6.6 11.9
1991 4.7 5.6 10.3 45.7 54.3 7.0 17.2
1992 4.0 4.8 8.7 453 54.7 5.7 15.4
1993 4.0 5.0 9.0 44.7 55.3 5.8 16.3
1994 4.6 6.0 10.6 43.6 56.4 6.7 19.5
1995 3.9 5.4 9.3 42.3 57.7 5.6 18.4
1996 4.8 5.6 10.4 46.0 54.0 6.6 20.5
1997 4.6 5.1 9.7 47.7 52.3 6.2 19.3
1998 5.4 4.9 10.3 52.6 47.4 7.3 19.4
1999 5.3 5.1 10.4 51.3 48.7 7.0 21.0
2000 5.8 4.7 10.5 55.2 44.8 7.5 20.9
2001 6.0 4.6 10.6 56.8 43.2 7.7 20.9

Note: Persons 15-65 years of age not including students.

Source:  Dutch Socio-Economic Panel Survey 1985-2001; own computations.
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Table 5.A3  Mean and median equivalized disposable household incomes

(in Dutch guilders) and % of poor households in the
Netherlands (1985-2001)

Year Reference period Mean Median 60% of
median

Poverty
rate %

1985 Monthly income in 1985 22057 19598 11759
1986 Monthly income in 1986 22655 20183 12110
1987 Monthly income in 1987 23213 20795 12477
1988 Monthly income in 1988 24085 21530 12918
1989 Monthly income in 1989 25052 22507 13504
1990 Annual income in 1989 24180 21993 13196
1991 Annual income in 1990 26838 24567 14740
1992 Annual income in 1991 27321 25208 15125
1993 Annual income in 1992 27684 25585 15351
1994 Annual income in 1993 30279 27687 16612
1995 Annual income in 1994 28950 26773 16064
1996 Annual income in 1995 30652 28137 16882
1997 Annual income in 1996 31799 29635 17781
1998 Annual income in 1997 32631 30782 18469
1999 Annual income in 1998 34169 32204 19322
2000 Annual income in 1999 35203 33038 19823
2001 Annual income in 2000 37078 34674 20804

4.8
49
5.6
4.9
5.3
8.4
10.3
8.7
9.0
10.6
9.3
10.4
9.7
10.3
10.4
10.5
10.6

Note: Persons 15-65 years of age not including students.

Source:  Dutch Socio-Economic Panel Survey 1985-2001; own computations.



6. In-work poverty in a transitional
labour market: Sweden, 1988-2003

Bjorn Hallerod and Daniel Larsson

INTRODUCTION

The labour market is a society’s main provider of economic resources, and
the link between poverty and such factors as unemployment, early retire-
ment, and so on is indisputable. Employment is therefore naturally seen as
the main cure for poverty, while family and income transfer systems con-
stitute an alternative support network in cases where employment fails.
However, the working poor challenge this view, since their very existence
implies that the labour market creates jobs with wages that are too low
and/or employment contracts that are not secure enough to keep people out
of poverty. Thus, if a substantial share of the poor are working poor, we
need to reconsider the traditional view of the relationship between employ-
ment and poverty.

In this chapter, we examine the relationship between labour market posi-
tion and in-work poverty in Sweden. We look at the period from 1988 to
2003 with special emphasis on three time periods: the late 1980s, the mid-
1990s and the early years of the second millennium. These periods of time
represent three distinctive situations. In the late 1980s, the Swedish labour
market was characterized by a high employment rate and an extremely low
unemployment rate. At the beginning of the 1990s, this situation changed
radically, with skyrocketing unemployment and a shrinking employment
rate. By the turn of the millennium, the economy was solidly back on track.
However, at this point, the country’s economic policy was focused on low
inflation rather than on full employment. The employment rate was still
lower than in the late 1980s, and the unemployment rate had stabilized at
around 5 per cent of the labour force — figures that in the 1980s would have
been seen as totally unacceptable.

Our aim is, first, to analyse the degree to which poor Swedes are working
as well as the variation in in-work poverty between the late 1980s and the
beginning of the new century. Second, we wish to analyse to what degree
the working poor are poor because of their inferior labour market position.
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That is, are the working poor poor because they are mixing periods of
employment with periods of unemployment, because they are under-
employed (prevented from working full time) or because they share house-
holds with spouses who are suffering from unemployment problems? Third,
we also analyse the relationship between in-work poverty and labour
market position — that is, class position and occupational sector — again
looking at changes over time.

A WELFARE STATE AND LABOUR MARKET IN
TRANSITION

Sweden is often depicted as the prime example of a social democratic
welfare state regime (Esping-Andersen, 1991), the Scandinavian model or
a comprehensive welfare system (Korpi and Palme, 1998; 2004). Despite
different labels, the cornerstone of the Swedish welfare state model has tra-
ditionally been the wage solidarity policy, the general and generous income
maintenance system, the high employment rate and low unemployment.
The ideal outcome of this model is that most people are working, wages are
sufficiently high to keep those who are working out of poverty, and income
losses during temporary periods of unemployment, sickness, and so on are
replaced via income maintenance programmes. Even though the Swedish
welfare state model still functions according to these principles, there have
been a large number of more or less profound changes during the time
period studied here (Esping-Andersen, 1999; Hajighasemi, 2004).

Sweden was affected — as were most other countries — by economic prob-
lems that followed in the wake of the two oil crises in the 1970s, and during
the 1980s, a series of deregulations took place. The wage solidarity policy,
upheld with centralized wage bargains between the Swedish Labour
Confederation (LO) and the Swedish Employers’ Confederation (SAF),
was undermined as early as 1983, when the largest trade union organizing
industrial workers sidestepped the confederation and bargained directly
with their branch employers (Canova, 1994; Edin and Holmlund, 1995;
Elvander, 1988). In 1990, the Swedish Employers’ Confederation made a
declaration stating that in principal, it did not take part in central bargain-
ing, and it was not until 1997 that the unions once again sat down with the
central confederations of industrial employers to discuss the conditions
and the future of the labour market (Benner and Vad, 2001; Elvander,
2003). The partial dismantling of centralized wage setting is probably one
reason why wage dispersion has increased during the past decades
(Bjorklund and Freeman, 1997; Blau and Kahn, 1996; Nordstrém-Skans
et al., 2006). Another important transformation in the Swedish model was
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the deregulation of the financial market during the 1980s, starting with the
upheaval of state regulation of interest rates, and followed by the deregu-
lation of foreign exchange control, which was completed in 1991.
Deregulation was combined with an expansive financial policy which,
among other things, entailed that expansion of welfare state efforts con-
tinued throughout the 1980s. By the late 1980s, the Swedish economy was
severely overheated, and it was obvious that the economy was in need of a
cooling down. However, attempts to give the Swedish economy a soft
landing failed, and in the early 1990s the bubble burst. After this, the
country experienced negative growth rates for three years in a row. The eco-
nomic crises triggered a series of welfare state retrenchments at the same
time that the labour market faced a major restructuring (Magnusson,
2006). Unemployment increased from about 2 per cent to 8 per cent in just
two years, and the employment rate fell from about 83 per cent in 1990 to
72 per cent in 1994 (Statistics Sweden Labour Force Survey). At the same
time, the proportion of temporary employment increased from about
10 per cent at the beginning of the 1990s to around 16 per cent in the late
1990s (Aronsson et al., 2000). Other important consequences of the crisis
were cutbacks in the social insurance system, restructuring of the public
sector and increasing taxes (SOU, 2001).

From the mid-1990s onward, the Swedish economy recovered. Public
finances, which had virtually collapsed at the beginning of the decade, were
restored, and since that time, Sweden has experienced an economic growth
rate that, from a European perspective, must be seen as fairly high.
However, the country’s policy priorities have changed from fighting unem-
ployment to fighting inflation (Lindvall, 2004), a line of action that is
upheld via an independent national bank and a strict budget process. The
level of unemployment is still much higher than was the case before the
crisis, and the employment rate has not recovered to the pre-crisis level.

WHO ARE THE POOR, WHO IS WORKING, AND
WHO ARE THE WORKING POOR?

Most people probably have a rather straightforward understanding of what
it means to be working and poor. What we see in front of usis a person who
goes to work every day, works full-time, but still cannot make ends meet.
However, if we look at the ways in which the working poor are defined in
the literature, it is easy to see that things are a bit more complex. Poverty
typically refers to a person’s income situation during a particular time
span — usually one year, one month, or in some cases one week. A person
is commonly considered to be poor if she or he lives in a household that has
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an annual income below the poverty line,! while employment usually refers
to another time frame. According to Pefia-Casas and Latta (2004), a poor
person is considered to be working poor if he or she has worked at least
one month during the past 12 months (which is their broad definition). A
similar definition is used by Kim (1998). A more common approach, also
used by Pefia-Casas and Latta, is to define a person as working if she or he
has worked for at least six months during the past 12-month period
(Bardone and Guio, 2005; Klein and Rones, 1989; Mosisa, 2003). There are
also examples where a person is defined as working poor if he or she lives
in a poor household with one working person (Nightingale and Fix, 2004).
The different ways in which the working poor are distinguished from the
non-working poor reflect a substantial definitional problem — that is, what
kind of phenomenon are we actually investigating?

The most clear-cut example of ‘working poor’is a person who lives in a
single-adult household without children and works full-time, but at a wage
that is too low to lift him or her above the poverty line. In this case, wage-
setting in combination with taxation is both the cause of and the cure for
the problem — increased minimum wages and/or lowered taxation will solve
it. One can, of course, suspect that such a policy will turn some of the
working poor into non-working poor, as their work will be priced out of
the market, but it will nevertheless solve the working poor problem.
However, the definitions of in-work poverty referred to above also include
people who are poor because they are temporarily unemployed, cannot find
full-time jobs, have spouses who are unemployed or retired early, and so on.
Thus, the working poor problem could, after all, be an unemployment
problem — which is something that has fundamental policy implications,
changing the focus from wage-setting to job creation. The problem can be
tackled from two different angles. First, we could apply stricter definitions
of in-work poverty and collect data that allow for strict co-ordination of
the measurement of income and employment. Second, we could turn the
issue into an empirical rather than a definitional question. That is, we could
investigate to what degree the working-poor individuals have an unem-
ployment history, whether they share a household with persons who are
unemployed, and so on. In this chapter, we will try to apply both strategies.

WHAT CAN WE EXPECT?

Theories of labour market segmentation that divide the labour market into
core and periphery have long been discussed (Atkinson, 1984; Barron and
Norris, 1976; Ellingsaeter, 1998; Gallie et al., 1998). This is not the place
to discuss this area of research in detail: we simply point out some of the
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features that are often connected with a peripheral or secondary labour
market and in-work poverty. Work in the periphery is typically character-
ized by low skill levels, short-term contracts, part-time work and, conse-
quently, low pay (Kalleberg, 2003). A trend towards a more segmented
labour market — which also implies the growth of what we can call periph-
eral jobs — ought to have consequences for in-work poverty, because a
growing share of the workforce will have low wages and at the same time
be exposed to unemployment, labour market insecurity and part-time jobs.
Considering the fact that the development of the Swedish labour market
has led to greater wage dispersion, higher unemployment and a larger
share of temporary employment positions, we can expect a trend towards
increasing in-work poverty.

However, we can also assume that the effect of labour market segmenta-
tion on in-work poverty is influenced by business cycle changes and changes
in the demand for labour power. If we assume that the peripheral sector is
characterized by numerical flexibility, then we can also assume that it is first
and foremost these types of jobs that disappear when unemployment goes
up. Increasing unemployment should therefore typically reduce the kind of
jobs that are associated with in-work poverty, which in turn should lead to
a decrease in in-work poverty (Pefia-Casas and Latta, 2004). Hence, when
unemployment goes up, it is possible that the working poor will be trans-
formed into non-working poor. From this perspective, we could assume
that the unemployment shock that hit Sweden in the early 1990s in fact led
to a decrease in in-work poverty.

In-work poverty is closely related to gender in two ways. First, the divi-
sion between a primary and a secondary labour market is related to gender
inequality, such that men are more likely to be on the primary and women
more likely to be on the secondary labour market (cf. Ellingsaeter, 2000;
SOU, 2004). Hence, women are more often found in low-wage occupations,
and are more likely to work part-time, and should therefore be more
exposed to in-work poverty. However, this should primarily be a problem
for women living in single-adult households. Households with more than
one adult usually have more than one wage earner — especially in countries
like Sweden that have a comparatively high female employment rate. This
is one of the main reasons why the relationship between low wages and in-
work poverty is so surprisingly weak (Bardone and Guio, 2005; Pefia-Casas
and Latta, 2004). It can also be argued that it has become more important
for families to have dual earners in order to prevent in-work poverty, espe-
cially when the main provider is in the low-paid service sector (Gallie et al.,
1998). Thus, the family situation is important for the in-work poverty risk,
and we can expect that single-adult households and couples with only one
wage earner will be most exposed to in-work poverty.
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The discussion above brings us to the point of formulating hypotheses
about the development of in-work poverty in Sweden.

1. Considering the general development of the labour market, we can
expect a growth in peripheral jobs to lead to an increase in in-work
poverty over time.

2. We can expect in-work poverty to often be related to previous unem-
ployment experience and a generally vulnerable labour market position.

3. We expect in-work poverty to mainly be a single-earner household
problem. In-work poverty among couples is therefore expected to most
often be a consequence of one partner’s unemployment.

4. We assume that the deep labour market crisis of the 1990s especially
hit people whose position in the labour market was peripheral. Despite
the assumed underlying trend towards increasing in-work poverty, we
therefore expect to see a decrease in in-work poverty during the mid-
1990s, because the working poor were pushed out of the labour market
and transformed into non-working poor.

DATA AND OPERATIONALIZATION

We have used data from Statistics Sweden’s annual Survey of Living
Conditions for the years 1988-89, 1994-95 and 2002-03. The data repre-
sent a population-based random sample of the Swedish population from
the age of 16 and upwards. Data are collected via face-to-face interviews.
Data on income are gathered from the general income register and
contain information on all types of incomes, transfers and taxes con-
nected to the respondent and, when relevant, the respondent’s partner
(regardless of whether the two are married or only cohabiting). Income
data on respondents who live with their parents are problematic, since
they are technically defined as households of their own. This means that
we know nothing about their parent’s incomes and hence are unable to
construct a realistic picture of household income. From a European per-
spective, Swedish children leave their parental homes early, and more than
two-thirds of those in the age group between 20 and 24 have formed
households of their own (Vogel, 2005). In order to handle this problem,
we have limited our data-set to respondents who are between 20 and 64
years of age, and we have furthermore excluded all respondents who share
a household with their parents. Because we are, after all, studying a rela-
tively uncommon phenomenon, we have decided to merge data from two
consecutive years into one data-set. Information on the data-sets is shown
in Table 6.1.
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Table 6.1 The Survey of Living Conditions: sample size and response rate

Year The random Total working Response The final working
sample sample rate sample*

1988-98 16741 13295 79.4 8366

1994-95 14969 12005 80.2 8477

2002 14945 11956 80.0 8059

Note: * Individuals 20-64 years of age not including single individuals living with their
parents.

We have measured poverty via the conventional 60 per cent of median
income measure — that is, a person is poor if he or she lives in a household
that has an equivalent disposable household income that is less than 60 per
cent of the median income.2 A person is considered to be working if he or
she has received any wage income, from an employer or from a self-owned
company, during the year. This means that employed individuals who for
various reasons — for example, long-term illness or parental leave — do not
receive any wage from their employers are defined as not working. We have
also excluded those who were out of work at the time of the interview. By
doing so, we have minimized to some degree the problem caused by the fact
that some of the working poor are only working for part of the year — which
most likely means that if they are poor, it is because they lack work, not
because they are working poor. There is also a practical reason for exclud-
ing this category. Basic survey information on employment conditions is,
for obvious reasons, missing for this category. Even though our strategy for
defining those who are working largely excludes people who are only
loosely attached to the labour market, we have also included individuals
who were unemployed or out of work for other reasons during parts of the
observation year. This means that some of the observed in-work poverty is
actually caused by unemployment and weak labour force attachment.

Wages are, of course, a central variable when analysing in-work poverty.
However, using annual wages in our analysis is problematic, since they
depend not only on the salary, but also on the time each individual spends
working. Thus, the variable we ideally want to look at is wage per hour. The
problem is that we do not have direct information about hourly wages, only
annual wage income. But we do have information about working hours per
week, which means that we can calculate a proxy for hourly wage by divid-
ing the annual wage income by 52 to get weekly income and then dividing
the weekly income by the number of working hours per week. This gives us
a reasonably correct estimate for respondents who work the whole year and
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who do not significantly change their working hours during the year, for
example due to unemployment. The problem is, of course, that — as is the
case with annual wage — we still underestimate the hourly wage for those
who have been unemployed, on parental leave or have not been working for
any other reason during parts of the year. We also underestimate the hourly
wage for those who, for example, moved from a full-time job to a part-time
job, at the same time as we overestimate the hourly wage for those who
made the opposite move. However, even though our proxy for hourly wage
has a number of shortcomings, it nevertheless provides a more accurate
picture of the relationship between wage-setting and in-work poverty, since
the main reason for low annual wages — especially among women — is a
limited number of working hours. We have used the most common thresh-
old to distinguish low wages from non-low wages, that is, we define those
whose wage is less than two-thirds of the median wage income as low-wage
earners (Pena-Casas and Latta, 2004).

In addition to hourly wage, we have also used a number of indicators to
measure a peripheral labour market position. First, we measured unem-
ployment experience during the past five years. We have divided the indi-
cators into three categories: (1) no unemployment, (2) unemployed less
than six months and (3) unemployed more than six months. Second, we
measured the occurrence of part-time work, distinguishing between full-
time (more than 30 hours per week) and part-time (30 hours or less per
week). Most Swedish part-time workers have a weekly work time between
20 and 30 hours. Only around 1 per cent work less than 20 hours per week.
For that reason, we have not distinguished between ‘long’ and ‘short’ part-
time. Third, we measured the type of employment contract, where we dis-
tinguished between regular contracts with no time limit and temporary,
time-limited employment contracts.

General labour market position is indicated by Statistic Sweden’s socio-
economic class code, which closely resembles the well-known EGP
(Erikson—Goldthorpe—Portocarero) class schema (Bihagen and Hallerod,
2000; Erikson and Goldthorpe, 1993). This class schema has 10 categories
and distinguishes between self-employed and employees, blue-collar
and white-collar workers, service and production workers, skilled and
unskilled workers (for white-collar, different degrees of skill). Because
people are regarded as poor if they live in a household that has an income
below the poverty line, it seems justified to analyse the households’ class
position rather than that of individuals. The household class schema used
here is based on the highest class position in the family (Erikson, 1984).
For the employed, we follow the hierarchy from unskilled, blue-collar,
service worker (lowest) to higher white-collar worker. Hence, if the hus-
band is a skilled, blue-collar production worker and the wife is a middle
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range white-collar worker, the household is classified as belonging to the
latter category. Construction of household class for the employed is
relatively straightforward and theoretically justifiable (Bihagen, 2000).
Classification is more complex when it comes to the self-employed. Here,
we have chosen the following strategy. If either spouse is self-employed
with employees, the household is categorized as such. If one of the spouses
is self-employed without employees and the other spouse is a blue-collar
worker or lower white-collar worker, the household is categorized as self-
employed. However, if the other spouse is a middle range or higher white-
collar worker, the household is categorized this way. Although this is, to
some degree, an arbitrary decision, it can be justified by the fact that self-
employed individuals without employees have the same living conditions
in many respects as blue-collar workers and lower white-collar workers
(Hallerdd, 1997).

Family characteristics are measured according to six different household
types. First, we have distinguished between single adults and couples.
Thereafter, we separated households with and without children. Finally,
we have divided two-adult households between those in which the respon-
dent’s spouse is working and those in which she or he is not working. This
categorization of household types allows us to analyse the relationship
between in-work poverty and single-earner households.

LABOUR MARKET ATTACHMENT AND POVERTY

Table 6.2 shows that the poverty rate for the total population (20-64 years
of age) has increased from somewhat over 5 per cent in 1988-89 to more
than 9 per cent in 2002-03. The poverty rate has increased in most of the
groups specified in the table. The poverty rate among the self-employed is
extremely high, especially in 1988-89 and 1994-95, when more than 20 per
cent of the self-employed fell below the poverty line. This figure decreases
over time, and in 2002-03 it was down to 15 per cent — still high, but lower
than previously. However, it is important to keep in mind that the poverty
rate among the self-employed is probably overestimated. Studies using
direct measures of consumption of goods and services have shown, for
example, that the poverty risk among the self-employed is about the same
as among blue-collar workers (Hallerod, 1997). The figures for the
employed are substantially lower. In 1988-89, less than 2 per cent of the
employed were poor. This figure has increased somewhat over time, to just
above 3 per cent in 2002-03. More than half of the poor in the late 1980s
were working poor — that is, employed or self-employed — a figure that fell
to just above 40 per cent in the mid-1990s and down to around one-third in
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the early 2000s. Thus, a substantial fraction of the poor are working. At the
same time, it seems clear that the proportion of the poor who are working
has declined over time. However, it is predominantly among the self-
employed that we can observe a decline. Figures for the employed are con-
siderably more stable, and the employed make up around one-fourth to
one-fifth of all poor people.

The poverty rate among those who are out of work is, of course, much
higher. It is also in this category that we see a very substantial increase, from
13 per cent in the late 1980s to almost 25 per cent in the early 2000s. The
proportion of the unemployed who are poor increased during the entire
period, from about 7 per cent in 1988-89 to 20 per cent in 2002-03. Another
group worth looking at is students. The poverty rate in this group increased
from almost 14 per cent in 1988-89 to 37 per cent in 2002-03, an increase
which occurred in tandem with a substantial expansion of tertiary educa-
tion and increasing difficulties for young people in finding employment.

The data presented in the following tables are restricted to the employed
and self-employed. Table 6.3 shows the fraction of the employed popula-
tion in different categories. The fraction earning a low hourly wage hovers
around 16 per cent. Hence, our data do not indicate a growth in low-wage
jobs over time. The share that has experienced unemployment at some time
during the past five years increased between 1988-89 and 1994-95, but
remained fairly stable between 1994-95 and 2002-03. Part-time work —
another indicator of a peripheral labour market position — has decreased
over time, a development that most likely has a negative impact on in-work
poverty. This can be explained by the fact that a larger share of the female
labour force worked full time at the beginning of the new century compared
to the late 1980s. (About 75 per cent of employed women worked full time
in 1988-89 compared to 87 per cent in 2002-03. The corresponding figures
for employed men are 96 per cent in 1988-89 and 97 per cent in 2002-03).

The proportion of unskilled blue-collar households within both produc-
tion and services is decreasing over time. This is also the case for skilled
blue-collar households within the production sector. The only increase
among blue-collar workers is found among skilled blue-collar service
workers. The proportion that hold middle-range white-collar and higher
white-collar positions has increased, indicating an upgrading of skills
during the period (Aberg, 2003).

Regarding household types, only small changes have occurred. The pro-
portion of single adults with children has increased. We can also see that
among cohabitants, it has become more common to have a spouse who is
not employed — a change that occurred between 1988-89 and 1994-95, and
which reflects the drop in the employment rate and the increasing unem-
ployment during this period. Furthermore, the proportion of young people



166 Country chapters

Table 6.3  Socio-demographic profile of the employed in Sweden (%)

1988-89  1994-95  2002-03

Low hourly wage 16.6 15.7 15.8
Unemployment experience during last five years
Not unemployed 87.7 83.4 83.4
Unemployed less than six months 8.6 9.3 10.3
Unemployed more than six months 3.5 7.3 6.3
Full-time/part-time employment
Full-time (> 30 hours per week) 85.6 88.0 92.5
Part-time (30 or less hours per week) 14.4 12.0 7.5
Temporary work 6.7 9.5 9.9
Household class position
Unskilled blue collar — service 9.9 10.1 8.0
Unskilled blue collar — production 5.7 4.1 3.7
Skilled blue collar — service 4.2 4.7 6.2
Skilled blue collar — production 11.5 10.7 8.6
Lower white collar I 5.3 4.3 4.0
Lower white collar I1 10.1 9.4 8.8
Middle-range white collar 22.0 232 25.5
Higher white collar 17.1 19.5 22.8
Self-employed — no employees 6.8 6.2 53
Self-employed — with employees 7.4 7.9 6.9
Household types
Single adult 20.0 20.5 20.4
Single adult with children 3.6 3.9 5.0
Cohabiting, no child, spouse not employed 5.7 7.7 7.7
Cohabiting, no child, spouse employed 28.9 27.7 28.1
Cohabiting with child, spouse not employed 4.0 7.3 5.0
Cohabiting with child, spouse employed 37.6 32.9 33.8
Age
20-24 8.3 5.0 4.4
25-30 14.4 14.2 13.2
31-50 54.9 55.6 51.7
51-64 224 25.1 30.6
Gender
Men 52.2 52.3 52.5
Women 47.8 47.7 47.5

Note: Individuals 20-64 years of age not including single individuals living with their
parents.

Source:  Survey of Living Conditions.
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on the labour market (20 to 24 years old) has decreased at the same time
that the oldest group (50 to 64 years old) increased. No changes have
occurred during the period as far as the gender composition of the
employed population is concerned.

Table 6.4 presents the poverty rates among the employed. The poverty
risk for people earning low wages increased between 1988-89 and 1994-95,
only to decrease again in 2002-03, when about 18 per cent of low-wage
earners were poor. Thus, even though the in-work poverty risk is rather
high, the majority of low-wage earners are not poor. However, the other
side of the coin shows that a large majority of the working poor are low-
wage earners. This leads us to the conclusion that far from all low-wage
earners are poor but, at the same time, low wages are almost a prerequisite
for in-work poverty.

During the past five years, a large (but, over time, decreasing) majority
of the working poor have had no unemployment experience at all. In the
late 1980s, the difference in poverty rate between those with unemployment
experience and those without unemployment experience was, by all meas-
ures, small. But this difference has increased over time, and we can conclude
that in-work poverty is related to an increasing extent to vulnerable labour
market positions. However, it is important to remember that even in
2002-03 a vast majority — more than two-thirds — of the working poor had
no unemployment experience whatsoever. The proportion of poor people
increased both among those employed full-time and those with part-time
employment. Because the fraction of part-timers has decreased, this devel-
opment has led to a situation in which almost 90 per cent of the working
poor work full-time. The proportion who are poor also increased both
among individuals with regular work and those doing temporary work.
The increase for those with regular jobs is quite small, while the increase
among those doing temporary work is substantial. Moreover, the propor-
tion of the working poor who had temporary jobs doubled between
1988-89 and 1994-95.

The incidence of in-work poverty has increased in almost all class cat-
egories. The most noticeable increase is among blue-collar service workers,
which is in line with our theoretical assumptions. However, in-work poverty
is most common among the self-employed, and in 1988-89 the self-
employed made up more than 50 per cent of all working poor — a figure that
had decreased to around one-third in 2002-03. The high incidence of in-
work poverty among the self-employed is most certainly an effect of meas-
urement problems. It is not known at this stage whether the change over
time is caused by improved conditions for the self-employed or whether it
is the measurement problems that have decreased. What we do know is that
in-work poverty is becoming an increasing problem for the employed.
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Looking at different household types, we see that in-work poverty is most
common among single-adult households without children and among the
fairly small group of cohabitants with children but with only one wage
earner. Rather surprisingly, we do not find a particularly high incidence of
in-work poverty among single parents. The pattern is fairly stable over time.
More interesting, though, is that in-work poverty seems to have become a
problem for the young people on the labour market. In 1988-89, only about
5 per cent of the youngest age group on the labour market were poor, com-
pared with about 15 per cent in 2002-03. There are no differences in in-
work poverty between men and women.

The results so far can be summarized as follows. In-work poverty in
Sweden is a quantitatively small, but growing problem among employees.
Low hourly wages are perhaps the clearest characteristic of the working
poor. It is otherwise difficult to identify clear-cut features of the working
poor. Contrary to what one might believe, the majority of the working poor
work full-time and do not have any experience of recent unemployment
episodes. Most working poor individuals are not employed on temporary
contracts, even though in-work poverty is associated to an increasing extent
with time-limited work contracts. We can observe an increase in in-work
poverty among blue-collar service workers, which is in line with assump-
tions about a growing peripheral labour market. In-work poverty is also, as
expected, more common in single-earner households. The working poor are
increasingly found among the younger section of the labour force. There
are no significant differences between women and men.

MULTIVARIATE ANALYSIS

In the multivariate analysis, all the factors discussed above are integrated
and analysed simultaneously in a logistic regression model. In-work
poverty is such a rare phenomenon that in order to carry out the analysis,
we have been forced to collapse several of the independent variables into
fewer categories so as to avoid having too many empty cells. The need to do
this is also underpinned by the fact that complicated interaction effects
between gender on the one hand and hourly wage, part-time work and
household type on the other have necessitated a separate analysis for men
and women. Therefore, the class variable has been collapsed into four cat-
egories: blue-collar service workers, blue-collar production workers, white-
collar workers and the self-employed. The different household types have
also been condensed into four categories: single-adult households, couples
with only one wage earner, couples without children and couples with chil-
dren. This means that single-adult households also include single adults
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Table 6.5 Poverty risks among employed Swedes (odds ratios)

Variable 1988-89 1994-95 2002-03

Men  Women Men Women Men Women

Low hourly wage 0.94%¥*  ,97%%* (.93¥** (. 97*** () g7*** ().98%**
Unemployed 1-6 0.98 0.73 0.40 1.53 1.17 1.11
months during past
five years

Unemployed more 0.50 0.81 0.17%*  0.58 1.62 1.46
than 6 months during
past five years

Part-time worker 1.97 3.00%**  2.08 2.91%** 1.80 1.03
Temporary work 1.58 2.03* 1.20 1.50 1.68 1.84%*
contract

Reference group: white-collar worker

Blue-collar service 1.59 1.41 2.20 2.08* 2.68%*  1.90%*
worker

Blue-collar production 1.14 0.29 1.42 0.67 0.97 1.28
worker

Self-employed 16.21%** 10.58*** 2.79 9.55%** 4 60*** 3. 47***

Reference group: couples without children

Single adult 5.69%% 12.15%%*  6.43%*%  2.24* 3.17¥¥% 2. 30%*

Couple —spouse not ~ 11.30%**  §.15%** 8R1** (.95 3.76%** 2 58**
working

Couple with child(ren) 2.20 1.23 3.77 0.44 1.49 1.65

Age (log) 0.77 0.92 0.50**  0.65**  0.74* 0.75*

Constant 0.15* 0.02%** 1.8 0.27* 0.34 0.20**

Notes:

*kp < 0.001, ** p < 0.01, * p <0.05.
Bold figures indicate significant differences (p < 0.05) between men and women.
Individuals 20-64 years of age not including single individuals living with their parents.

Source:  Survey of Living Conditions.

with children. The reason for this is that there are very few single adult men
with children, and hardly any of them are poor. Hourly wage is included in
the analysis as a continuous variable. Age is also included as a continuous
variable, but in order to capture the curvilinear association with in-work
poverty, we have used a log transformation.3

The odds ratios from the multivariate analysis are shown in Table 6.5.
There is, as expected, a negative odds ratio of less than 1 for the association
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between hourly wage and poverty: that is, the higher the wage, the lower the
poverty risk. The negative effect is significantly stronger for men than for
women, which possibly reflects the fact that men are still the main bread-
winners in most households (Halleréd, 2005). Now, if in-work poverty is a
low-wage problem, and if we were able to measure hourly wage in an accu-
rate way, all occurrences of in-work poverty should be explained by this
variable and the part-time indicator. However, because a number of other
variables in the model remain significant, this is not the case.

The impact of employment experience is, in most cases, insignificant.
Moreover, the only significant result is very hard to understand, since it
goes in the wrong direction: those who experienced more than six months
of unemployment in 1994-95 had a lowered risk of in-work poverty. One
possible explanation is that individuals with unemployment experience
who managed to establish themselves on the labour market in the midst of
the Swedish unemployment crisis constitute a highly select group. Part-time
work does have an impact on the poverty risk for women at the first two
points of observation. The effect is not significant in 2002-03, which might
reflect the decrease in part-time work among women. We can also see that
women with temporary work contracts have an increased risk of in-work
poverty, at least at the first and last points of measurement. We analysed
class position using white-collar workers as a reference category. The
highest in-work poverty risk is found among the self-employed. There are,
as we mentioned above, reasons to be careful when interpreting these results.
The only other results that are significant are the estimates for female blue-
collar service workers in 1994-95 and for all blue-collar service workers in
2002-03. The household variable confirms that in-work poverty is mainly
a problem for single-earner households. There is also a significant age effect
for the last two measurement points, showing that it is predominantly the
younger section of the labour force that is affected by in-work poverty.

Table 6.6 presents estimated in-work poverty probabilities for different
categories of blue-collar workers. The estimates are based on the regression
model presented in Table 6.5. The first example is a person earning the
median wage for an unskilled, blue-collar service worker. It is also assumed
that he or she is cohabiting, has at least one child and is 40 years old. Hence,
this is a typical example of a low-wage earner. The in-work poverty risk for
this example is negligible for both men and women in 1988-89. It is a bit
higher for women in 1994-95, and for both men and women in 2002-03.
However, it remains low throughout the observed period. The in-work
poverty risk increases if we instead suppose that our example is living in a
single-adult household. In fact, the estimated probabilities for this category
come close to the actual average for each of the measurement years, which
means that the in-work poverty risk is also relatively low for a category that,
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Table 6.6  Estimated probabilities of in-work poverty (%)

1988-89 1994-95 2002-03

Men Women Men Women Men Women

Blue-collar service worker, 0.3 0.3 0.2 2.0 1.4 2.3
median wage for unskilled
service worker, couple with
children, 40 years old

Blue-collar service worker, 1.6 3.6 1.0 4.3 44 5.0
median wage for unskilled
service worker, single adult,
40 years old

Blue-collar service worker, 2.2 39 2.1 6.7 6.0 6.8
median wage for unskilled
service worker, single adult,
26 years old

Blue-collar service worker, low 9.1 6.3 22.5 12.6 17.3 11.8
wage (60% of median for all
wage earners), single adult,
26 years old

Blue-collar service worker, 11.9 4.9 61.2 17.1 28.7 12.5
median wage for the working
poor, single adult, 26 years old

Note: Estimates based on logistic regression models in Table 6.5.

beforehand, could easily have been perceived as being highly exposed to in-
work poverty. The risk increases more if we assume that our example is 26
years old instead of 40, but the estimates are still clearly below the actual
poverty rate for the total population, and much lower than for the out-of-
work section of the population (see Table 6.2). In the fourth example,
we assume that our hypothetical person is a low-wage earner, earning only
60 per cent of the median hourly wage. The in-work poverty risks are now
increasing substantially. The increase is more pronounced among men,
reflecting the stronger income effect in this group. This result emphasizes
that in-work poverty is truly a low-wage problem. Now, if we return to our
data and check the actual hourly wages among the working poor, we find
that in most cases, these individuals earn incomes far below the low-income
threshold. Thus, in the last example, we have given our sample individual
the median wage for the working poor for each year and for men and
women, respectively. In 1988-89, the difference between a low wage and the
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actual median wage for men is quite small; for women experiencing in-work
poverty, the actual median wage is in fact higher than the threshold, which
leads to a slightly lower estimate. In 1994-95, the situation looks very
different, especially for men. The median income for men who are working
and poor is only 28 per cent of the median for all wage earners, which
simply cannot be a correct measure of hourly wages in a highly regulated
labour market such as the Swedish one. The most probable explanation for
this is that since the Swedish labour market was particularly bad at this
time — with many people experiencing unemployment during part of the
year — a fairly large section of the population that we have identified as
being in work had, in reality, been out of work during parts of the year.
Thus, even though our data do not allow us to confirm that low income
among the working poor is caused by unemployment, our best guess is
that a large share of the working poor, predominantly men, were in fact
unemployed in 1994-95. In 2002-03, wages — especially among men expe-
riencing in-work poverty — are also very low, probably concealing an unem-
ployment problem. Hourly wages among women in in-work poverty are
generally higher than among men. Because women occupy low-wage posi-
tions to a much larger extent than men do, it is more likely that in-work
poverty among women is a low-wage problem.

One way of getting a grip on the problem is to analyse to what degree the
working poor earn extremely low hourly wages. Our calculation shows that
the median hourly wage for a blue-collar worker in 2002-03 was around
115 crowns per hour. This is well in line with statistics on wages within the
private sector. Official statistics also confirm Sweden’s compressed wage
structure, and the hourly wage for the lowest quartile is just around 12 per
cent lower than the overall median (SCB, 2007). Now, if we first make the
not particularly bold assumption that any hourly wage that falls below
50 per cent of the median for a blue-collar worker is in fact a measurement
error that, in most cases, is caused by non-observed unemployment, then
we can, in a second step, exclude this group from the analysis and there-
after calculate new figures for in-work poverty. If we do this, we find a
slight decrease in 198889, from the already low 1.8 per cent to 1.2 per cent.
For the two later observations, the decrease is more substantial. In
1994-95, in-work poverty decreased from 4.5 per cent to 1.4 per cent, and
in 2002-03, the figure decreased from 4.3 per cent to 2.2 per cent. There is
also a clear difference between women and men, and correcting for
extremely low hourly incomes nearly eradicates in-work poverty among
men. Thus, we can conclude that in-work poverty in Sweden is a very small
problem, and to the extent that it exists at all, it is a problem for women
with low-wage incomes. However, we can also conclude that higher
unemployment and less secure employment conditions are creating
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poverty among what seems to be a growing section of the population that
has a peripheral attachment to the labour market. A higher demand for
labour power will therefore lead to a situation in which people who are poor
because they are not working are transformed into people who are not poor
because they are working.

CONCLUSIONS

In this chapter, we have analysed in-work poverty in a transitional labour
market. Three periods have been studied: the first representing a booming
economy with extremely low unemployment (1988-89); the second, an
economy in crisis with skyrocketing unemployment and a changing labour
market (1994-95); and the third, a period of economic recovery and stabil-
ization, but with a labour market that was markedly changed compared
with the first period (2002-03). We have used data from the Swedish Survey
of Living Conditions and have empirically defined the working poor as
those who received any wage income during the year and who were working
when interviewed, but nevertheless had an annual equivalent disposable
household income below the poverty line.

The basic assumption was that a transformation of the labour market
took place during the period under investigation, implying segmentation
between core positions and peripheral positions on the labour market, and
that the extent of in-work poverty can largely be explained by this devel-
opment. Our results show that in-work poverty in Sweden is an increasing
but relatively uncommon phenomenon. The in-work poverty rate in the late
1980s was about 3.5 per cent. In the mid-1990s, the figure had increased to
4.5 per cent, and in the early 2000s the figure was marginally lower, 4.3 per
cent. These figures included the self-employed — a group with an extremely
high in-work poverty rate, and one that is, at least to some degree, attribut-
able to measurement problems. If we looked solely at employees, we saw
that only 1.8 per cent were among the working poor in the late 1980s. The
corresponding figure in the mid-1990s was 2.6 per cent, and in the early
2000s, 3.2 per cent. Thus, there was a trend towards increasing in-work
poverty, but the figures were on a very low level.

Our analysis revealed a close connection between low hourly wages and
in-work poverty. We also saw a connection between temporary employ-
ment contracts and in-work poverty which was growing stronger over time.
In addition, part-time work was related to in-work poverty — but only
among women (very few men were working part-time). The connection
between blue-collar service jobs and in-work poverty also strengthened
over time. Overall, these results indicate that the transformation of the
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labour market — with greater wage dispersion, more temporary work con-
tracts and a growing low-skilled service sector — has resulted in the growth
of in-work poverty. The central issue in relation to these results is whether
this development has led to an increase in low-paid jobs, and, therefore, to
increased in-work poverty — or whether a more insecure labour market has
led to more unemployment and, in turn, to increased poverty. This issue is
of great policy importance, since the first option should reasonably lead to
a policy that focuses on increased wages among low-wage earners, while the
second option ought to lead to a policy focusing on the fight against unem-
ployment, which could possibly be facilitated through lower minimum
wages.

In our empirical analysis, we have done our utmost to define the working
population as strictly as our data allow. Ideally, we wanted a situation in
which we could analyse poverty among people who had been employed
during the whole year, without any unemployment spells or any longer
periods out of work (owing to, for example, long-term illness or parental
leave). This ideal situation would enable us to be certain that in-work
poverty, whenever it occurs, is caused by low hourly wages or by too few
working hours. However, this ideal situation was not achieved, which
means that some of the working poor might simply be poor because they
were out of work. Our in-depth analysis suggested this as well, and our con-
clusion is that the majority of the working poor were poor because they had
been partly out of work during the observation year, and that in-work
poverty as a consequence of low wages is, by all measures, a very small
problem in Sweden. Instead, we have seen an increase in poverty caused by
less secure labour market conditions, and if we look at those who are
working, there are, on any given day, a number of people who have recently
been or are about to be without work. This group is increasing as unem-
ployment increases, and it is among this category that we predominantly
find those who we defined as the ‘working poor’ at the outset of this study.
This result suggests that, at present, Swedish policy-makers should be more
concerned about unemployment than about low wages.

NOTES

1. The measurement of income is often confined to a relatively short period such as monthly
or weekly income, while poverty is conceptualized in terms of annual income — a fact that
further complicates the relationship between employment and poverty.

2. The poverty line relates to the median income in the total population 16 to 84 years of age.
Children living together with their parents are, for reasons mentioned above, not included
in the calculation.

3. The variable is calculated as the natural logarithm of age minus 19.
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7. ‘Much ado about nothing?’
Institutional framework and
empirical findings on the working

poor phenomenon in Finland from
1995 to 2005

Ilpo Airio, Susan Kuivalainen and
Mikko Niemeli

INTRODUCTION

Comparatively speaking, Finland is a country with little poverty. This situ-
ation changed, however, in the 1990s. During the years from 1990 to 1993,
Finland experienced a deep economic recession; the gross domestic product
(GDP) declined by 13 per cent and unemployment rose to 18 per cent (see,
for example, Kiander and Virtanen, 2002). Following the recession, income
inequality and poverty increased, and poverty became a political and soci-
etal concern (Kuivalainen et al., 2005). Poverty was no longer seen as a
problem limited to a small, marginalized group; rather it was publicly real-
ized that poverty also touches those who were traditionally thought to be
well secured against poverty — the working population. In Finland, discus-
sion of the working poor became particularly prominent in 2003, after the
publication of Barbara Ehrenreich’s book Nickel and Dimed in Finnish
(Ehrenreich, 2003). Although a great deal of discussion took place, there
was hardly any empirical research conducted on the issue. Therefore, the
discussion was — and still is — based on loose ground. One might ask
whether the worry over in-work poverty in Finland has simply been ‘much
ado about nothing’ — especially because studies conducted in the late 1990s
indicated that poverty indisputably affects the unemployed, particularly the
long-term unemployed, and that work is the best guarantee against poverty
(see, for example, Kangas and Ritakallio, 2005; Riihela et al., 2002).
There are only a few studies that have focused on in-work poverty in
Finland. These studies show that poverty among the employed population
increased from the early 1990s up until early 2000 (Airio, 2005a; Airio and
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Niemeld, 2004; Kauhanen, 2005). In 2000, approximately 5 per cent of the
working population was poor (Airio and Niemeld, 2004; Kauhanen, 2005).
Based on present evidence, it appears that poverty among the employed has
returned as a new, old social risk (cf. Taylor-Gooby, 2004). In this chapter,
we examine whether poverty among the employed has also continued to
grow during the 2000s.

This chapter provides analyses of poverty among working people in
Finland from the mid-1990s until 2005. It describes the main features of
Finnish government policies and changes in labour market institutions,
welfare state provisions and household structures. The first part of the
chapter provides information about the institutional framework in
Finland. Our goal here is, on the one hand, to point out those features that
have explained the low poverty status of the employed in comparison to
many other countries up to now (Airio, 2005b; Pefia-Casas and Latta,
2004) and, on the other hand, to discuss those changes that are most likely
to result in an increase in in-work poverty. The second part of the chapter
presents empirical analyses of the development of in-work poverty in
Finland from 1995 until 2005. Thus, this chapter aims to provide an under-
standing of recent developments against the background of the institu-
tional framework. We explore the changes in the incidence and structure of
the working poor in Finland during the past 10 years.

THE INSTITUTIONAL FRAMEWORK
Labour Market Institutions

The economic situation of paid employees is related to labour market
policy. Labour market policy can be seen as one of a number of regulatory
policies whose goals include influencing the distribution of market incomes
(Ringen, 1987). In his book Small States in World Markets, Peter
Katzenstein (1985) argues that democratic corporatism is the most viable
solution for small states in the international economy. Because small
states lack the power that large states have to influence world markets, co-
operation between political and economic organizations is crucial, on both
economic and social issues.

In Finland, centralized income policy bargaining — based on so-called
social corporatism — has served as the central means for achieving eco-
nomic and social policy goals since the 1960s. It has had great significance
first and foremost in income distribution, and consequently for the eco-
nomic situation of employed people. Neither the economic depression nor
the high unemployment of the early 1990s broke the social corporatism in



The working poor phenomenon in Finland, 1995-2005 181

Finland. Labour organizations still pursue centralized and moderate pay
settlements. Finland continues to have one of the highest rates of union
membership in the industrialized world, with nearly 80 per cent of its
employees organized in trade unions (OECD, 2004a). However, there are
some signs that local collective bargaining is playing an increased role.! As
in many other countries, the union density rate has fallen since the early
1990s; a recent study shows that union density in Finland has declined by
more than 10 percentage points during the past 10 years (Bockerman and
Uusitalo, 2005).

Wage-setting established through social corporatism has a significant
effect from the point of view of economic well-being, since it sets wages at
sufficient income levels. There is no minimum wage legislation as such in
Finland, but the minimum tariff wages established in each collective agree-
ment set an effective floor for wages. Finnish labour law stipulates that the
minimum provisions of collective agreements be extended to non-signatory
parties as well, provided that the collective agreement is considered to be
adequately representative. Since agreements are sectoral, the minimum wage
provisions vary from industry to industry (EIRO, 2005; Vartiainen, 1998).
Earnings inequality in Finland continues to be at one of the lowest levels
among the Organisation for Economic Co-operation and Development
(OECD) countries, and in contrast to most OECD countries, it has not
increased significantly since the beginning of the 1980s (Kauhanen, 2005:
31; OECD, 2004a: 141). Nonetheless, income inequality as a whole has
increased in Finland during the past decade. This phenomenon is mainly the
result of increased capital income among the highest income deciles on
the one hand, and stagnated income within the lowest income deciles on the
other (see, for example, Moisio, 2006; Sauramo, 2002).

The discussion on labour market adjustment has recently turned in
another direction from Katzenstein’s (1985) proposal of developing social
corporatism. There is a clear tendency towards increasing labour market
flexibility — namely, with regard to wages and working hours. In principle,
this translates into efforts to increase the share of low-paid and temporary
employment. The share of low-wage workers has increased in Finland: in
1991, the share of low-wage workers was approximately 7 per cent, whereas
in 2000, it had increased to 11 per cent (European Commission, 2004; Marx
and Nolan, 1999: 5). There has been considerable debate about the need for
removing barriers to low-paid and low-productivity work in order to
increase employment (see, for example, Holm and Vihridla, 2002). The
issue of developing low-productivity employment is prominent.2 Certainly,
developing low-productivity employment might be one way to tackle
unemployment, but whether it improves the economic well-being of people
who are currently unemployed is not evident.
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The other significant reason for the low level of in-work poverty in
Finland is related to high female employment — and more generally, to the
commitment to full employment. These characteristics are typical for the
Nordic countries (for example, Esping-Andersen, 1990). Female labour
market participation is high compared to the rest of the OECD countries.
The majority of employed women work full-time, and for these reasons,
most working-age families contain two earners (Pena-Casas and Latta,
2004: 36). During the recession years, the female employment rate decreased
in Finland; this was particularly evident among mothers with young chil-
dren, and even more so among single parents. However, since the mid-1990s,
the female employment rate has increased again, although the levels have
not reached those of 1990.

The 1990s witnessed the replacement of lifelong full-time work with
flexible work, and the common trend has been the proliferation of atypical
work. In 2003, temporary work accounted for about 16 per cent of all
employees (OECD, 2004b). When temporary work is full-time, it does not
necessarily hamper the workers’ economic well-being. Problems are more
likely to arise from the insecurity and uncertainty caused by fixed-term con-
tracts. The fragility associated with temporary employment exposes the
employee to financial troubles more often than permanent employment
does (Kauhanen, 2002: 96).

A notable characteristic of the Finnish labour market has been the low
proportion of part-time work compared with most European countries.
Earlier studies have shown that during economic recessions, the number of
people working part-time tends to increase (see, for example, Rubery,
1989). This was also the case in Finland: as opportunities for full-time work
became scarce, people began looking for part-time work. During the reces-
sion, part-time work became more typical, and its prevalence has contin-
ued to increase after the recession: in 1990, the proportion of people
working part-time was about 8 per cent; in 2004, it reached 11 per cent
(OECD, 2005). However, this share is still low from an international
perspective.

Atypical forms of work became more common during the 1990s as the
share of part-time and temporary employment grew faster than total
employment. This development has had an effect on poverty among
employees during the latter part of the 1990s. According to studies (Airio
and Niemeld, 2004; Kauhanen, 2005), poverty increased most among atyp-
ical workers during the period from 1995 until 2000; furthermore, the risk
of poverty among the employed is highest for atypical workers. Taking
recent developments in the labour market institutions into account, we have
some grounds to assume that poverty among employees will have increased
during the 2000s, particularly due to increased part-time employment.
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Welfare State Provisions

The main objective of the welfare state has been the alleviation of poverty
(for example, Ringen, 1987: 143). The Nordic countries have been charac-
terized by high levels of social security (Esping-Andersen, 1990; Kautto
et al., 1999). Since income is one of the main determinants of poverty,
social protection schemes are important. The three most significant types
of social protection schemes are social assistance, unemployment security
and family benefits. We shall now look at these three forms of security in
order to illuminate the relationship between welfare state provisions and in-
work poverty in Finland.

As in other Western countries, the notion of welfare state retrenchment
has also become prominent in Finland. In particular, cuts in social security
were carried out during the economic recession (see Kosunen, 1997). After
the economic recession, policy interest turned to the promotion of employ-
ment and employability, and there has been an ideological shift. ‘Making
work pay’ has become the main principle in social policy (Kuivalainen
et al., 2005). Since Prime Minister Paavo Lipponen’s first government
(1995), policy-makers have stressed the need for schemes to be changed so
that work is the primary means of earning a living, and that work always
guarantees a better income than living on benefits. A number of benefits —
particularly unemployment security and social assistance schemes — have
been reformed in order to promote employment and to diminish negative
incentives to work.

Unemployment schemes have been reformed with the particular aim of
increasing active participation in the labour market and employment
among the recipients of benefits.> Changes have been made in entitlement
and eligibility rules. In principle, the outcome of these reforms should be
such that on the one hand, a higher share of the recipients of unemploy-
ment benefits will receive income from earnings and thus their economic
situation will be better than it was previously; but, on the other hand,
poverty among the unemployed will have increased due to the cuts made in
unemployment benefits.

The Finnish social assistance benefit (toimeentulotuki) is payable to all
persons whose income is insufficient — irrespective of their employment
status — to guarantee a minimum standard of living. In the past, the Finnish
social assistance scheme has been characterized by strict means-testing
(Eardley et al., 1996). However, recent legislative reforms have made means-
testing more moderate (Kuivalainen, 2004). A new three-year pilot law was
introduced in 2002 (HE155/2001). According to this law, 20 per cent of a
person’s earnings are disregarded, up to a total of 100 euros per month
per household. The programme was extended at the beginning of 2005.
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Work-related expenses have been taken into account in social assistance for
a long time. The amendment to the Finnish social assistance schemes which
was made in 1998 clarified these rules, allowing for more work-related
expenses to be taken into account. Changes implemented in social assis-
tance schemes have aimed to promote the integration of their recipients into
the labour market and to encourage working. On the whole, these reforms
imply that there should be a greater share of working households receiving
social assistance. Nevertheless, statistics show that the share of the
employed among social assistance recipients is low, and it has not increased
since the 1990s — quite the contrary. Furthermore, an evaluation study has
shown that the social assistance reforms have not increased the use of social
assistance among the working population (Hiilamo et al., 2004).

Family support is an important resource for many working-age families
with children. On the one hand, family benefits provide financial support
to families with children. On the other, family support in the form of child-
care provisions facilitates labour market participation, thus playing an
important role in the economic situation of families. For working families
with children, the most important type of social security transfers are
family benefits.* The child benefit (lapsilisd) is a tax-free allowance paid to
every family with a child under the age of 17, irrespective of their income.
A monthly supplement is paid to single parents. Single parents are guaran-
teed a maintenance benefit (elatustuki) in case the absent parent defaults on
his or her obligations. During the 1990s, small cuts were introduced in the
field of family policy, but eligibility and entitlement rules remained more
or less unchanged (see Hiilamo, 2002). This situation has continued into the
2000s as well.

In Finland, childcare policy is part of the system of universal welfare
state provisions, and all parents of young children up to school age have
guaranteed access to a subsidized childcare place. Since 1996, the parents
of all children under school age have been entitled to municipal day care
for their children. Childcare services are highly subsidized, and the level of
payment is determined according to income; therefore, families with low
earnings are also able to afford daytime childcare. Childcare is also guar-
anteed after school. Parents who do not use day-care facilities are entitled
to a Child Home Care Allowance (kotihoidontuki) payment. The parents of
a small child have the right to take unpaid care leave from their work until
the child is 3 years old. There have been some significant improvements
made to the child home care allowance. Since 2005, pensions accrue on the
basis of the child home care allowance, and the level of the allowance has
increased significantly.

The aim of taxation policy has been to reduce the tax rate. All three gov-
ernments which have been in power since the mid-1990s have emphasized
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tax relief for payroll taxation, particularly for low and middle-income fam-
ilies. Recent studies show that the taxation of wage income has decreased
(OECD tax database; Kurjenoja, 2004). Thanks to recent tax relief,
Finland has reached the average European level in terms of wage taxes for
people in the below-average income bracket (Kurjenoja, 2004).

Overall, the Finnish welfare system has been effective in reducing poverty
among the population (Ritakallio, 2002). The economic recession did not
change this: in 2000, market-based poverty was still reduced by 70 per cent.
The recent developments in welfare state provisions have attempted to
make work pay. This employment-friendly policy, together with changes in
taxation policy, has probably led to improved financial conditions for low-
income workers. Furthermore, the efforts to reconcile work and the family
are likely to have had similar effects. Overall, we have good grounds to
assume that poverty among the employed is still rather low.

Household and Individual Characteristics

Earlier studies have shown that both household and individual factors con-
tribute to poverty, and more so to in-work poverty. According to
Strengmann-Kuhn (2004), the household plays a significant role in explain-
ing poverty among the employed. The size and composition of the house-
hold, as well as the number of earners in a family, have a significant impact
on its risk of poverty. The two Finnish studies on in-work poverty (Airio
and Niemeld, 2004; Kauhanen, 2005) have shown that of all household
types, single-parent families have the highest risk of poverty. Couples with
children also have a high poverty risk, and the risk rises linearly with the
number of children. As such, the situation is similar to that in most
European countries (Pefia-Casas and Latta, 2004). The number of earners
in a family has a significant impact on its poverty status. The risk of poverty
has been found to be the smallest among those households with two
earners, and highest among households with no earners.

As far as individual characteristics are concerned, the most important
one relates to employment status. Individuals who have permanent, full-
time jobs are the best protected against economic poverty. Part-time
employees have a much higher risk of poverty than people in full-time
employment (Airio and Niemeld, 2004). Evidently, poverty among the
employed is related to the number of months in work per year — that is,
work intensity (Kauhanen, 2005: 28-9). In Finland, women comprise a
greater share of the working poor. This is mainly due to the greater share
of women who are employed part-time or under fixed-term contracts
(Kauhanen, 2005). The increased rate of part-time employment among
women may reflect an increased poverty rate.
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Merja Kauhanen (2005) also studied the factors which contribute to a
person’s ability to move out of in-work poverty. Her results indicate that
the individual’s age and level of education exert the greatest influence.
Individuals who were young and possessed a higher level of education were
more likely to exit from in-work poverty.

On the whole, demographics statistics have not shown any momentous
changes in family types since 1995. Overall, the demographic structure in
Finland is beneficial in terms of economic security (Kangas and Ritakallio,
2005). Taking into account the high labour demand during the 2000s and
the decreased unemployment rate — especially among the young — we can
assume that poverty among the employed has not increased drastically.

PURPOSE OF THE STUDY, DATA AND METHODS

The purpose of the empirical section of this chapter is to explore the
changes in the incidence and structure of the working poor in Finland from
1995 until 2005. There are three main research objectives: (1) The incidence
of poverty in different labour market positions, (2) the incidence and the
structure of in-work poverty among different population groups, and
(3) the incidence of poverty based on work intensity and work stability.

We hypothesize that the incidence of in-work poverty has not risen
significantly during the 10 years of our observation period, and that the
share of the working poor has remained low — particularly from an inter-
national perspective. These assumptions can be justified by the facts pre-
sented in the previous section, which demonstrate that changes in welfare
state provisions and taxation policies have very much favoured the well-
being of the working population. Yet, a more detailed analysis could reveal
groups that have high rates of in-work poverty, even though the ‘big
picture’ might look comforting. For example, earlier studies have shown
that the risk of being among the working poor differs between population
groups. Hence, there might be population groups that have very high in-
work poverty rates — and these groups could have witnessed a worsened sit-
uation during the observation period. This could particularly be the case
among groups which have a precarious position in the labour market, such
as part-time workers, or in households where the relative number of
workers is inadequate, such as single-earner households.

Data

The data-sets used in this study are cross-sectional surveys which were com-
piled in the Department of Social Policy at the University of Turku in 1995,
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Table 7.1 Data-sets of the study

Year Sample size Effective response rate (%) Non-weighted N
1995 3000 65 1859
2000 4001 62 2400
2005 4001 63 2391

2000 and 2005 (see Table 7.1). The surveys included a broad set of ques-
tions dealing with material standards and economic resources, attitudes
towards redistribution and the welfare state, and people’s views of their
own circumstances. Every year, random samples were collected from the
population register, and the data-sets represent the total Finnish-speaking
population between the ages of 18 and 70. The data-sets are weighted so as
to be representative in terms of age and gender.

A non-response analysis did not reveal any systematic bias associated
with such traditional background variables as age, education, gender and
socio-economic position. As a rule, underprivileged groups such as the
unemployed are under-represented in the survey data. The distribution of
the background variables in the data-sets is proportional to their distribu-
tion in the whole population, and the proportion of unemployed persons
included in the data works relatively well: it is the same as in the whole
population. Overall, the numbers of non-weighted cases are quite large.
However, in the analyses for certain subgroups, the number of non-
weighted cases may be rather small. As a result, care should be taken when
interpreting the results, which are based on a small number of cases.
Therefore, in the next section, percentages which are based on fewer than
10 cases are marked with asterisks.

Methods

We define the working poor as workers who live in poor households. Here,
workers are defined based on questionnaire responses regarding the
respondent’s labour market status. Many studies have shown that any given
picture of poverty is highly dependent on the way in which poverty is
defined — and, in particular, on the way in which poverty is measured. In
addition, in cases where the overlap between different poverty indicators
has been explored, the correlation between indicators has been rather small
(for example, Bradshaw and Finch, 2003; Kangas and Ritakallio, 1998;
Niemela, 2005; Saunders et al., 2002). This phenomenon may be explained
by the multidimensional nature of poverty: different indicators simply
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Table 7.2 Poverty measures

Measure Criterion

Low income All those whose disposable household income is less than
60% of median equivalized disposable household income
(modified OECD equivalence scale)

Consensual All those who involuntarily lack at least three commodities
deprivation regarded as necessities by the majority of the whole
population
Notes:

Necessity items in 1995: medical services (96% of the population regard as necessity), a hot
meal every day (95%), washing machine (88%), dental examination once a year (82%),
vacuum cleaner (80%), modern dwelling (78%), public transportation according to one’s
need (77%), householders’ comprehensive insurance (66%), not more than two persons in
each bedroom (59%), a haircut every third month (59%), daily paper (53%) and freezer
(52%).

Necessity items in 2000: medical services (97%), a hot meal every day (96%), washing
machine (88%), dental examination once a year (83%), vacuum cleaner (83%), modern
dwelling (80%), public transportation according to one’s need (72%), householders’
comprehensive insurance (70%), a haircut every third month (62%), telephone (57%), not
more than two persons in each bedroom (57%), freezer (55%) and television (51%).

Necessity items in 2005: medical services (97%), a hot meal every day (97%), washing
machine (91%), vacuum cleaner (87%), dental examination once a year (85%), modern
dwelling (84%), public transport (76%), householders’ comprehensive insurance (74%),
freezer (61%), a haircut every third month (59%), telephone (57%), not more than two
persons in each bedroom (57%), a hobby or leisure activity (51%).

provide different results, but none of these results are wrong in and of
themselves; they are merely limited. Therefore, one possible option for
obtaining a comprehensive picture of poverty would be to make use of
many different approaches simultaneously (for example, Bradshaw and
Finch, 2003; Kangas and Ritakallio, 1998; Muffels et al., 1992). This type
of research strategy yields a wider picture of which sectors of the popula-
tion are more vulnerable to specific forms of economic hardship.

In this chapter, we analyse poverty using measures of low income and
consensual deprivation (see Table 7.2). Looking at trends in in-work
poverty based on different indicators, there is good reason to expect that
the analysis will show somewhat different trends. Since the mid-1990s,
income inequality has increased in Finland. It is widely known that relative
income poverty is closely linked to income inequality, and thus researchers
have questioned whether low income alone is actually a valid indicator of
poverty (Ray, 1998; see also Pryke, 1995). Previous studies on the develop-
ment of low income have shown that since the mid-1990s, the number of
people earning low incomes has increased at the same time that income
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inequality has increased. In addition, researchers have pointed out that this
increase has been dramatic for the unemployed, but that there has also been
a slight increase or at least steady development in other labour market posi-
tions (see, for example, Niemeld, 2005; Riiheli et al., 2002).

On the other hand, previous studies have shown that when economic
hardship is measured more directly — for example, using different depriva-
tion indexes or subjective assessments of an individual’s or household’s
financial situation, the trend in the late 1990s looks completely different.
These studies indicate that there has been a trend towards decreasing
poverty and deprivation in Finland since the mid-1990s (see, for example,
Airio and Niemeld, 2004; Kangas and Ritakallio, 2005). Because trends in
low income are so closely linked to trends in income inequality, we have
used consensual deprivation as a control measure in this chapter. Based on
previous studies, our assumption is that different measures will show some-
what different trends. However, we can also expect that different measures
will yield quite similar results regarding the position of the employed rela-
tive to people in other labour market positions.

We measured low income using standard methods. The income data used
in the analysis is based on questionnaire responses and measures monthly
net income. Using income data based on the monthly questionnaire, we find
a higher poverty rate compared with that shown by income data from the
annual register. It is important to keep this in mind when analysing the
results. We used the relative income method to estimate the low-income
threshold. In order to test the sensitivity of the findings, we applied three
alternative low-income cut-offs (40, 50 and 60 per cent of the median net
income). Because of space considerations, in the subsequent comparisons,
we only showed the results produced using 60 per cent of the median
equivalent income. In order to make the different households comparable,
we divided the household incomes by the number of consumption units in
each household. The equivalence scale from which we derived the con-
sumption units was the modified OECD scale, with one slight adjustment:
while in the modified OECD scale, all persons over 13 years of age are
defined as adults, here we defined all persons over 17 years of age as adults.
In all other cases, the values of the parameters are the same as in the OECD
scale.

The consensual deprivation approach was formulated by Mack and
Lansley. This approach defines poverty as ‘an enforced lack of socially per-
ceived necessities’ (Mack and Lansley, 1985: 39), and it aims to reveal
whether people are living below the minimum publicly accepted standard.
In this approach, the necessities of life were defined by public opinion, and
people were then regarded as poor based on their ability (or inability) to
maintain the standard of consumption perceived as necessary by the
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majority of the population. As in some earlier studies (Gordon and
Townsend, 2000; Kangas and Ritakallio, 1998; 2005), the criterion for
poverty was set at an involuntary lack of three or more necessities in the
household of the respondent.

RESULTS

Table 7.3 provides a picture of what consensual deprivation and low-
income measures can tell us about the financial circumstances in different
labour market positions. As we discussed in the previous section, to some
extent, different indicators show different trends in poverty between the
years 1995 and 2005. Among the whole population, the low-income rate
has increased by almost four percentage points, while the rate of consen-
sual deprivation has decreased by five percentage points.

Regardless of the indicator used, employed people are in the best
financial situation. The employed had the lowest poverty rates in all cross-
sectional points of observation. However, as we expected, there are some
differences in the trend for in-work poverty. There is a clear decrease in
poverty as measured by consensual deprivation. However, when we use low
income as a measurement, the trend is slightly different. While in the late
1990s, the low-income rate among working people increased — as it did in
the whole population — in the early 2000s, the relative position of employ-
ees has improved and their risk of poverty in relation to whole population
has decreased.

It is hardly surprising that unemployment is the most important factor
associated with poverty. Regardless of the indicator used, the risk of
poverty is radically higher for unemployed persons than it is for the
employed or the retired. The only exception here is the low-income rates of
students, which are even higher than those of the unemployed. During the
late 1990s, unemployed persons were the only group whose financial posi-
tions worsened according to both indicators. Even though their situation
has improved slightly during the early 2000s, they are still in the most dis-
advantaged position.

Overall, Table 7.3 indicates that in-work poverty is not a widespread
socio-political problem in Finland. In fact, one could say that the picture is
completely the opposite: the working population is in the best financial
position in Finland, or at least their poverty is a marginal problem — espe-
cially if we compare their situation to that of the unemployed. Even though
in-work poverty does not seem to be a widespread issue in general, knowing
which groups face the greatest risk of belonging to the working poor does
have an important socio-political significance. Table 7.4 presents a picture
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Table 7.3 Poverty risks by labour market status in Finland according to
low-income and consensual deprivation measures (%)

Labour market Low income Consensual deprivation

status 1995 2000 2005 1995 2000 2005
Employed 6.1 7.8 7.0 8.4 4.2 3.6
Unemployed 35.5 56.9 55.0 29.0 31.7 25.7
Retired 14.5 16.8 18.9 8.1 6.5 7.7
Student 45.5 59.1 70.3 21.9 13.0 17.7
Other 15.8 22.6 22.6 15.3 7.8 13.0
Total 15.8 19.1 19.6 13.2 8.3 8.2

Source:  Surveys of the Department of Social Policy at the University of Turku (weighted).

of the incidence of working poor individuals in different population
groups, and Table 7.5 shows the structure of in-work poverty in Finland
from 1995 until 2005. The background factors we explored are education,
age, household type, number of children in the household and gender.

There has been a lot of discussion in Finland about the extent to which
it pays to invest in education. According to our examination of in-work
poverty, measures of both low income and consensual deprivation show a
clear result: the higher the level of education, the lower the risk of poverty.
Thus, both the incidence and the structure of in-work poverty indicate that
the overall picture is clear: education seems to pay very well.

When we examine the working poor at different stages of life, the vul-
nerable situation of younger age groups is evident. The youngest age group,
in particular, is over-represented among the working poor. Furthermore,
the incidence of poverty in the youngest age group is the highest regardless
of the indicator used. Both indicators show that the poverty rates for the
youngest age group have increased during the early 2000s. These results are
quite as we expected. Unstable labour market positions in the form of part-
time and temporary work are more common in younger age groups than
they are in others. In this respect, however, we should mention the limita-
tions of the cross-sectional data. It is possible that for younger age groups,
low-wage jobs may play a positive role as an entry into the labour market
(cf. Kauhanen, 2005). However, the panel data and a dynamic approach
would be needed in order to test that hypothesis.

Household type as well as family size have traditionally been important
factors in explaining poverty. Moreover, it has been argued that changes in
family structure — that is, the increasing trends towards single-parent fam-
ilies and single households, and the decrease in dual-earner households —is
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Table 7.4 Poverty risk of different population groups in Finland according

to low-income and consensual deprivation measures (%)

Characteristic Low income Consensual deprivation
1995 2000 2005 1995 2000 2005
Total 6.1 7.8 7.0 8.4 4.2 3.6
Education
Basic level 10.3 12.3 13.2 11.7 6.3 6.0
Vocational/college 6.2 8.6 7.9 8.2 4.2 4.6
University 0.0 2.0%* 2.4%* 8.4% 2.1% 0.7*
Age
24 15.9% 14.6* 32.3 26.0 10.2%* 12.8*
25-34 6.7 4.9 5.6 10.4 4.4 4.0
35-44 4.7 10.6 5.8 6.6 4.9 2.4%
45-54 6.4 6.9 5.9 6.8 3.5 33
55— 7.2% 6.0 4.9 3.4* 1.2* 3.0*%
Household type
Single 3.7* 54 6.0 16.9 8.1 4.9
Couple 2.0* 34 5.6 6.1 2.0* 4.6
Couple with children 7.3 8.5 5.5 5.2 32 2.3
Lone parent 8.1% 26.3 23.1 29.9 10.7* 6.4%
Number of children
None 5.5 6.0 6.2 9.6 8.1 4.2
1 5.4 7.1 6.3 8.3 2.0* 2.2%
2 6.8 7.1 8.8 5.8 3.2% 1.5*%
3 or more 12.8 23.7 9.6 7.1% 10.7* 4.9%
Gender!
Female 3.8% 10.6 12.8 21.6 10.0 5.9
Male 6.2% 7.7*% 8.8 17.1 6.6* 4.5%
Notes:

1 Single and lone parent households.

* Unweighted number of cases less than 10.

Source:  Surveys of the Department of Social Policy at the University of Turku (weighted).

one of the most important internal challenges of contemporary welfare
states (Esping-Andersen, 2002; Taylor-Gooby, 2004). Our results indicate
that single parents and single households occupy the worst financial posi-
tions among all household types. Our assessment of the structure of in-
work poverty shows that single parents are over-represented among the
working poor using both indicators. Moreover, when measured according
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Table 7.5  The structure of in-work poverty in Finland according to low
income and consensual deprivation measures (%)

Characteristic Low income Consensual Share of total
deprivation working
population

1995 2000 2005 1995 2000 2005 1995 2000 2005

Education
Basic level 422  31.1 285 369 302 266 27.5 203 16.5
Vocational/ 57.8 63.1 61.7 588 58.6 68.2 59.5 573 553

college

University 0.0 5.8% 9.7% 43% 11.2*% 52*% 129 224 283
Age

-24 12.9% 8.2* 229 17.1 11.0* 194* 55 48 55

25-34 253 13.8 17.8 30.0 233 232 242 21.7 21.1

35-44 244 40.1 241 264 353 18.2*% 332 295 28.0

45-54 282 29.1 237 231 271 259 285 326 289

55~ 9.2* 88 11.5 3.3*% 34* 134* 85 114 165
Household type

Single 11.0* 13.6 19.6 327 352 27.1 16.1 174 20.1

Couple 9.5* 15.6 251 18.5 164* 354 260 326 28.0

Couple with ~ 72.5 553 40.6 322 375 304 533 459 478
child.
Lone parent 7.0 155 148 16.6 109* 7.1* 46 41 4.1

Number of children

None 41.1 428 52,1 557 583 698 48.6 552 582

1 19.2 17.0 14.8 23.1 16.5* 10.4* 23.0 18.6 16.2

2 19.1 16.7 209 126 11.9* 7.3* 182 18.5 16.6

3 or more 20.7 234 122 8.6% 13.3* 12.5* 10.2 7.6 8.9
Gender!

Female 50.1* 65.6 56.5 665 679 536 61.8 582 465

Male 49.9% 344* 435 335 32.1* 46.4* 382 41.8 535
Notes:

1 Single and lone parent households.
* Unweighted number of cases less than 10.

Source:  Surveys of the Department of Social Policy at the University of Turku (weighted).

to consensual deprivation, single households are over-represented as well.
However, there are some differences between the indicators regarding the
incidence of in-work poverty. During the period from 1995 until 2005, the
incidence of consensual deprivation among single parents decreased from
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30 to 6 per cent. On the other hand, their low income rate increased from
8 to 23 per cent. However, it should be noted that in the case of lone parents,
the number of non-weighted cases is very small, and this may account for
these dramatic differences. In addition, although the trends according to
poverty measures differ remarkably in absolute terms (percentage points),
the relative differences as well as the rankings between household types
have been constant.

In general, childless couples and couples with children have the lowest
poverty rates. Consensual deprivation among childless couples has
decreased if we compare the years 1995 and 2005. However, low-income
rates have increased slightly. On the other hand, regardless of the poverty
indicator used, the financial position of families with children has
improved. An examination of the number of children in a household sheds
additional light on the situation of families with children. These results
show that in the latter part of the 1990s, the incidence of low income
increased substantially in families with three or more children. This result
reflects the deterioration of family policy allowances that occurred in the
late 1990s (see Hiilamo, 2002). The situation of larger families improved
from the early 2000s until 2005, at the same time that improvements in child
allowances took place and Child Home Care Allowance payments were
instituted. However, the overall picture shows that a clear relationship
exists between the number of children in a household and the incidence of
low income (see also Airio and Niemela, 2004; Kauhanen, 2005).

In international literature, a case has been made for the feminization of
poverty (Pearce, 1978). However, in Finland, family allowances and public
childcare have allowed for high rates of female labour market participation.
Previous study results on Finnish poverty have shown that the thesis of the
feminization of poverty does not hold true in Finland — on the contrary,
Finnish poverty is rather masculine (for example, Kangas and Ritakallio,
2005). However, the results show that women have higher in-work poverty
risks than do men, and they are over-represented among the working poor
(see also Kauhanen, 2005). As far as the incidence of in-work poverty is
concerned, consensual deprivation decreased for both genders during the
period from 1995 until 2005. On the other hand, low-income rates have
increased for both sexes. While the increase in the low-income rate was
about two and a half percentage points for men, the increase for women
was nine percentage points. In order to explore the interaction between
household structure and gender, we applied a multivariate analysis (not
presented here). The applied regression model indicated that these gender
differences can be explained by the fact that single parents are more likely
to be women than men. When we controlled for this interaction, the results
showed that there were no statistically significant gender differences at all.
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Table 7. 6 Poverty risk of Finnish working population by work intensity
and stability according to different poverty measures (%)

Characteristic Low income Consensual
deprivation

1995 2000 2005 1995 2000 2005

Work intensity

Full-time worker 5.9 6.1 5.3 7.7 3.7 3.0

Part-time worker 12.1 22.7 21.5 15.6 8.3 9.3
Work stability

Permanent 3.5 6.0 4.6 6.6 33 2.4

Temporary 10.4 11.5 10.7 11.9 6.5 6.9
Work intensity (household)!

No full-time workers 21.9 29.0  30.7 13.8 9.8 9.0

One full-time worker 10.3 11.2 9.8 8.7 2.3% 7.3

Two full-time workers 2.3 3.0 2.2 2.4%* 1.9% 1.5%
Work stability (household)!

No permanent jobs 15.5 19.3 16.6 11.2 9.0 9.5

One permanent job 8.7 8.3 9.7 9.0 3.6 3.8

Two permanent jobs 2.8% 33 2.1% 1.1%* 1.0* 1.1%
Notes:

1 Childless couples and couples with children.
* Unweighted number of cases less than 10.

Source:  Surveys of the Department of Social Policy at the University of Turku (weighted).

Table 7.6 explores work intensity and work stability and their relationship
to poverty. First, it looks at work intensity by comparing the poverty rates of
full-time and part-time workers. Second, it investigates work stability by
analysing the differences between individuals with permanent jobs and those
who are employed temporarily. Finally, it focuses on intra-household work
intensity and stability among childless couples and couples with children.

The differences between full-time and part-time workers are clear.
Regardless of the poverty indicator used, part-time workers have much
higher poverty rates than full-time workers. Trends in the development of
poverty differ as well. While the low-income rate among part-time workers
has increased, the financial situation of full-time workers improved slightly
during the period from 1995 until 2005. However, consensual deprivation
has decreased among both groups. Differences between these groups arise
when we focus on the development during the early 2000s. Both measures
indicate that the poverty rates of full-time workers have decreased, while
part-time workers’ financial situation has worsened.
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The differences in poverty rates between workers employed in permanent
and temporary jobs are also obvious: those who are employed temporarily
have higher poverty rates than those who hold permanent jobs. If we
compare the years 1995 and 2005, consensual deprivation indicates that
poverty has decreased among both groups. The consensual deprivation
indicator also shows that there were some differences in the development of
poverty in the early 2000s. While consensual deprivation increased among
persons employed in temporary jobs, the financial situation of those in per-
manent jobs improved slightly. The trend shown by low income is different:
while the low income rate of people in a temporary jobs has been somewhat
constant, there is an increasing trend toward low income for those in per-
manent jobs.

The examination of intra-household work intensity and stability shows
that the poverty rate among those households that have two full-time
workers is considerably lower than those that have only one or where there
is no full-time worker. Unsurprisingly, those households that do not include
any full-time workers have the highest poverty rate regardless of the indi-
cator used. In addition, even though their rate of consensual deprivation
has decreased, the low-income estimates show that the financial situation
for this group has worsened during the past 10 years. In the case of people
in permanent work, the picture is very similar to that of full-time workers:
those couples whose members both hold permanent jobs have lower
poverty rates than the other groups. Regardless of the poverty measure
used, households in which neither member of the couple has a permanent
job have the highest poverty rates. Overall, Table 7.6 indicates that diff-
erences between full-time and part-time workers tend to be larger than
the differences between people holding permanent and temporary jobs. In
line with previous studies (Airio and Niemeld, 2004; Kauhanen, 2005),
Table 7.6 shows that Finnish in-work poverty is also clearly linked to work
intensity and stability, and this is particularly true if instances of part-time
and temporary work accumulate in the same household. Although the
public debate has implied that poverty among the working population is
increasing, it is only among part-time employees where we can witness such
a development.

CONCLUSIONS

This chapter has provided information about the institutional framework
as well as empirical results regarding the working poor phenomenon in
Finland during the period from 1995 until 2005. The main result of our
study is that in-work poverty is not a widespread socio-political issue in
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Finland. In fact, our results indicate quite the opposite. In-work poverty is
a marginal problem, especially if we compare the situation of the working
population with that of the unemployed. While in many countries, the
working population is being confronted with poverty more often than
before, the situation in Finland is different.

As far as the changes during the past 10 years are concerned, it appears
that the changes in the labour market and welfare state provisions that took
place at the end of the 1990s and in the early 2000s have not given rise to a
dramatic increase in in-work poverty. The development of poverty for
working people has been rather constant: the increase in income poverty
has been very modest. And if we use the consensual deprivation measure,
the situation is even more positive: consensual deprivation decreased
during the research period. Thus, the overall picture is such that in-work
poverty is relatively low in Finland.

One explanation for the low poverty rate among the employed in com-
parison to that in many other countries lies in the power of social corpo-
ratism and trade unions in Finland. Neither the economic depression nor
the high unemployment that occurred in the early 1990s broke social cor-
poratism. Second, the comparatively high female employment rate and
large share of dual-earner families also explain the low poverty rate among
the employed in Finland.

Third, as the results presented in this chapter indicate, work really
does guarantee a better income than living on benefits. Employment-
friendly policies, together with changes in taxation policy, have meant
positive development for the employed as well as for low-income workers.
On the whole, however, these policies together with activation policies
have only had a limited effect on reducing unemployment. Therefore, the
anti-poverty power of these policies has remained weak, because the
root cause of Finnish poverty is long-term unemployment. The clear
policy prescription is that anti-poverty policies should focus on improv-
ing the financial position of the unemployed. The high poverty rates
among the unemployed indicate that the level of means-tested
labour market support is too low to guarantee a minimum standard of
living.

This chapter has approached poverty using two different measures simul-
taneously. The advantage of this approach is that it provides a wider picture
of the different forms of economic hardship (Bradshaw and Finch, 2003).
Even though in some cases, the indicators yielded different results con-
cerning the incidence and trends of poverty, the core result was that regard-
less of the indicator used, younger age groups, single parents, single
households as well as families with many children have the highest risk of
in-work poverty. There are also clear signs that unstable labour market
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positions such as part-time and temporary work are associated with higher
poverty rates. This is particularly true if more than one person in the same
household is in this type of unstable work position. Previous studies (for
example, Kauhanen, 2002; 2005) have shown that women and younger age
groups are concentrated more in part-time employment and fixed-term
contracts. Thus, labour market instabilities are linked to gender and stage
of life differences as well.

Cross-sectional data is limited in its usefulness when it comes to study-
ing the working poor. As Esping-Andersen (2002: 6-7) has argued, the core
welfare issue is not so much how many people are low paid at any given
moment, but how many are likely to remain persistently low paid. For
example, our results indicate that the incidence of poverty for the youngest
age group has been higher than in any other group. However, we must
remember that low-wage jobs may also play a positive role by providing an
entry into the labour market. Based on cross-sectional data alone, we do
not know whether or not this is the case; we therefore require a diagnostic
methodology which focuses on dynamics as well.

To summarize our findings, Finland has traditionally been a country
with a low rate of in-work poverty from a European standpoint, and during
the 10-year time span of our analysis, income poverty has increased only
slightly. The institutional setting that protects the working-age population
from poverty is functioning well in Finland. Some might say that the recent
discussion of in-work poverty in Finland could be described as ‘much ado
about nothing’ — because there has been an almost non-existent change in
income poverty, while consensual deprivation has decreased by half during
the past 10 years. In the future, research should be qualitative and concen-
trate on issues like how in-work poverty affects people’s lives, how the
dynamic processes of in-work poverty function, and whether there are
specific professions where it is common for workers to have difficulties
achieving an adequate living standard. Answers to these questions would
put the in-work poverty problem in Finland into perspective and prompt
further discussion.

NOTES

1. The income policy settlement for 2005-07 included an understanding on improving
local collective bargaining to meet the needs of both employers and the workforce.
This local partnership package signifies a new departure in Finnish income policy
settlements.

2. For instance, beginning in 2003, the government started an experiment which abolished
employer contributions for all private employers in targeted high unemployment regions
for three years (HE120/2002). According to an evaluation study, the reduction in
payroll taxes did not have a significant effect on employment (Korkeaméki and
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Uusitalo, 2005). The experiment was extended in 2005 and will continue until 2009
(HE170/2005). In 2006, a new form of low-wage support was made available to employ-
ers who employ persons aged 54 or older whose monthly salary is lower than 2000 euros
(HE146/2005).

3. For example, the adjusted unemployment benefit (soviteltu pdiviraha) was set in 1994.
The adjusted benefit is presently calculated in such a way that the full benefit is reduced
by 50 per cent of the recipient’s earnings or other income over a calendar month or four-
week period.

4. There are no separate, specific tax credit systems for low-income families in Finland.
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8. Two countries in one: the working
poor in Italy

Ferruccio Biolcati-Rinaldi and
Federico Podesta!

INTRODUCTION

Within the framework of a comparative analysis of in-work poverty, the
Italian case can be of interest not only as a classic example of a Southern
European welfare regime, but also because of its high level of internal het-
erogeneity. Southern Italy — also called the Mezzogiorno — experiences inci-
dences of poverty and in-work poverty that are much higher than those in
the Northern and Central regions of Italy. Such a difference is an unavoid-
able point of departure which has already been highlighted by many schol-
ars (Kazepov, 1998; Negri and Saraceno, 1996; Sgritta and Innocenzi,
1993) and can be a useful analytical tool for better grasping the Italian
experience. This is the intention of this chapter, and one that is rhetorically
expressed in the title. In other words, we want to study how it is possible —
within one historical and political unit — that social and economic processes
can diverge so dramatically.

The chapter comprises six sections. Following the introduction, the
second section presents the [talian welfare regime in its historical perspec-
tive, while the third treats the different elements of this welfare regime
(work, state, and family) analytically. On this basis, the fourth section devel-
ops some working hypotheses that are then compared with the empirical
analysis and findings of the fifth section. In the last section, we attempt to
sum up our findings in a comprehensive picture of in-work poverty prob-
lems as they relate to the Italian case.

FROM THE GOLDEN AGE TO THE CURRENT
CRISIS

Italy is a prototypical example of the Mediterranean welfare system (found
in Italy, Greece, Spain and Portugal). This can be confirmed by observing

203
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the socio-economic developments that occurred in the post-Second World
War era. The family constituted the core of the institutional balance of the
Italian welfare system during the Golden Age (1950s and 1960s). While
state intervention has constantly been characterized by a weak welfare
effort, the family has permanently assumed an important role in provid-
ing social protection. More precisely, all (or almost all) obligations to
support and care for weaker and more dependent subjects (children and old
people) fall to the nuclear family. Against this backdrop, the Italian family
developed sharp distinctions between the roles of men and women. Men
exercised (and substantially continue to exercise) the role of breadwinner
via stable participation in the labour market, while women played
(and partly continue to play) a key role as unpaid caregivers in house-
holds (Esping-Andersen, 1996; Ferrera, 1996; Millar and Warman, 1996;
Saraceno, 2003).

This type of institutional architecture worked well during the Golden
Age. At the macro level, it allowed Italy to obtain good economic perfor-
mance and maintain sufficient social stability. At the micro level, the male
breadwinner was able to keep himself and members of his family above the
poverty level (D’Apice and Fadda, 2003): the average one-income family
model was extremely widespread, and statistical dispersion from this
average family income was particularly low. There are two reasons for this:
on the one hand, in the 1950s and 1960s, women’s economic dependence on
men was nearly absolute (Sorensen and McLanahan, 1987) and, conse-
quently, two-income families were extremely rare. On the other hand,
during the same period, the highest risk for poverty was among those fam-
ilies of the Mezzogiorno that lacked even a single income earner (Becchi
Collida, 1979).

Economic and socio-demographic transformations which occurred in
the last decades have resulted in a profound crisis of the Mediterranean
welfare model. Certainly, one crucial aspect of this crisis concerns high
levels of in-work poverty. At the end of the 1990s, countries belonging to
this cluster exhibited the highest incidence in the EU-15 of active poor,
working poor and employed poor? individuals (see Table 8.1; see also the
chapter by Lohmann and Marx in this volume). A helpful tool for under-
standing this pattern can be found in the inability of the Mediterranean
welfare system to create work for women and young people (Esping-
Andersen, 1996; 2002). This means that the adult man is often the only
worker in the family.

On the one hand, while women aim to change their role in the family —
and more generally, in society — through more stable and considerable par-
ticipation in the labour market, the Mediterranean welfare states have
remained frozen in the traditional male breadwinner mould, forcing
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Table 8.1 Rates of active poor, working poor and employed poor in the EU
in 1999 (%)

PT GR IT ES LU EUI5 FR NL UK AT FI BE DE IE SE DK

Working 15 14 10 9 9 7 77 7 6 6 5 5 55 4
poor
Active 15 16 15 14 10 10 11 7 10 7 8 8 8 8 6 4
poor
Employed 10 9 8 7 9 6 6 6 7 4 4 4 S5 4 3 3
poor

Source: Pena Casas and Latta (2004).

women to confront major difficulties in combining their non-paid house-
hold activities with their paid professional activities (Hemerijck, 2002). As
a result, Southern European countries exhibit the lowest rates of female
employment and, in turn, the highest rates of couples with one job in
Europe. Conversely, these countries show the lowest rate of couples with
two jobs. In 1999, the share of couples in Europe with one job was 36.4
versus 59.0 per cent for couples with two jobs, while the figures were very
different in Greece (52.7 and 43.5 per cent, respectively), Spain (55.5 and
38.4 per cent) and Italy (49.8 and 43.5 per cent; Iacovou, 2003).

On the other hand, the evolution of labour market institutions has gen-
erated significant disparities between generations. The labour markets of
the Southern European countries are currently marked by an acute
insider—outsider contrast: while adult men continue to enjoy stable job
positions, new entrants to the workforce, such as young people, are faced
with difficulties in finding employment. This situation is associated with a
postponement of the transition to adulthood. More precisely, more and
more young people continue to live in their parental homes for longer and
longer periods of time (Schizzerotto and Lucchini, 2004; Sgritta, 2001).
Such a trend can obviously increase the risk of poverty for workers living
in the family.

Before we formulate any specific hypotheses, we must develop a more
detailed overview of the recent evolution of the Italian welfare regime. In
doing so, we first look at the development of the welfare state and
the labour market. Second, we describe the consequences they have for
the family. This discussion will be developed while taking into account the
most evident differences between Italy’s North-Central and Southern
regions.
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THE ITALIAN WELFARE REGIME

Italian social programmes are built around the post-war male-breadwinner
model. In practice, this has meant that the Italian welfare state is very ori-
ented towards occupational insurance schemes and, more precisely,
pension biased. Throughout the post-war period, pensions progressively
managed to receive the lion’s share of social spending. At the beginning of
the 1950s, pension expenditure represented 45 per cent of Italy’s total
outlays for income maintenance programmes, equal to spending for family
allowances. But over the next three decades, pension spending increased to
the point that by 1980, it accounted for 80 per cent of all outlays, while
spending on family allowances decreased to about 10 per cent, and sickness,
disability and unemployment insurance made up the remaining 10 per cent
(Ferrera, 1984).

Accordingly, pensions remained the core of the welfare policy agenda in
the retrenchment era. During the 1990s, Italian policy-makers realized
several pension reforms in order to prevent increases in retirement costs
from undermining public finances. These reforms did not alter the archi-
tecture of the Italian welfare state. Social insurance schemes targeted at
people with stable job positions, such as adult men, remain predominant.
In contrast, women and young people — who face career instability and pre-
carious employment — are largely excluded from public social protection
programmes.

In addition, the state scarcely appears to be supporting the family in
terms of fighting poverty and providing childcare. With respect to family
allowances, the spirit of recent political reforms has been to promote
means-testing. In fact, such policies are specifically geared towards families
facing economic hardship, and take the form of specific allowances for rent,
school textbooks and child support for large families with more than three
underage children, as well as a maternity allowance (D’Apice and Fadda,
2003). With regard to childcare, we can say that the results of the Italian
system are still underdeveloped compared to those of most non-
Mediterranean European countries. In fact, although Italy has one of the
highest proportions of children aged 3-6 years using childcare arrange-
ments (95 per cent), it has one of the lowest percentages of children
younger than 3 years old who use childcare services (6 per cent; Del Boca
and Pasqua, 2002). Obviously, women with children younger than 3 years
of age will face great difficulties in combining their non-paid household
activities with their paid professional work. Nevertheless, such difficulties
are dealt with differently by women in various regions in the country.
This is because the structure of the subsidies and the number of available
childcare spaces are set by the local governments. For example, during the
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mid-1990s, créches for 0-3-year-olds were available at a rate of almost 12
per cent in the Northern regions; in the Southern regions, the rate was
around 2 per cent (Del Boca and Pasqua, 2002). Obviously, this difference
entails important disparities in female workforce participation rates
between these two geographical areas (see below).

Looking at the main indicators, the Italian labour market shows some
similarities to most European countries, but also some peculiarities. There
are similarities with regard to both changes and levels of unemployment
during the last decades. Since the end of the 1970s, Italy as well as the rest
of Europe have suffered from a constant increase in the rate of unemploy-
ment. Moreover, the difference between the Italian rate and the overall
European unemployment rate for the period from 1980 to 1995 was less
than one percentage point (10.3 and 9.4 per cent, respectively; OECD,
various years). Finally, since the mid-1990s, both Italy and Europe as a
whole have seen a progressive decrease in unemployment. However, Italy
stands out with regard to its employment rate. Its figures have consistently
been significantly lower than the European average as far as this indicator
is concerned. In 1999, the Italian employment rate was the lowest in the
European Union, and seven percentage points less than the European
average (56.1 and 64.3 per cent, respectively; Eurostat, various years).

However, both Italy’s similarities with other European countries and its
peculiarities underlie marked disparities across groups of individuals com-
peting in the labour market and important imbalances across genders and
Italian regions. Several features confirm this pattern. We start with the indi-
vidual disparities. Italy’s distinctiveness originates from low levels of
employment caused by a strong disparity between men and women. In fact,
although the Italian male employment rate remains lower than the
European average (69.4 and 72.7 per cent, respectively, in 2003), that gap is
less than in the case of the female employment rate. Here, the difference
between the Italian and European averages amounts to more than 13 per-
centage points (42.7 and 56.0 per cent, respectively in 2003; Eurostat,
various years). This situation is essentially due to two main factors. The first
concerns the structure of the Italian welfare regime: As we have seen, the
low supply of public childcare service is a factor which accounts for the
great difficulties faced by Italian women with children — and, in particular,
children younger than 3 years of age — in combining their non-paid house-
hold activities with their paid professional work. This has important con-
sequences for women’s decision to work and, consequently, for the Italian
employment rate. These women’s difficulties are then exacerbated by the
limited supply of part-time employment, which does not accommodate the
low degree of flexibility that exists in the hours of childcare services. As a
consequence, Italian mothers are often forced to choose between not
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working at all or working full-time, neither of which may be their preferred
option (Del Boca and Vuri, 2005).

The second factor has to do with the sharp contrast between the North-
Central and Southern regions of Italy. The country’s inability to create
work for women largely explains the extremely low female employment rate
in the Southern regions, which was only 27.1 per cent in 2003. If we take
into account that in the same year the female employment rate in North-
Central Italy was 51.1 per cent, it is easy to understand the impact of the
Southern regions’ figures on the national average (42.7 per cent; ISTAT,
2004). The employment status of women who live in Italy’s South can be
partly explained by the highly limited supply of public childcare services
compared to that in Italy’s North-Central regions. Nevertheless, the main
cause of these women’s situation must be traced to the very limited oppor-
tunities supplied by the labour market in the Southern regions. Unable to
find a job, more and more women who live in these regions tend to leave the
workforce and spend their time exclusively on non-paid household activi-
ties (Villa, 2004).

Let us now consider unemployment. Although the Italian unemploy-
ment rate follows a pattern quite similar to the European average, it also
reveals some important peculiarities which underlie further differences
between North-Central and Southern Italy, as well as other social dispari-
ties. First, Italian unemployment is at its highest for young people. In 2003,
the unemployment rate for 15-24-year-olds in the labour force was three
times that of the total working-age population (27.1 and 8.8 per cent,
respectively). Second, in 2003, the percentage of jobless people in Southern
Italy and on the islands of Sardinia and Sicily (17.2 and 19.4 per cent,
respectively) was much higher than in the rest of the country (North-west:
4.2 per cent; North-east: 3.3 per cent; Centre: 6.6 per cent); ISTAT, various
years). Therefore, if we look at these two phenomena in combination, we
can see that the youth unemployment results are essentially a problem in
Southern Italy. Whereas in Northern and Central Italy, the bulk of the
jobless are unemployed workers — that is, dismissed workers — in the South,
the largest group (50.0 per cent) is composed of first-time job seekers
(Caroleo and Mazzotta, 1998).

To summarize, the high unemployment rate among young people and the
low female employment rate constitute the main structural characteristics
of the Italian labour market. Nevertheless, these problems are essentially
concentrated in the South of Italy. This means that, while in the North-
Central regions, women are moving closer to male models of labour par-
ticipation, and youth unemployment is moving into line with European
standards, in Southern Italy these two groups tend to remain excluded from
the job market. Obviously, this geographical division must be considered
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when we investigate the difference between insiders and outsiders in the
Italian labour market. This is particularly true because these different
employment patterns have important consequences for the income forma-
tion of families living in different areas of the country. Nevertheless, before
describing these disparities, let us illustrate some characteristics of the
Italian family.

The traditional family structure continues to play a crucial role in the
lives of individuals in Italy — and in Mediterranean Europe in general — in
contrast to in other developed countries. Although new household forms
are arising, individuals continue to adopt habitual behaviours in terms of
family formation and social reproduction. In the first place, marriage
remains the preferred way for Italian men and women to create a family.
The quota of unmarried cohabiting people in Italy is very low: 6 per cent
between the ages of 16 and 29 (Sgritta, 2001). In addition, marriage still
plays a crucial role in two other aspects over the course of life: social repro-
duction and leaving the parental home. First, children are very rarely born
to unmarried couples. Second, leaving the parental home and marriage are
almost perfectly synchronized. For instance, more than 80 per cent of
Italian women born in the 1960s left their families directly to get married
(Ongaro, 2001).

All these factors contribute to explaining an apparently paradoxical
aspect of the Italian family: although Italy exhibits one of the lowest fer-
tility rates in Europe, it has larger average household sizes compared with
other European countries. This is essentially because in Italy, there are few
people living alone. This implies that most Italian workers live in tradi-
tional families comprising a married couple with or without children. Thus,
the risk of belonging to the working poor in Italy is strictly correlated with
the ability of one’s family members to produce income and, consequently,
to have a job.

SOME WORKING HYPOTHESES

Based on this overview of the past and current structure of the Italian
welfare regime, we can now formulate some hypotheses as a guideline for
the empirical analysis.

We have seen that Italian welfare regime development has been charac-
terized by a consistent structure of work, welfare and family systems. The
labour market is a dualistic one, with a sharp contrast between insiders
(adult men) and outsiders (young people and women). The welfare state
tends to reinforce this distinction with a system that is oriented towards
occupational insurance schemes and which makes only weak efforts to
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improve family allowances or the childcare system. The pattern is com-
pleted by a family system that — particularly in the case of its female
members — works as a provider of care and protection, thanks to a strong
structuring of gender roles.

Such a design starts to suffer in a changing economy that demands more
work, that is, in an economy that expects higher labour market participa-
tion from families and individuals. At least, in the Italian case, this change
took place without any welfare compensation. In fact, there has been a
contraction of the existing system without any restructuring in favour of
the traditional outsider categories. In this context, it is possible to formu-
late two different series of hypotheses. At the macro level — as we discussed
in the second section — we can expect to see higher in-work poverty
rates, compared with the other non-Mediterranean countries, owing to
Italy’s difficulties in reforming its original design. This is particularly true
for the Mezzogiorno, where every aspect of the problems — unemploy-
ment, lack of policies supporting families, sharp gender division of
domestic and non-domestic work, and so on — is exaggerated. Moreover,
in the Southern regions there are many families with breadwinners in
unstable positions in the labour market, so that even the traditional model
does not apply.

As far as the micro level is concerned, let us begin from the following
point. Poverty can be conceptualized as a relationship between resources
(income from work, social transfers, and so on) and needs (number of
members, but also care load). Looking at resources — on the basis of the
previous argument — we can expect lower in-work poverty rates for families
who are able to extend insider status to members other than the breadwin-
ner, that is, for households containing more workers and retired persons.
We can also expect higher in-work poverty risks for families where out-
siders (young people and women) are not able to escape their situation.
With regard to needs, it is necessary to consider not only the household
dimension, but also the care load, which can affect resources by preventing
people from participating in the labour market and reducing their career
perspectives — this is indeed the case for women in Italy. This is the ‘trap’
side of the coin of family solidarity. The other is the ‘resource’ side: the care
given by a (female) member to another (old or very young) member of the
family can be an effective way to solve an urgent family problem.

The situation we have just described will differ between the North-
Central regions and the Mezzogiorno. Here, the challenge is to find out
whether this is simply a problem of scale (for example, since there is more
unemployment, there will be more in-work poverty) or of possible interac-
tions. In order to clarify this point, we will specify our hypotheses con-
cerning young people.
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Let us develop two facets mentioned in the previous sections of this
chapter with respect to the difference between North-Central and Southern
Italy in terms of the labour market: (1) Italy shows one of the highest rates
in Europe of couples with one job and one of the lowest rates of couples
with two jobs; (2) more and more young Italian people are continuing to
live in their parental homes for longer and longer periods. The first facet is
connected to the Italian labour market’s inability to ensure high levels of
female employment. Nevertheless, as anticipated, the difference between
female employment rates in the Southern and Northern-Central regions of
Italy is extremely high. Clearly, this means that the disparities in terms of
the respective rates of couples with two jobs and couples with one job are
extremely high as well. In fact, in the South of Italy, the proportion of
couples with two jobs is only 28 per cent, while in Northern Italy it is more
than 50 per cent (ISTAT, 2003). As Villa (2004) highlights, this disparity
increases further if we take the presence of children into account.
Specifically, it is more probable that couples with children will be single-
income families in the South than in the North-Central regions. Obviously,
all these facts suggest some hypotheses about the risk of belonging to the
working poor in Italy.

Nevertheless, before we continue looking at this aspect, let us develop the
fact that more and more young Italians are continuing to live for longer and
longer periods in their parental homes. While at the EU-15 level, the per-
centage of young people in the age group between 16 and 30 who remain
with their parents amounts to 44.7 per cent, in Italy this rate is 65.1 per cent
(Vogel, 1997). Lack of work is often invoked as an explanation for why
Italian young people stay with the family for so long. In Italy, 90 per cent
of unemployed 20-30-year-olds depend totally on parental support
(Esping-Andersen, 2002). Nevertheless, even this argument must be
redefined with respect to the differences between the macro areas of the
country. In fact, there is a radical difference between North-Central and
Southern Italy regarding the conditions of young people who live with their
families. In the Northern regions, a large proportion of these young people
(60 per cent of men and 50 per cent of women) already have jobs; while in
the South, this number is only 32 per cent (for men and women combined).
As we have already seen, it is more difficult for young people in the South
to find jobs, although when they do find work they tend to leave the
parental home. Apparently, the opposite is the case in the North-Central
regions (Sgritta, 2001). If so, this fact must be taken into account when for-
mulating hypotheses about the working poor. We can therefore specify that,
while in North-Central Italy the presence of young people in their parents’
home can be a situation which increases family income, in the South it tends
to decrease equivalent family income.
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From this hypothetical framework, we derived some research questions
which structured our analysis: how many working poor people are there in
Italy? Are the numbers increasing or decreasing? Who are the working
poor, and what factors are associated with in-work poverty?

THE WORKING POOR IN ITALY IN THE ECHP DATA

The empirical analysis is based on data from the Italian section of the
European Community Household Panel (ECHP) which covers the period
from 1994 to 2001 (Eurostat, 2003).3 For the key variables, we have followed
the standard definitions adopted throughout this book. Poverty status is
based on current monthly income;* the poverty line is set at 60 per cent of
the median income, and the modified OECD scale is used. The analysis is
restricted to individuals 15-64 years old who are normally or currently
working as defined by the International Labour Organization’s main activ-
ity status.’ For the eight years we considered, the mean working poor rate
was 10.2 per cent (Table 8.2, section A). But this rate was very different from
region to region: the mean rate in the South (23.0 per cent) was more than
five times the mean rate in the North-Central regions of Italy (4.5 per cent).
Over time, the figures remained substantially stable — except in the South,
where it is possible to detect a two-stage trend: a tendency towards decreas-
ing poverty from 1994 (23.6 per cent) to 1998 (20.6 per cent) and an increas-
ing tendency from 1998 to 2001 (23.5 per cent). As far as the overall poverty
rate is concerned, we can make similar comparisons (Table 8.2, section B).
From another point of view, we can see that approximately one-fifth of the
poor were working, and the incidence of workers among the poor was very
similar in the different Italian regions (Table 8.2, section C). Over time,
these figures remained quite steady, except in the North-Central region,
where there was an almost continuous decrease in workers among the poor
from 1994 (24.5 per cent) to 2001 (17.8 per cent). In sum, one worker in 10
is poor (but the numbers vary across regions) and two poor people in 10 are
workers (all over Italy). Over the years (1994-2001), these ratios remained
unchanged at the national level with some differences at the regional level:
the in-work poverty rate — like the overall poverty rate — increased (after
decreasing) in the South. It did not change much in the North-Central
regions, and here it was even less a work-related problem, owing to the
sharp decrease in workers among the poor population.

These estimates provide us with a measure of the gap between North-
Central and Southern Italy and require a comparative analysis of these two
regions. The gap becomes even clearer when we look at the incidences of
in-work poverty among different social groups living in the North-Central
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Table 8.2  Poverty and work in Italy

1994 1995 1996 1997 1998 1999 2000 2001

(A) Poverty rate among working population
% North-Centre 5.1 4.7 4.5 5.1 4.1 4.6 4.1 3.5
South 236 237 232 222 206 23.0 243 235

Italy 10.6 10.5 104 104 94 104 104 9.7
N North-Centre 5613 5467 5362 4992 4809 4696 4489 4183

South 2363 2422 2471 2272 2241 2132 2022 1879

Italy 7976 7889 7833 7264 7050 6828 6511 6062

(B) Poverty rate among population
% North-Centre 8.3 8.1 8.9 9.4 8.5 8.8 8.7 8.2

South 33.0 340 33,6 330 31.7 344 358 342
Italy 172 180 183 182 172 183 188 178
N North-Centre 13889 13376 13221 12456 11998 11601 10986 10097
South 7867 8193 8097 7455 7140 6852 6464 5930
Italy 21756 21569 21318 19911 19138 18453 17450 16027

(C) Working rate among poor population
% North-Centre 24.5 23,5 202 214 19.0 207 19.6 178

South 20.8 203 206 200 197 203 209 217
Italy 219 212 205 205 195 204 205 206
N North-Centre 1143 1079 1204 1245 1069 1108 1057 908
South 2578 2758 2773 2612 2369 2552 2551 2216
Italy 3721 3837 3977 3857 3438 3660 3608 3124

Source:  Own calculations on European Community Household Panel, Italy, waves I-VIII,
weighted data.

regions compared to in the South. The difference is impressive (Figures 8.1
and 8.2): For example, in 2001, the in-work poverty risk of the group with
the highest incidence in the North-Central regions (the risk among house-
holds where at least one member is unemployed is 11.4 per cent) was almost
the same as that in the group with the lowest incidence in the South
(high/medium-qualified workers, 12.0 per cent).® Moreover, in the North-
Central region, some group differences (gender, permanent/fixed-term
contract, presence of one or more retired people in the household
whose pension contributes to the household income) are not statistically
significant (according to a Pearson chi-squared test with a significance level
set at 0.001). We also found household typology to be one of these factors:
while in the North-Central regions, in-work poverty never exceeds 5 per
cent in different household types (and the differences between them are not
statistically significant), in the Mezzogiorno, couples with children have
a higher in-work poverty risk compared with singles, couples without
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children and other households (19.1 per cent). If at least one of the chil-
dren is aged less than 15 (27.5 per cent), the risk seems to be even higher
compared to the situation where all the children are 15 years of age or older
(23.2 per cent).

The other variables show an identical pattern: the groups which are
more at risk are the same, but on a different scale in each of the two regions.
For instance, workers with low educations have a higher incidence of
poverty compared to workers with high/medium education levels — but
these contrasts are at different levels in the North-Central regions (5.7 vs
2.1 per cent) and in the South (34.9 vs 13.5 per cent). The only exception is
the presence of a disabled person in the household who requires extra care:
the poverty risk is higher in the Mezzogiorno, but the presence of a disabled
person does not seem to make any difference for the household, while in the
North-Central regions it does. Here, the poverty risk is almost three times
higher (9.3 vs 3.2 per cent) — as if the North-Central regions’ smaller fam-
ilies could least afford such a care load.”

What is the outcome of such processes? Which variables are significant
in forming a picture of in-work poverty? In other words, who are the
working poor in Italy? Obviously, regional composition is the first aspect
to consider: almost two-thirds (65.9 per cent) of the working poor lived in
the Southern regions in 1994; this share had increased to 69.8 per cent in
1998 and to 75.1 per cent in 2001. Next, let us consider individual-level vari-
ables. In 1994, most of the Italian working poor were male (70.1 per cent)
with low levels of education (79.9 per cent); most of the working poor were
40-49 years old (28.3 per cent). As far as job-related risk factors are
concerned, one-third seems to be the proportion that shows up repeatedly:
34.2 per cent of the working poor were low paid, 37.3 per cent were
employed under short-term contracts (in 1998); 32.4 per cent were
unqualified workers and 36.7 per cent were self-employed. The proportion
of the poor working part-time was 17.4 per cent. For almost all of these
variables, in-work poverty differs between the North-Central and Southern
regions (except in the cases of age and part-time work): the South has the
higher share of working poor individuals who are male (62.4 vs 74.0 per
cent), low-educated (75.8 vs 82.5 per cent), low-paid (23.0 vs 38.2 per cent),
under fixed-term contracts (13.7 vs 44.7 per cent) or unqualified (25.1 vs
36.1 per cent). Self-employed individuals were more prevalent in the North-
Central regions (50.1 per cent) compared to the South (30.0 per cent). Over
time, the situation partially changed: the share of high/medium-educated,
non-low-paid, full-time or permanently employed, high/medium-qualified
and qualified workers increased. In the case of these same variables — except
for the final one — it is possible to envisage a convergence between the
North-Central regions and the Mezzogiorno.$
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‘We now move on to the household-level variables. In 1994, most of the
working poor lived in young families (couples with at least one child aged
less than 15: 41.9 per cent), in large households (five or more members:
60.1 per cent), with only one member working (48.2 per cent) and without
retired persons in the household (89.4 per cent). This is especially true for
the working poor living in the Mezzogiorno; it is also important to note
that the share of mature families (couples with one or more children, all
aged 15 or older) is almost double in the South (40.1 per cent) compared
with in the North-Central regions (24.2 per cent; see Table 8.3). As far as
risk factors connected to household structure are concerned, 41.6 per cent
of the working poor lived in families with at least one unemployed
member, 9.6 per cent in households with at least one child aged 0-2 years,
21.2 per cent in families with at least one member who was severely ham-
pered in his or her daily activities by some physical or mental health
problem, illness or disability. It is interesting to note that a work-related
risk factor (unemployment) affects working poor composition more in the
South (22.2 vs 51.3 per cent), while care-related risk factors —infants (13.6
vs 7.7 per cent) and above all disability (27.3 vs 17.7 per cent) — affect the
Northern-Central working poor more significantly. Over time, the same
changes took place, specifically from 1994 to 1998: the share of large
households and of families with unemployment and disability decreased;
at the same time, the share of households containing only one worker
increased.

It is also interesting to note the income structure of the working poor.
From what we have seen above, we know that the share of the working poor
who are low paid and live in households where they are the only workers is
higher in the South than it is in the North-Central regions. This does not
imply that the Southern breadwinner is more frequently a low-paid worker.
More specifically, while this is partially true, the difference is made up by
additional workers who more often also hold low-paying jobs. In 1994, the
only worker in a working-poor family had a slightly higher probability of
being low paid in the South (27.1 per cent) compared with in the North-
Central region (23.7 per cent), while for workers in households where addi-
tional members held jobs, the gap was much higher (51.6 vs 22.4 per cent).
In the following years it is possible to find similar patterns. This informa-
tion has obvious implications for remedying in-work poverty, at least in the
Mezzogiorno: the problem is not only to find additional jobs for the fami-
lies, but also good — that is, not low-paid — jobs.

In the last part of the analysis, we will move towards a multivariate
framework, developing a random-effects logistic regression model for the
probability of being among the working poor in Italy during the period
from 1994 to 2001 (Powers and Xie, 2000: 177-88).° The intent — mainly
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explorative — is to obtain a global picture of the determinants of in-work
poverty and to consider whether such a picture changes significantly in the
North-Central regions as compared to the Mezzogiorno. There are many
results (see Table 8.4), but they can be organized quite easily around the fol-
lowing dichotomies: work/life course and individual/household. The
overall presentation tells a story of wide-ranging similarities between the
two Italian regions, with few but noteworthy differences.

The most important (and common) factor is work, both at the individ-
ual and household levels. The scale of the problems in the two regional
labour markets is very different — both in terms of unemployment (see
the third section above) and low-paid workers (who were much more preva-
lent in the South (16.7 per cent) than in the North-Central regions (6.3 per
cent) in 2001 according to ECHP data) — but the mechanisms leading
to in-work poverty seem to be the same. At the household level, it is the
shortage of resources (workers and retired people) and the excess of needs
(family members) that results in poverty of similar strengths in the different
regions: workers living in families with five or more members have a prob-
ability of being poor that is three times higher (the odds ratio is 3.245 in the
North-Central regions and 3.827 in the South) than that of workers in four-
member families. Conversely, the probability is much lower if there are two
or even three or more workers in the household instead of one. The odds
ratio for a household with two workers is 0.266 in the North-Central
regions and 0.165 in the South (three workers: 0.085 and 0.077). The effect
of the number of workers can largely be traced back to women’s participa-
tion to the labour market. At the individual level, job quality makes the
difference in both regions. In the case of a low-paid job, the effect is par-
ticularly strong, both in the North-Central regions (the odds ratio is 3.925)
and in the South (3.584). It is also noteworthy that the risk of poverty for
an unqualified worker is much higher in the Mezzogiorno (4.281) compared
with the North-Central regions (2.183).

When we look at course of life, the picture is much more heterogeneous.
First, it is the course of a household’s life — and not the individual’s — that
matters: the risk of poverty does not vary significantly according to a
worker’s gender and generation. What counts is the course of family life,
but only in the Mezzogiorno. In the Northern and Central regions, the
only difference we see is between couples with children (and the other
households) and couples without children, who run a significantly lower
risk of poverty (0.454). In the Southern regions, every other family form
runs a significantly lower risk of poverty compared to couples with one or
more children who are all aged 15 or older. From the point of view of this
analysis, the variation between young and mature couples with children is
particularly interesting. In the North-Central regions they run similar
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Table 8.4 Random-effects logistic regression model for the probability of

being working poor in Italy, 1994-2001

Variables North-Centre South
Odds Coef. Std. Err. Odds Coef.  Std. Err.
Ratio Ratio
Constant — —=5.196 0.224**%*  —  —3.647 0.188***
Male 1.000  0.000 - 1.000  0.000 -
Female 1.047  0.046 0.111 0.909 —0.094 0.103
15-29 years old 0.984 —0.015 0.148 1.244  0.202 0.124
30-39 years old 0.814 —0.205 0.144 0.893 —0.113 0.118
40-49 years old 0.819 —0.199 0.131 0.961 —0.039 0.104
50-64 years old 1.000  0.000 - 1.000  0.000 -
High/medium education 1.000  0.000 - 1.000  0.000 -
Low education 1.870  0.626 0.106*** 2709  0.996 0.094***
Employee, no low wage 1.000  0.000 - 1.000  0.000 -
Employee, low wage 3.925  1.367 0.146*%** 3.584  1.276 0.102%**
Self-employed 2932 1.075 0.105%** 1.876  0.629 0.090***
Full-time job 1.000  0.000 - 1.000  0.000 -
Part-time job 2493 0913 0.140%** 2.524  0.926 0.118***
High/medium qualified 1.000  0.000 - 1.000  0.000 -
workers
Qualified workers 1.841  0.610 0.118*** 2739  1.007 0.101%**
Unqualified workers 2.183  0.781 0.153*** 4281  1.454 0.120%**
Couple without children ~ 0.454 —0.787 0.227*** 0.328 —1.111 0.172%**
Couple with children <15 0.908 —0.095 0.126 0.677 —0.388 0.096***
Couple with children 1.000  0.000 - 1.000  0.000 -
=>15
Other households (hh) 1.143  0.134 0.127 0.460 —0.776 0.118%**
1-3 members of the hh 0.249 —1.386 0.118*** 0.336 —1.087 0.100%**
4 members of the hh 1.000  0.000 - 1.000  0.000 -
5 or more members of the 3.245  1.177 0.130%** 3.827  1.342 0.095%***
hh
1 worker in the hh 1.000  0.000 - 1.000  0.000 -
2 workers in the hh 0.266 —1.323 0.101*%** 0.165 —1.799 0.083***
3 or more workers in the ~ 0.085 —2.456 0.154*** 0.077 —2.561 0.125%**
hh
No retired persons in the ~ 1.000  0.000 - 1.000  0.000 -
hh
Retired persons in the hh ~ 0.535 —0.624 0.123*** 0.311 —1.167 0.117***
No unemployed in the hh ~ 1.000  0.000 - 1.000  0.000 -
Unemployed in the hh 1.713  0.538 0.108*** 1.859  0.620 0.069***
No children 0-2 years old  1.000  0.000 - 1.000  0.000 -

in the hh
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Table 8.4 (continued)

Variables North-Centre South

Odds Coef. Std. Err. Odds Coef. Std. Err.
Ratio Ratio

Children 0-2 yearsold in ~ 0.936 —0.065 0.142 1.079  0.076 0.101
the hh

No disabled persons in 1.000  0.000 - 1.000  0.000 -
the hh

Disabled persons in the hh  1.672  0.514 0.132*** 1.235  0.211 0.118
Log Likelihood —4054.4808 —6665.4353
Number of observations 31693 20175
Number of individuals 7007 4460
Wald chi2(19) 859.54 1682.02
Prob >chi2 0.0000 0.0000

Note: Significant at p < 0.001 (***), p < 0.01 (**), p < 0.05 (*).

Source:  Own calculations on European Community Household Panel, Italy, waves I-VIII,
unweighted data.

risks of poverty, while in the South, mature families run a higher risk — as
anticipated above (see the fourth section) — owing to the interaction
between the availability of jobs and the length of time that Italian youth
remain in the parental home in the different regions. While some young
people living in the North-Central regions do not seem eager to leave their
parental homes even when they find a job, their counterparts in the South
are held back from establishing their own families because of the
difficulties they encounter in the labour market. In this way, what can be
a resource in the North-Central regions becomes a burden in the
Mezzogiorno.

Another interesting regional difference is related to the course of house-
hold life: a co-variation between the presence of a person in the household
who requires special care and poverty risk exists in the North-Central
regions but not in the South, as we saw above at the bi-variate level.!? This
is probably due to the different effects of family solidarity and the position
of the household on the labour market in the North-Central region as com-
pared to the South (see Table 8.3). What in ordinary times is just a needs-
load (the family), in an emergency — such as when physical or mental health
problems, illnesses or disabilities appear — can become a resource, one that
is paradoxically easier to activate in the Mezzogiorno.
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A COMPREHENSIVE PICTURE

Do we really have two countries in one? In other words, how is it possible
to have markedly diverging economic and social processes existing inside
the same historical and political unit?

During the eight years we studied, the mean in-work poverty rate in the
South (23.0 per cent) was more than five times the mean rate in the North-
Central regions of Italy (4.5 per cent), and such a gap persists when we look
at the specific rates of population groups living in the two regions.
Moreover, there are no signs of convergence: in the North-Central regions,
there is an almost continuous decrease in the number of workers among the
poor, whereas the share of working poor living in the Southern regions
increased from 65.9 per cent in 1994 to 75.1 per cent in 2001. It is easy to
conclude that in-work poverty is mostly concentrated in the Mezzogiorno.

This situation does not represent anything new; instead, it is the result of
a persistent dualism in Italian society. As we have seen, Italy’s post-war eco-
nomic development was sustained by a welfare regime that was shaped by
the male-breadwinner model. In this context, poverty was mostly an out-
of-work problem resulting from weak economic development in the
Southern regions which were unable to make the model work. Nowadays,
poverty and the in-work poverty gap can be explained by a differential
development of the traditional model. In the Northern and Central
regions, development has been sustained by higher economic growth and a
better-functioning local welfare system: the borders between insiders and
outsiders in the labour market have become more permeable, fostering
employment for young people and activity for women. In the South,
however, we see an inertia effect: the breadwinner model has presumably
spread, but with few modifications, so that there are few additional workers
and — as we have seen — when they do exist, they are often forced to work
in low-paying jobs.

We can take a further analytical step by looking at the processes behind
these changes. In the empirical analysis, two main factors appear: income
formation processes and the course of family life. The multivariate model
in the previous section shows how the presence of additional workers
(women and young people) or of unemployed persons and pensioners — as
well as the type of work (low paid or not, employee or self-employed,
full/part-time) — all lead to similar outcomes across the Italian regions. A
sort of scale mechanism seems to be at work: economic development — via
work and welfare (pension) — has the same influence on the financial situa-
tion of the families who live in the North-Central regions rather than in the
Mezzogiorno, so that the development differential translates into a family
wealth differential.
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The same is not true in the case of the course of family life, where such
simple translation mechanisms do not apply. In some instances, the course
of family life can exacerbate the regional difference — as it does in the case
of mature families, that is, couples with children older than 15. Italian fam-
ilies are characterized by children who remain in the parental home longer
than in other European countries, but with the labour markets at different
levels of development, what can be a resource in the North-Central regions
instead becomes an additional burden in the Mezzogiorno — so that for
workers living in these families, the risk of being poor is even higher than
it is for workers with younger children.

In other instances, however, the course of family life can actually reverse
the usual in-work poverty risk faced by people living in different regions —
as in the case of families where one member is severely hampered in his or
her daily activities by some physical or mental health problem, illness or
disability. There is consistent evidence that such a care load does not raise
a family’s poverty risk in the South, but does so in the North-Central
regions. Here, it seems that the rigid balance between people working for
the family and people living in the family does not permit activating
any additional caregiving potential, so it is easier for a crisis to develop
under such circumstances. But what may function as a resource for the
Mezzogiorno’s families in the short run, in the long run can become a
trap which lowers outsiders’ labour market participation and career pers-
pectives.

NOTES

1. Although this chapter is the result of joint work, the different parts can be attributed as
follows: Ferruccio Biolcati-Rinaldi wrote the first, fifth and final sections, while Federico
Podesta wrote the second and third sections; the fourth section was written jointly. We
would like to thank Sophal Ear for his comments on this chapter.

2. Defined as follows. Active poor: working or looking for work for at least six months in
the previous year. Working poor: working for at least six months in the previous year.
Employed poor: employee for at least six months in the previous year (Pefia Casas and
Latta, 2004).

3. We preferred the Eurostat ECHP to the Bank of Italy Survey on Household Income and
Wealth because the former is a full panel instead of a partial one (Banca d’Italia, 2006).

4. The definition of poverty is based on current monthly income and not on previous year’s
income, because in such a longitudinal analysis, we find it important that all variables
refer to the same points in time. For a discussion of the problem see Atkinson et al. (2002:
105-8).

5. In these analyses, we assume that self-employed income data are sufficiently reliable. This
assumption, especially in the Italian case, would deserve appropriate empirical investigation.

6. Some variables need to be specified. North-Central regions: Piemonte, Valle d’Aosta,
Liguria, Lombardia, Trentino-Alto Adige, Veneto, Friuli-Venezia Giulia, Emilia-
Romagna, Toscana, Umbria, Marche, Lazio. Southern regions: Abruzzo, Molise,
Campania, Puglia, Basilicata, Calabria, Sicilia, Sardegna. High/medium education:
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ISCED 3-7; low education: ISCED 0-2. Low-paid worker: an employee who earns less
than two-thirds of the median gross hourly wage. High/medium-qualified workers: leg-
islators, senior officials and managers, professionals, technicians and associate profes-
sionals, clerks; qualified workers: service workers and shop and market sales workers,
skilled agricultural and fishery workers, craft and related trades workers, plant and
machine operators and assemblers; unqualified workers: elementary occupations. Part-
time job: working less than 30 hours per week (in one’s main job). Disabled person: a
person declared to be severely hampered in his or her daily activities owing to any phys-
ical or mental health problem, illness or disability.

7. Four variables (age, full/part-time, employee/self-employed, 0—2-year-old child in the
household) are not statistically significant in either North-Central or Southern Italy.

8. Inthe case of in-work poverty, the substantive interpretation of such diachronic changes
is particularly difficult. In fact, the alternative to working poor status might not only be
to be working and non-poor, but also to be non-working: This means that different
processes can account for such changes, and it is not easy to distinguish them. To us, this
seems to be a general problem of empirical research on in-work poverty that is worth
taking into account for all analyses. Furthermore, it is also necessary to consider the
panel attrition effect (Rendtel et al., 2004).

Another interesting methodological problem in working poor research is the choice of
the unit of analysis. Since poverty is usually defined at the household level — and because
of the relevance of family strategies in this field — it would surely be interesting to
perform analyses based on households rather than on individuals.

9. Before developing into panel data models, we tested duration data models (Blossfeld and
Rohwer, 2002), but the results were not satisfying because of the few cases due to left-
censored spells dropping.

10. In asimilar (random-effects logistic regression) but joint (all Italy) model, the interaction
between the presence of a person in the household who requires extra care and region was
significant; the interaction between household typology and region was not significant.
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9. Is work a route out of poverty: what
have New Labour’s welfare-to-work
measures meant for the working
poor in Britain?

Sara Connolly

INTRODUCTION

The pioneering studies of poverty in the UK conducted by Rowntree (1901)
in the late nineteenth and early twentieth centuries established the points in
a life cycle when individuals were most at risk of poverty — childhood, early
parenthood and old age — and the associated interactions with the labour
market which generated most of these risks — absence of an earned income
due to unemployment, ill-health, death of the main income earner or retire-
ment. While much has changed in terms of family structures, the nature of
employment and the establishment of the welfare state, Rowntree’s insights
into the causes of and routes out of poverty remain valid. Most modern-
day poverty is associated with the absence of an earned income and the
households most at risk remain those with children or those with elderly
people.

As a consequence, government intervention in the UK has revolved
around finding ways of providing incentives to work for those who can
work and supporting those who cannot. This raises the question of whether
work does protect households from poverty. Through an examination of
trends, incidence and risk factors associated with in-work poverty, the aim
of this chapter is to consider the extent to which employment provides an
escape route from poverty. We discuss the incidence and composition of the
working poor in Britain and consider whether work does indeed pay.

BACKGROUND

The period of Conservative government in the UK (1979-97) was associ-
ated with major changes in the style and scope of government policy. The

227



228 Country chapters

Thatcher and Major administrations abandoned the post-war consensus
on Keynesian-influenced macroeconomic policy and embraced market-led
reforms. Labour market policy focused on generating employment and
growth through flexible labour markets. This drive towards greater
efficiency created a labour market in the UK which is more similar to that
in the USA than elsewhere in continental Europe.

Over this period, despite two major recessions, the UK experienced
employment growth and there was a change in the composition of
employment. Unemployment has fallen from around 12 per cent in the
early 1980s to 5 per cent in the early 2000s, the number in employment
rose by over 4 million (see National Statistics, 2007). Female employment,
particularly part-time employment among women aged 25-40 rose quite
markedly, whereas rates of male employment have fallen slightly (see
Connolly and Gregory, 2007). The workforce has become better edu-
cated, owing to the fall in the numbers leaving full-time education at the
earliest age and a growth in participation in higher education (see
Department for Children, Schools and Families, 2007). In common
with many Organisation for Economic Co-operation and Development
(OECD) countries, the UK has experienced a shortening of the typical
working life as participation in education delays entry into the labour
market and significant numbers of both men and women leave the labour
market before the mandatory retirement age (see Connolly and Gregory,
2007). There has also been a significant shift in the industrial composition
of employment, with a growth in service sector jobs balancing the con-
traction in manufacturing.

However, the growth in employment has been accompanied by rising
levels of unemployment and labour market inactivity, leading to a growing
polarization between households with and without work. Gregg and
Wadsworth (2003) show that the number of households without work rose
steadily from around 6 per cent in 1975 to 20 per cent in the mid-1990s,
falling to around 16 per cent by 2002.

Not only was there growth in the number of households without work,
there was also a growth in the variance of income within work.! The rising
participation in higher education and the high returns to education in the
UK? led to greater growth in earnings at the upper end of the income dis-
tribution. There were also gains at the upper end from returns to invest-
ment, particularly in property, and high levels of executive pay. At the same
time there were reforms to key labour market institutions which removed
protection for those at the lower end of the income distribution. Legislation
made it more difficult for unions to organize, influence and take effective
action. This combined with the changing industrial composition led to a
dramatic decline in trade union membership. Direct government inter-
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vention in the setting of pay, either through stipulating minimum levels
through the Wages Councils or limiting pay increases through incomes
policies, was abolished (see Machin and Gosling, 2004).

These changes in the labour market were accompanied by a variety of tax
and welfare reforms which directly influenced the distribution of income.?
The reforms to the tax system reflected the adoption of supply-side policies
as rates of income tax were cut. There were significant gains for those at the
upper end of the income distribution when the top rate of income tax was
reduced to 40 per cent. Whereas those at the bottom of the income distri-
bution lost out as the shift towards indirect rather than direct taxation
meant that those outside the labour market became taxpayers and were
paying more in tax as the rate of indirect tax rose from 8 per cent to 15 per
cent and is now 17.5 per cent. Finally, the decision to index welfare pay-
ments to prices, rather than to incomes, meant that, for those outside the
labour market, income levels fell further behind.

The combined effect of these changes was growing inequality primarily
driven by gains among those in the upper half of the income distribution.
In real terms, the income of the top 10 per cent rose at a much higher rate
than that of the median, and the real income of the bottom 10 per cent
hardly rose at all (see Figure 9.1).4

There were serious implications for the level of poverty which having
been stable at around 10-12 per cent for most of the post-war period, sud-
denly rose to over 20 per cent by the early 1990s. There were particularly
worrying rises in the incidence of childhood and pensioner poverty (see
Figure 9.2).

When New Labour were elected in 1997, they saw their main challenge
as retaining the positive features of the flexible labour market, while at the
same time addressing the problems of inequality and poverty. Since 1997
levels of inequality have continued to rise but levels of poverty have fallen.
Between 1997 and 2006, the Gini coefficient rose from 0.33 to 0.35
(Institute for Fiscal Studies, 2006). Interestingly, other measures of
inequality, such as the 90:10 ratio, have fallen which suggests that the rising
inequality is a consequence of changes at the extremes of the distribution
of income (see Brewer et al., 2007). Overall levels of poverty have fallen,
from 14 million people below the poverty line in 1997 to 12.7 million in
2006, this is the longest sustained fall in poverty recorded in the UK.
However, the figures since 2005-06 show the first rise in overall poverty
since 1997, an increased incidence of child poverty and a slight rise in
pensioner poverty in 2006-07.
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WELFARE POLICY IN THE UK

In the UK successive governments have struggled to find an appropriate
balance between the safety net of the welfare state, the increasing number
reliant on welfare support and the consequences for overall welfare
expenditure. Expenditure on benefits has risen steadily from 4.2 per cent of
gross domestic product (GDP) in 1948-49 to a peak of 12.6 per cent in
1993-94, falling slightly to 11.3 per cent in 2004-05 (Institute for Fiscal
Studies, 2006). Not only is this type of welfare expenditure steadily
growing, there is also evidence of greater swings in the cyclical patterns.

Since the 1970s there have been a number of economic and demographic
pressures which have led to this steady growth in welfare expenditure:
changing economic conditions have led to higher average rates of unem-
ployment; increased life expectancy has led to a rise in the number of pen-
sioners; and changing family structures have resulted in a growing number
of lone parent families. These changes have meant that there are more
households in receipt of welfare over long periods of time, who may never
return to the labour market — this generates a serious challenge to the
welfare state which was built upon the assumption of full employment and
that relief would be temporary.

The system combines contingent benefits (where a given level of assist-
ance is provided for those falling within a certain category or risk group)
with means-tested benefits (where the level of support is related to total
household income). There are important trade-offs between the two
approaches. Contingent benefits are simple to administer and are less likely
to generate poverty or unemployment traps but, unless the risk categories
are very closely associated with low income or poverty, are an expensive
tool. Means-testing allows greater targeting of assistance and may be more
appropriate if the risk factors are more varied, but there are significant
administrative costs and they generate disincentives to work. Welfare
support in the UK has steadily moved towards a system of income related
benefits, although one main contingent benefit — child benefit’ — remains.

The welfare system in the UK provides five main types of assistance: for
the unemployed, for those unable to work due to ill-health or disability, for
the retired, for those on low income and, increasingly, for families (see
Phillips and Sibieta, 2006, for more details). Rather than giving an exten-
sive discussion of each of these measures, we provide brief details for the
benefits which are paid to provide support to those in employment: Income
Support, Working Tax Credit and Housing Benefit. Income Support is the
main safety net provided for those on low income. This benefit is paid to
top up household income which falls below an ‘applicable amount’; both
the level of payment and the benchmark income is sensitive to age and the
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household structure.® The Working Tax Credit was introduced in 2003, it is
means-tested and paid to working households when at least one member of
the household is working more than a threshold of hours (discussed below;
also see Marx and Verbist in this volume for a more general discussion of
tax credit systems in the USA and the UK and their effectiveness as an anti-
poverty tool). Finally, Housing Benefit provides households with financial
support to cover housing costs — both for rented and owner-occupied
accommodation.”

WELFARE POLICY UNDER NEW LABOUR

The growing levels of inequality and poverty in the UK have influenced the
design and thrust of welfare under New Labour policy. Recent welfare
reform combines a focus on sharpening incentives for employment but has
been accompanied by measures which directly target the groups most at
risk of poverty (for example, families) along with more generous levels of
support. Welfare to work is often used as an umbrella term for a range of
initiatives introduced by New Labour with the overarching aim of encour-
aging as many as possible into the labour market and ensuring that work
pays. It encompasses the various forms of the New Deal, the system of Tax
Credits which aim to smooth the path into employment by reducing/elimin-
ating any welfare traps and preventing low wages through the introduction
of a National Minimum Wage. We look at each of these in detail and then
assess the likely impact of this range of measures upon overall and in-work
poverty.

The New Deal was one of the first major policy initiatives under New
Labour. The main aim was to reduce the levels of long-term unemployment
that existed in key target groups — the young (18-24-year-olds), older
workers (aged over 50) and lone parents. The ‘deal’ is that each unemployed
person (unemployed for more than six months) is allocated a personal
adviser who provides help with job search. If, after four months, this is
unsuccessful the unemployed person is offered the option of training or
employment in the voluntary sector, on the Environmental Task Force or
subsidized employment in the private sector. Should the unemployed
person reject the option, then benefits are withheld.® This mixture of ‘carrot
and stick’ seems to have worked well: the government claims that just under
half a million long-term unemployed found work under the New Deal pro-
gramme (Department for Work and Pensions, 2004).

Historically, most welfare assistance was administered by one depart-
ment (Social Security) and tax collected by a separate government depart-
ment (Inland Revenue). This generated administrative costs, and lack of



234 Country chapters

co-ordination between the two systems often led to welfare traps. The recent
move towards a system of Tax Credits has meant that many in-work benefits
are integrated within the tax system and are the responsibility of a single
department — HM Revenue and Customs.? The Tax Credit system has been
designed to improve incentives to work, particularly for families, through
providing more generous welfare assistance (both in terms of value of the
benefits and coverage) and subsidizing child care. This was achieved initially
by two separate Tax Credits — the Working Family Tax Credit and the Child
Care Tax Credit — but these have now been integrated into the Working Tax
Credit. Eligibility is dependent upon hours worked and the number of chil-
dren, for example, in a household with no children, the worker must be over
25 and working more than 30 hours a week, whereas in a household with
children, at least one adult must be working for more than 16 hours a week.
Further payments are made to support additional costs, associated with
childcare, disability or for older workers returning to employment. In line
with government policy to provide support for families, eligibility for the tax
credits has been extended to include middle-class families who would not
previously have been in receipt of in-work welfare assistance.

As part of the policy of making work pay a national minimum wage was
introduced in 1999 (see Table 9.1). There are now three rates: an adult rate
for all workers aged 22 or older, a development rate for workers aged 18
to 21 and a recently introduced youth rate for workers aged 16 to 17. The
National Minimum Wage has had greatest impact upon those working in
low-paid sectors of the economy, and has been of particular benefit to
women, especially those in part-time employment.1°

Table 9.1 Rates of the National Minimum Wage

Year Adult rate workers Development rate  Youth rate workers
22 or older workers aged 18 to 21 aged 16 to 17

1 April 1999 £3.60 £3.00

1 October 2000 £3.70 £3.20

1 October 2001 £4.10 £3.50

1 October 2002 £4.20 £3.60

1 October 2003 £4.50 £3.80

1 October 2004 £4.85 £4.10 £3.00

1 October 2005 £5.05 £4.25 £3.00

1 October 2006 £5.35 £4.45 £3.30

1 October 2007 £5.52 £4.60 £3.40

Source:  Low Pay Commission (2007).
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The main welfare-to-work initiatives — the New Deal, the Working Tax
Credits and the National Minimum Wage — have contributed towards the
reduction in poverty through increasing employment and by raising the
incomes of those in employment. The New Deal has been successful in
reducing the levels of long-term unemployment at a rate above that
which would have occurred through the general improvement in macro-
economic conditions (Blundell et al., 2003). The combination of the New
Deal for lone parents and the Working Tax Credits, seem to have increased
employment rates and income levels for lone parents (Gregg and
Harkness, 2003).

The National Minimum Wage mainly applies to women and, more
recently, young workers — who are typically in households with other
workers — and so it was not expected to reduce levels of poverty. However,
Dickens (1999) reported a growing link between low pay and poverty, and
Dickens and Manning (2003) argue that this has meant that the National
Minimum Wage has become a slightly more effective anti-poverty tool.
They show that a quarter of those in the bottom two deciles of the income
distribution gained from the changes to the National Minimum Wage.
There do not appear to have been employment losses generated by either
the introduction or upgrading of rates of the National Minimum Wage,!!
so, despite fears voiced by opponents, the minimum wage appears to have
slightly reduced the incidence of poverty in the UK.

The various Tax Credit schemes have increased the incomes of those in
employment and this, in combination with higher wages due to the growth
in the economy and the National Minimum Wage, has meant that there are
stronger incentives to enter employment. However, one concern has been
that because the Tax Credits, which cover a much larger number of house-
holds than under previous systems, are means tested with taper rates of
around 40 per cent, more households are now facing higher effective mar-
ginal rates of taxation. Therefore, incentives to enter employment may have
risen but incentives to work for those within employment may have fallen.
Adam et al. (2006) show that for those in employment the average mar-
ginal effective rate of taxation has risen, those working longer hours keep
2.5 pence less from each extra pound earned. However, the structure of the
Tax Credit system is very sensitive to household composition. Adam et al.
(2006) also show that some of those who had traditionally faced the
poorest work incentives, for example, lone parents, now have much stronger
work incentives.

The welfare-to-work initiatives which were designed to encourage
employment and make work pay have reduced levels of poverty but have
also created a larger income gap between those in and out of work, which
contributes towards the persistence of income inequality. However, not all



236 Country chapters

those in employment benefit equally and the impact on levels of working
poverty is likely to be uneven. Tax Credits are mainly paid to families!2 and
the eligibility conditions are tougher and rates of benefit lower for the
young and single. The National Minimum Wage covers very few men and
is set at a lower rate for workers aged 22 or younger leaving the young (and
often poorly skilled) with very limited protection against low pay. For
example, in 2004-05, someone working a 40-hour week would earn £194 a
week if they were covered by the adult rate, £164 if they were covered by
the development rate and £120 if they were covered by the youth rate. The
poverty line for a single person in that year was £127.73, therefore in the
absence of in-work benefits a young single person (aged 16-17) working
full-time on the minimum wage would fall below the poverty line.!?
Therefore, while we might expect increased employment among a broad
range of workers who benefit from the improved incentives alongside a
reduction in poverty for families (especially lone mothers) who are eligible
for Tax Credits, there may be a continued exposure to in-work poverty for
the young and single — those who are not eligible for Tax Credits or not
covered by the Adult National Minimum Wage.

POVERTY AND INEQUALITY IN THE UK

As we have already seen, levels of inequality and poverty in the UK rose
quite significantly between the late 1970s and the late 1990s.14 In the UK,
the incidence and degree of poverty is measured at the household level —
whether household income falls below a relative poverty line, that is,
whether household income (before housing costs) falls below 60 per cent of
the contemporary median. As we have already discussed, most welfare
support is means-tested, therefore eligibility reflects household demo-
graphics and income. As a consequence, the incidence of poverty and the
effectiveness of the welfare system is typically measured with reference to
the employment status and demographics of the household. Furthermore,
recent policy in the UK has sought to tackle these high levels of poverty
(the government has set fairly ambitious targets for reductions in child and
pensioner poverty), therefore poverty levels are typically calculated across
age and family types.

The UK government undertakes an annual analysis of poverty and
social exclusion (Households Below Average Income) using data from the
Family Resources Survey (FRS). Taking the number of households with
income below the poverty line, we find that absence of work is still the
main factor leading to poverty in the UK (see Figure 9.3). For example, in
2004-05, the households at greatest risk of poverty are either those
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completely outside the labour market or those with limited attachment to
the labour market: workless households account for around 62 per cent,
households with only one worker account for around 24 per cent of all poor
households, whereas households with two workers in full-time employment
account for only 3 per cent of all poor households.

Despite the range of the highly targeted set of policy measures discussed
above — for families and pensioners — the households most at risk of poverty
remain those with children and pensioners (see Figure 9.3), although, the
risks are diminishing (Palmer et al., 2005: 29 — data taken from the Family
Resources Survey). However, it seems that these measures have left another
group behind, those of working age without children are now more vul-
nerable to low incomes and poverty.

THE WORKING POOR IN BRITAIN

Despite the strength of the UK economy and the growth in employment, a
significant proportion of poor households (35 per cent, see Figure 9.3) have
at least one member in work. We explore the composition of the working
poor using data from the Family Resources Surveys 1996-97 to 2004-05.
Our analysis uses the same data and definitions of poverty as used by the
UK government in its own annual report on poverty and social exclusion
(Households Below Average Income). The FRS is a large-scale cross-
section study which collects data at household level and so, unfortunately,
the approach here differs from that taken in other chapters where individ-
uals rather than households are the unit of measurement. It includes over
13000 households where the head of household is of working age and in
employment. In the FRS household income is measured on a weekly basis
and the McClements scale is used to calculate equivalized income.!?
Household income can be measured both before (BHC) and after (AHC)
housing costs. We start by using two standard poverty lines (60 per cent of
median income and 50 per cent of mean income), both before and after
housing costs over the period 1996-2005. Beyond this, for simplicity, we
focus on a single measure of poverty — whether equivalized income before
housing costs falls below 60 per cent of the contemporary median — and
contrast the position at three points in time (1996-97, 2000-01 and
2004-05). All figures refer to households where the head of household is in
employment and of working age (16-64).

We start by establishing some general trends. First, the incidence of in-
work poverty — using all four measures — has risen quite steadily over the
10-year period 1996-2005 (see Figure 9.4). This is in contrast to the fall in
overall poverty identified in Figure 9.1.
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Second, there has been a significant reduction in the proportion of
working poor households which are headed by women (see Figure 9.5).
Finally, looking at which household types are more at risk of in-work
poverty, we see that single adult households with no children are at great-
est risk of in-work poverty and that they account for an increasing pro-
portion of the working poor. There is also a high risk of in-work poverty
in single-parent households but this risk has remained broadly constant.

We now turn to a more detailed analysis of the composition of the
working poor and how this has changed over time (see Table 9.2). The like-
lihood of being in a single-adult household is related to age. We find that
among those in work, the risk of in-work poverty is always highest when
the head of household is young — aged 16 to 25. The risk for this group is
high but constant over time, the risks are rising for all other age groups and
this is most noticeable among those approaching retirement — aged 55 to
64. Most studies of poverty report that education reduces the risk of
poverty both in terms of reducing the likelihood of worklessness and of in-
work poverty. We find that in-work poverty rates are lower when the head
of household left full-time education after the current minimum school
leaving age of 16.16 The risks are greatest — and rising — for those where the
head of household left school before age 16 and who are as a consequence
without qualifications. There are higher rates of in-work poverty where the
head of household is non-white. The risks are highest and rising when the
head of household is African or Caribbean (labelled ‘Black’ in Table 9.2).
Interestingly, the risks appear to be falling when the head of household is
from the Indian or Pakistani/Bangladeshi population. The likelihood of
experiencing in-work poverty is bound to reflect the likelihood of experi-
encing low pay. Lower rates of pay are associated with certain industries
and we find a greater (although slightly declining) incidence of in-work
poverty when the head of household works in the hospitality sectors and
rising incidence of in-work poverty for those working in agriculture and the
retail sectors. Finally, rates of pay are often lower for those whose employ-
ment opportunities may be limited by sickness or disability and we find a
higher (and rising) risk of in-work poverty associated with poor health
status of the head of household.

This analysis has enabled us to identify risk factors but many of the
characteristics identified will be interrelated. To disentangle these effects
we run a set of logit models and evaluate probabilities controlling for given
characteristics. We find that across the period that the same characteris-
tics are associated with the risk of in-work poverty — where the head of
household is a single adult, young, poorly educated, non-white — particu-
larly Pakistani/Bangladeshi and working in hotels or restaurants (see
Table 9.3).
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Table 9.2 In-work poverty rate by characteristics of the household head (%)

Characteristics of the household head 1996-97 2000-01 2004-05
Age group
16-24 years 22.6 22.1 229
25-34 years 6.4 8.6 9.3
35-44 years 4.9 5.7 7.0
45-54 years 7.3 8.2 8.9
55-64 years 11.3 11.7 14.4
Educational background
Left full-time education before age 16 10.3 11.7 15.7
Left full-time education at age 16 7.4 8.6 10.2
Left full-time education between ages 17 and 18 7.5 8.2 8.8
Left full-time education between ages 19 and 21 4.7 5.7 7.4
Left full-time education aged 22 or older 3.6 6.1 6.4
Ethnicity
White 7.4 8.3 9.8
Black 13.6 16.2 16.0
Indian 6.3 7.0 3.9
Pakistani/Bangladeshi 8.4 13.3 9.2
Other 8.3 11.3 11.5
Industry of occupation
Agriculture and fisheries 11.6 14.2 15.7
Mining and mineral extraction 3.6 33 2.4
Non-metal manufacturing 7.1 6.8 8.3
Metal manufacturing 4.1 4.5 7.0
Energy and water 1.8 5.8 4.9
Construction 4.6 53 7.6
Sales and retail 10.0 12.2 15.5
Hotels and restaurants 22.3 20.8 20.5
Transport and communication 7.0 8.1 8.2
Finance and banking 4.1 4.8 6.1
Other services 5.7 7.5 9.4
Education and welfare 7.9 8.7 8.3
Other 15.9 15.2 15.3
Disability
No disability 7.1 8.0 9.2
Experiences sickness or disability 11.1 12.8 16.9

Source:  Family Resources Surveys 1996-97, 2000-01 and 2004-05; own calculations.
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Table 9.3  Risk factors of experiencing in-work poverty (logistic regression

coefficients)
Characteristics of the household and 1996-97 2000-01 2004-05
the household’s head
Female 0.595°%** 0.536%**  0.510%***
(0.099) (0.092) (0.083)
Age of head of household
16-24 years 1.418%** 1.374%**  1.289%**
(0.171) (0.174) (0.156)
25-34 years 0.117 0.315%* 0.292%*
(0.118) (0.112) (0.104)
35-44 years - - -
45-54 years 0.180 0.332%* 0.179
(0.124) (0.119) (0.107)
55-64 years 0.489%** 0.596%**  (.483***
(0.142) (0.139) (0.118)
Education of head of household
Left full-time education before age 16 0.548*** 0.347** 0.4971***
(0.111) (0.114) (0.108)
Left full-time education at age 16 - - -
Left full-time education between —0.427%*%  —(0.445%%*% (.49 ***
ages 17 and 18 (0.117) (0.114) (0.103)
Left full-time education between —0.921***  —1.095%** —0.756%**
ages 19 and 21 (0.164) (0.152) (0.127)
Left full-time education age 22 or older —1.187***  —0.874*** _(.987***
(0.178) (0.148) (0.130)
Ethnicity of head of household
White - - -
Black 0.744** 0.721%** 0.646**
(0.264) 0.217) (0.205)
Indian 1.444%** 0.851* 0.110
(0.394) (0.391) (0.402)
Pakistani/Bangladeshi 1.538** 2.494%**  1.012*
(0.444) (0.362) (0.406)
Other 0.551 0.860** 0.495%*
(0.389) (0.290) (0.230)
Industry in which head of household works
Agriculture and fisheries 0.739** 0.989** 1.080**
(0.284) (0.311) (0.325)
Mining and mineral extraction —0.169 —1.170 —1.476
(0.393) (0.667) (0.781)
Non-metal manufacturing
—0.140 —0.381 0.001
(0.198) (0.208) (0.203)
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Table 9.3 (continued)

Characteristics of the household and 1996-97 2000-01 2004-05
the household’s head
Metal manufacturing —0.467* —0.624*¥*  —0.350
(0.218) (0.216) (0.200)
Energy and water —1.201 0.098 —0.560
(0.771) (0.527) (0.510)
Construction - - -
Sales and retail 0.465* 0.538** 0.722%%*
(0.200) (0.190) (0.171)
Hotels and restaurants 1.125%%%* 0.928%**  (.971%**
(0.238) (0.232) (0.216)
Transport and communication 0.137 —0.064 —0.174
(0.222) (0.210) (0.197)
Finance and banking —0.800** —0.772**  —0.651**
(0.276) (0.270) (0.225)
Other services —0.138 0.033 0.013
(0.227) (0.208) (0.185)
Education and welfare —0.320 —0.338 —0.409*
(0.197) (0.186) (0.166)
Other 0.802%** 0.674** 0.596**
(0.227) (0.215) (0.186)
Disability
Head of household experiences 0.477%%* 0.541%%*  (,797***
sickness or disability (0.126) (0.112) (0.107)
Household composition
Single adult, no children 3.680%** 3.738**%  4,075%%*
(0.133) (0.128) (0.124)
Two or more adults without children - - -
Single adult with children 2.018%** 1.976%**  2227%**
(0.190) (0.173) (0.162)
Two or more adults with children —0.393* —0.824*** —(.388*
(0.196) (0.215) (0.197)
Constant —5.926%**%  —5695%** _5733%**
(0.275) (0.260) (0.249)
Number of obs 13166 12489 13569
LR chi2(39) 2783.74 2944.86 3649.07
Log likelihood —2101.64  —2172.45 —2560.31
Pseudo R2 0.3984 0.404 0.4161
Notes: Model also includes controls for regions. Significant at p < 0.1 (¥*¥), p < 1 (*¥%),

p < 5 (¥). Standard errors in parentheses.

Source:

Family Resources Surveys 1996-97, 2000-01 and 2004-05; own calculations.
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Table 9.4  Estimated probabilities of experiencing in-work poverty (%)

Characteristics of the household’s head 1996-97 2004-05

Male Female Male Female

Representative 0.19 0.35 0.21 0.36
Left full-time education at age < 16 0.33 0.60 0.35 0.58
Young, age 16-24 0.79 1.43 0.77 1.28
Single adult household 7.17 12.23 11.23 17.41

Young, single adult household, no children ~ 24.09 36.51 3147  43.34
Young, single adult household, no children, 35.44 49.88 42.87 55.56
left full-time education before age 16

Source:  Author’s own calculations using eimated coefficients from Table 9.3.

To illustrate the results and attempt to identify which might be the great-
est risk factors, we evaluate the probability of experiencing in-work poverty
for households with average characteristics — where the head of house-
hold is in a two or more adult household without children, aged 3544, left
full-time education at age 16, white and working in education and welfare.
We then examine the sensitivity of these probabilities to changes in partic-
ular characteristics — keeping other characteristics at the mean. Finally, we
illustrate some extreme cases by compounding some of the characteristics
which we know to be related — age, household composition and educational
background (see Table 9.4).

These evaluated probabilities show that for our representative male- or
female-headed household the risk of in-work poverty is low but has risen
slightly. The risks are higher when the head of household left full-time edu-
cation before they were 16 and higher still if they are young. We can also
see that — controlling for age, education, ethnicity, industry — the greatest
risk of in-work poverty is experienced by those in single-adult households
and has risen significantly over this period. Finally, when we consider the
probability of experiencing in-work poverty for someone who is young and
asingle adult or a young, poorly qualified single adult, we find that the risks
rise quite dramatically reflecting their low earnings potential.

HOW HAVE THE WORKING POOR FARED UNDER
NEW LABOUR?

Since 1997, the UK has experienced a period of economic growth — unem-
ployment and inflation have remained low. The combination of
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favourable macroeconomic conditions, the growth in earnings and the gov-
ernment’s welfare-to-work measures have meant that employment has risen,
that poverty rates have fallen, but there has been little change in income
inequality. However, the incidence of in-work poverty has risen and the UK
now has the highest recorded level of poverty among working-age adults
without children. Our analysis here has shown that the risks of in-work
poverty are particularly acute for those who are young and living on
their own.

There are a number of explanations for the rise in in-work poverty. The
first is that we are using a relative definition of poverty. Since 1997 average
incomes have been rising at a faster rate than those at the bottom (over
the period as a whole average incomes rose by 2.3 per cent compared
with a 2.2 per cent rise in the bottom quintile). Given this, more house-
holds will fall below our poverty line. Second, many of the welfare to work
measures which aim to encourage work provide targeted in-work benefits
to families, thus exposing those without children to greater risks of poverty.
Third, while the National Minimum Wage provides welcome protection
against low pay, the full rate only applies to workers aged 22 or older. So
not only are younger single workers not entitled to welfare support through
Tax Credits, they also experience less protection against low pay. Finally,
the National Minimum Wage itself has been set at a cautious rate, balanc-
ing protection against low pay against protection of jobs, for example, the
adult rate in 2005-06 was £5.35 per hour which was below the two-thirds
of the median hourly rate in 2005-06 of £5.60. Therefore, employment at
the current adult minimum wage without further welfare assistance does
not guarantee an income above the poverty line.

The reductions in poverty, particularly the fall in child poverty have been
achieved through a combination of reduced risks of worklessness through
the growth in employment and targeted welfare assistance, which have
reduced average risks of poverty for families. The Joseph Rowntree
Foundation (Palmer et al., 2006) estimate that of the fall of 0.7 million chil-
dren experiencing poverty — 0.5 million can be attributed to the increased
welfare support for families and 0.2 million to the growth in income
through employment. In conclusion, in the UK, work on its own does not
provide a route out of poverty.

NOTES

1. See Brewer et al. (2007) for a full discussion of trends in inequality and poverty in the
UK, earlier studies include Atkinson (1983; 1996), Jenkins (1996), Machin and Gosling
(1994) and Jenkins and Van Kerm (2006).
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The private returns to education, particularly to higher education, are higher than else-
where in Europe (OECD, 2005).

See Institute for Fiscal Studies publications for more details — Adam and Browne (2006)
on the UK tax system and Phillips and Sibieta (2006) on the UK benefit system.

The Gini coefficient rose from 0.25 to 0.34 between 1979 and the early 1990s (Institute
for Fiscal Studies, 2006).

This is paid on a weekly basis for all children under the age of 16 (19 if they are in full-
time education), there is a higher rate for the eldest or only child (£17.45 in 2006) and a
lower rate (£11.70 in 2006) for all other children. In 2006, 7.4 million families were in
receipt of child benefit at a cost of £9.77 billion.

Income Support is paid to all low income households (within and outside of the labour
market). A recent development has been the requirement that new claimants who are
unemployed should attend a ‘work-focused interview’ — the idea, based on some aspects
of the New Deal (discussed below), is to encourage claimants to retain some attachment
to the labour market.

Any household in receipt of Income Support automatically receives the full value of
Housing Benefit; it is means-tested for other households.

The element of compulsion and penalties have not yet been applied to lone parents. Lone
parents have been invited rather than compelled to participate, although recent ministe-
rial statements (spring 2007) suggest that this may change.

There have been concerns over the efficiency of this system. Calculations are based on the
previous year’s income, claimants are then required to inform the department of any
changes in circumstances and this has led to overpayments. In addition, the online applica-
tion process which was intended to facilitate applications has been suspended because it had
been targeted by organized gangs of fraudsters. A recent report by the UK National Audit
Office (2007) draws attention to the continued high levels of fraud and errors associated
with the Working Tax Credit. They estimate these have generated losses of £9.6 billion (14.7
per cent of total payments) since 2003, overpayment accounts for £6.6 billion and fraud £3
billion. These rates of incorrect payment are considerably higher than elsewhere — the 2006
annual report of the Department for Work and Pensions reports an average rate of incor-
rect payments of just under 6 per cent of total payments for other means-tested benefits
(Income Support, Job Seeker’s Allowance and Housing Benefit).

The proportion of workers aged 22 or over who are paid less than two-thirds of the
median hourly wage (£6.50 in 2005) has fallen from 37 per cent of women and 17 per
cent of men in 2000 to 29 per cent and 14 per cent respectively in 2005 (see Low Pay
Commission, 2007).

Although Dickens and Manning (2003) report some small falls in employment in some
particularly low-paying sectors (for example, care homes).

In 2005-06 5.3 million households received Working Tax Credits, of which 5 million
received Child Tax Credits and 1.8 million received Working Tax Credits (see Phillips
and Sibieta, 2006; UK National Audit Office, 2007).

This was the first year of the youth rate, so the situation would have been more acute in
previous years.

Townsend (1979) is the classic modern reference for a comprehensive study of the causes
and incidence of poverty in the UK. Other more recent studies include Atkinson (1996),
Biewen and Jenkins (2005), Cappellari and Jenkins (2002) and Jenkins and Micklewright
(2007).

The UK government has historically used the McClements scale. The main differences
between the McClements and modified OECD scales are the differences in treatment of
the additional costs and potential economies of scale associated with different house-
hold types. The modified OECD scale is more straightforward, the weights attached to
additional adults and children are constant but with the McClements scale they vary
according to nature of relationship, number and age.

The Minimum School Leaving Age has been 16 since 1973-74.
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10. Low pay and household poverty
during Ireland’s economic boom

Brian Nolan

INTRODUCTION

Ireland has seen a dramatic economic boom over the past decade, with
unprecedented levels of growth in employment and living standards.
Unemployment has fallen very sharply, substantial numbers of migrants
have been attracted to Ireland to work, and a minimum wage has been
introduced to protect those in work on low wages. Despite this, the numbers
of ‘working poor’ appear to have grown, certainly if one focuses on the
poverty measures incorporated in the European Union’s (EU’s) Laeken
indicators of social inclusion. Here we use data for Ireland from the new
EU-SILC, and from the European Community Household Panel it
replaced, to assess the extent and nature of ‘in-work poverty’ after Ireland’s
economic boom. This is of particular interest for what it reveals about the
relationship between economic growth and in-work poverty, and about the
importance of how poverty is measured in such circumstances.

MEASURING THE WORKING POOR

As discussed in earlier chapters, the definition of poverty that is widely
accepted in industrialized countries refers to exclusion from the ordinary
life of the community owing to lack of resources. A household’s poverty
status is usually measured by looking at whether its disposable income,
adjusted for the number and ages of household members, falls below a
specified income threshold, often derived as a proportion of mean or
median household income in the country.! ‘In-work poverty’ or ‘the
working poor’, then, refers to individuals who live in poor households but
are themselves in work. In measuring both income and work status,
different periods may be used, depending on the data available.

While much of the analysis in this chapter focuses on income, not all
those on low income may be suffering exclusion in terms of ordinary living
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standards in their country. Various studies using non-monetary indicators
of deprivation have found what is often very significant variation among
those below such income thresholds in what they have and what they are
doing without. This is why the EU’s social inclusion indicators (the so-
called ‘Laeken’ indicators) describe those below relative income thresholds
as ‘at risk of poverty’ rather than poor. Non-monetary indicators can be
used to hone in on those who are both on low income and experiencing
what would be regarded in their own society as serious deprivation, as we
will discuss below, and this is particularly relevant in exploring the rela-
tionship between economic growth and in-work poverty.

A COMPARATIVE PERSPECTIVE ON IN-WORK
POVERTY IN IRELAND

We begin by looking at the extent of in-work poverty in Ireland as conven-
tionally measured, compared to other countries in Western Europe. Table
10.1 shows, for Ireland and other countries in the ‘old’ EU-15, the percent-
age of working individuals who are in households falling below 60 per cent
of median equivalized income from two EU sources. The first, for 2004, is
taken from the 2006 Joint Report on Social Protection and Social Inclusion
prepared by the EU Commission and Eurostat, mostly using data emerg-
ing from the new EU-SILC. The second, for 2001, is taken from analysis by
Bardone and Guio (2005) carried out for Eurostat using the last wave of the
European Community Household Panel Survey (ECHP). In both cases, an
annual income measure is employed, and the employment status of the
individual is measured on the basis of their ‘most frequent activity status’
in the year; to be counted as working, someone must have reported being
in work as their status for more than half the months of the year. This is
the way in which in-work poverty is now measured in the context of the
EU’s Social Inclusion Process, providing an obvious point of departure.

We see from Table 10.1 that in the Irish case 7 per cent of adults in work
were in households below the 60 per cent of median income threshold, in
both the 2004 and 2001 data. Compared with the other countries covered,
this is marginally below the average — with Greece, Spain, Italy and Austria
having much higher figures, Belgium, Denmark, Finland and Sweden
having lower ones, and Luxembourg, the Netherlands, Portugal and the
UK having intermediate levels like Ireland.

Comparing the level of in-work poverty to the overall percentage of
adults falling below the 60 per cent relative income threshold, Table 10.2
shows that Ireland in fact has a rather lower level of in-work poverty than
would be expected from its overall adult at-risk figure. Over one-fifth of
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Table 10.1  In-work poverty risk in Ireland and other EU-15 countries,
2004 and 2001 (%)

Country 2004 EU-SILC 2001 ECHP
% of those in work below 60% median
equivalized income

Belgium
Denmark
Germany
Greece
Spain
France
Ireland

Italy
Luxembourg
Netherlands
Portugal
Austria
Finland
Sweden

UK

EU-15 average

—_— —_ —_——
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Source:  2004: Joint Report on Social Protection and Social Inclusion 2006, Annex 1
Methodological Notes and Statistical Tables, Table 5; 2001: Statistics in Focus, Population
and Social Conditions, 5/2005, In-Work Poverty, Table 1.

Irish adults are below the 60 per cent threshold in 2004, higher than any
other country from the EU-15 (actually also highest in the EU-25 accord-
ing to the figures presented in the Joint Report.) So the in-work at-risk-of-
poverty rate in Ireland is only one-third of the corresponding figure for the
adult population as a whole, compared with 50 per cent on average for
the EU-15 countries. Only in Belgium, France and Finland is the ratio of
the in-work risk to the overall risk similarly low. By contrast, countries such
as Spain, Portugal and Greece have overall poverty risk levels that are
similar to Ireland but much higher figures for in-work poverty risk.

One relevant factor is the size of the self-employed population and of the
agricultural sector in particular. In-work poverty for employees versus the
self-employed are in many ways distinct phenomena — apart altogether
from issues of income measurement for the latter — and therefore it is
important to look at the two groups separately. While the figures available
from EU-SILC for 2004 at this stage do not allow this, Table 10.3 presents
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Table 10.2  In-work poverty risk versus overall poverty risk in Ireland and
other EU-15 countries, 2004

Country In-work poverty risk Overall adult In-work/total
poverty risk poverty risk ratio
% below 60% median equivalized income
Belgium 4 14 0.29
Denmark 5 11 0.45
Germany 9 15 0.60
Greece 13 20 0.65
Spain 11 19 0.58
France 5 13 0.38
Ireland 7 21 0.33
Italy 10 18 0.56
Luxembourg 8 10 0.80
Netherlands 6 11 0.54
Austria 7 12 0.58
Portugal 13 20 0.65
Finland 4 11 0.36
Sweden 6 11 0.54
UK 7 17 0.41
EU-15 average 7.7 14.9 0.49
(unweighted)

Source:  Joint Report on Social Protection and Social Inclusion 2006, Annex 1
Methodological Notes and Statistical Tables, Table 5.

the at-risk rates for the two groups separately taken from the Bardone and
Guio (2005) analysis of 2001 ECHP data for Eurostat. We see that in
Ireland, as in most of the other countries, the percentage below 60 per cent
of median income is very much higher for the self-employed than for
employees, and there is also considerably more variation in the latter. For
10 out of the 15 countries, the at-risk rate for employees is in the range 4-8
per cent, and the figure for Ireland, at 6 per cent, is right in the middle of
that range. For the self-employed, the Irish figure is much higher at 16 per
cent, but this is again in the intermediate range compared with the corre-
sponding figures for the self-employed in the other EU-15 countries. So,
while the overall percentage (of adults) in households below 60 per cent of
median income is exceptionally high in Ireland in Western European terms,
the percentage of employees and the percentage of self-employed in that
situation is unremarkable, neither particularly high nor particularly low.
As in other countries, the size of the in-work population means that
even with a relatively low at-risk-of-poverty rate that group will represent
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Table 10.3  In-work poverty risk for employees versus self-employed in
Ireland and other EU-15 countries, 2001

Country Employees Self-employed
% below 60% median equivalized income
Belgium 3 10
Denmark 1 15
Germany 4 5
Greece 5 25
Spain 7 20
France 6 25
Ireland 6 16
Italy 7 18
Luxembourg 8 2
Netherlands - -
Austria 3 24
Portugal 7 28
Finland 4 17
Sweden 2 22
UK 5 14

Source:  Statistics in Focus, Population and Social Conditions, 5/2005, In-Work Poverty,
Table 1.

a substantial proportion of all those below the income threshold. Table
10.4 shows that in the Irish case, 17 per cent of adults below the threshold
in 2004 were in work. This is a particularly low figure compared with other
EU-15 countries, only Belgium having a lower figure and with one-quarter
or even one-third of adults below the income threshold being in work in the
other Western European member states. This reflects the fact that a partic-
ularly high proportion of adults not in work — notably the retired and the
inactive — are below the threshold in Ireland, which is what underlies
Ireland’s particularly high overall at-risk-of-poverty rate.

A DETAILED PICTURE OF IN-WORK POVERTY IN
IRELAND: THE INDIVIDUAL

Having given an overview of the extent of in-work poverty in Ireland in
comparative perspective, we now go on to paint a more detailed picture of
the nature of that phenomenon. We do so by analysing the micro data from
the 2004 EU-SILC, carried out by the Central Statistics Office (2005) (and
made available for analysis on a strictly anonymized basis). As we have
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Table 10.4  The share of in-work poverty in overall poverty in Ireland and
other EU-15 countries, 2001

Country Adults in work and below 60% of median equivalized
income as % of all adults below that income threshold

Belgium 14
Denmark 26
Germany -
Greece 32
Spain 26
France 21
Ireland 17
Italy 25
Luxembourg 44
Netherlands 33
Austria 34
Portugal 36
Finland 21
Sweden 31
UK 26

Source:  Joint Report on Social Protection and Social Inclusion 2006, Annex 1
Methodological Notes and Statistical Tables, Table 5.

seen, if the working poor are defined as those at work and living in a house-
hold with total (equivalized) income below 60 per cent of median income,
then the results from the 2004 EU-SILC survey indicate that 7 per cent of
those at work are in that position. This represents about 116 000 persons in
the population, out of the working population of about 1.66 million.

We have also seen that the self-employed face a much higher probability
of being below the income threshold, in Ireland as in most other countries.
However, employees make up over four-fifths of the working population,
so despite their low risk almost two-thirds of the working poor are employ-
ees. The remainder of the working poor are self-employed, more than half
working in agriculture. Farmers face a particularly high probability of
being counted as working poor: they comprise less than 7 per cent of those
at work in EU-SILC 2004 but almost 20 per cent of the working poor. Self-
employed other than farmers comprise about 11 per cent of those at work
but 15 per cent of the working poor.

As discussed in the second section, being ‘in work’ can be measured in
different ways, focusing on the person’s status at the time of the interview
or throughout the year; however, this turns out to make little difference to
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Source:  EU-SILC 2004.

Figure 10.1  Age profile of working poor versus all at work, Ireland,
2004 (%)

the pattern of poverty risk or the individuals in the sample identified as the
working poor. Concentrating on employees, if we use the ‘main activity
status’ of individuals (based on the activity status in each month recorded
in the survey) to identify those who were employees for over half the year,
then 6 per cent were below the income threshold (as reported in the previ-
ous section). If we look at those who give their current principal economic
status in the survey as employee, then 5.3 per cent are in households below
the 60 per cent of median relative income poverty threshold. This repre-
sents about 71 000 persons in the population, out of a total of 1.34 million
employees. Most of those who are currently employed were also in work for
most of the previous year, although the at-risk-of-poverty rate is higher for
the small minority who were not.

We now examine the profile of those who are measured as ‘working
poor’, focusing first on their own individual characteristics and then on
those of their household. Figure 10.1 shows the age composition of all
those who are at work and below the 60 per cent threshold. We see that,
compared with all those at work, the working poor are more concentrated
in the older age ranges — over 60 per cent are aged 40 or more, compared
with 52 per cent of the workforce as a whole. This reflects the older age
profile of the self-employed (including farmers), though, with working
poor employees not very different in age terms from all employees.

The working poor are also slightly more likely to be male: 61 per cent of
the working poor are men, compared with 57 per cent of all those at work.
However, among employees the opposite is true: 49 per cent of working
poor employees are men, compared with 52 per cent of all employees.
(Since men make up a clear majority of the workforce, they still face a
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Figure 10.2  Educational attainment of working poor versus all at work,
Ireland, 2004 (%)

higher probability of in-work poverty.) For both men and women employ-
ees, the likelihood of being working poor is lowest in the 25 to 34 age group;
for men it is highest in the 45 to 54 group, while for women it is highest in
the 55 to 64 range.

As far as educational attainment is concerned, Figure 10.2 shows that the
working poor have substantially lower levels of educational attainment
than all those at work; almost one-third have no education beyond primary
level (compared with 13 per cent of all those at work), and only 41 per cent
have attained at least the upper secondary completion qualification, com-
pared with 67 per cent of all those at work. Working-poor employees have
slightly higher levels of attainment than self-employed working poor, but
still have a significantly disadvantaged profile compared with others at
work.

This age, gender and educational profile is reflected in the earnings of the
employee, one factor in understanding why they are ‘working poor’. The
number of hours worked is a significant influence on earnings particularly
among employees, and part-time employees face a much higher poverty
risk than those who work full-time. (About 4 per cent of full-time male
employees, 3 per cent of full-time female employees and 10 per cent of
female part-time employees are in households below the 60 per cent thresh-
old; part-time men face an even higher poverty risk than part-time women,
with almost one in five below the threshold, but there are far fewer of
them.) The risk of poverty is also clearly related to the position of the
employee in the weekly earnings distribution. Even when working full-time,
the risk of poverty is 12 per cent for employees in the bottom quintile of
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the earnings distribution; this falls to 8 per cent for the second quintile and
is only about 1-2 per cent in the rest of the earnings distribution.

As well as the overall earnings distribution, we can look at the situation
of employees falling below conventional low pay thresholds. In the 2004
sample, about 23 per cent of Irish employees had weekly gross earnings
below two-thirds of median earnings — a widely used measure of low pay.
Of these low-paid individuals, though, only 13 per cent were in households
at risk of poverty. So most low-paid employees are not working poor in that
sense. On the other hand, 60 per cent of working-poor employees are them-
selves low paid, in terms of their own weekly earnings. This asymmetric
relationship between low pay and household poverty is consistent with
earlier Irish studies (for example, Nolan, 1998), and with the pattern found
in other Western European countries; for example, Nolan and Marx (2000)
note that for full-time employees across the ECHP generally about 60 per
cent of the low paid are in the top 60 per cent of the income distribution.
This reflects the fact that employees, whether low paid or not, are not
mostly to be found in households in poverty or towards the bottom of
the income distribution; such households generally do not contain an
employee. But where they do contain an employee, most often that
employee is low paid. The features that distinguish the minority of the low
paid who are in households at risk of poverty then relate to the household
context in which it is occurring, as we explore in the next section.

A DETAILED PICTURE OF IN-WORK POVERTY IN
IRELAND: THE HOUSEHOLD

We now turn from the individual characteristics of the working poor to the
type of households they live in — with those household characteristics likely
to be critical in understanding why they are indeed below the relative
income threshold. We show in Table 10.5 the composition of the house-
holds involved, for all working poor and for working-poor employees. We
see that the working poor are predominantly in households with children —
only one-third are in households with no children. Only 7 per cent are lone
parents with children, so about 60 per cent are in households with two or
more adults and children. The largest proportion — 29 per cent — are in
households with three or more adults plus children — in many cases these
comprise a couple with their offspring, some of whom are still children but
others are aged 18 or over. The corresponding profile for working-poor
employees shows that these are even more likely to be in households with
children. About 9 per cent are in households comprising just one adult with
a child or children, but 63 per cent are in households with two or more
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Table 10.5 Household composition for the working poor and for working-
poor employees, Ireland, 2004

Household Working poor Working-poor employees
composition % below 60% median equivalized income
1 adult 8.3 2.3

2 adults 16.0 15.5

3+ adults 10.4 11.7

1 adult with children 6.7 9.0

2 adults, 1 child 6.2 39

2 adults, 2 children 8.9 9.5

2 adults, 3 children 7.8 6.6

2 adults, 4+ children 6.5 7.3

3 adults+ with children 29.3 34.0

Total 100.0 100.0

Source:  EU-SILC 2004.

adults and children. Strikingly, only 2 per cent are living alone. (This profile
of course reflects both the distribution of all employees by household com-
position type and the risk faced by each type of being below the income
threshold; single adult employees with children face a much higher proba-
bility of being below the income threshold than others, for example, but
comprise only a small proportion of all employees.)

As well as household size and composition, the other key feature of the
household in this context is the number of people with an income and
the source of that income. What is distinctive about the households of the
working poor is how few of their working-age adult members are actually
in work. This is illustrated in Figure 10.3, which shows that for all those at
work, the average number of working-age adults in the household is 2.6.
For the working poor, the corresponding figure is only slightly lower, at 2.3.
However, for all those at work the average number of persons in the house-
hold in work is 2.0, whereas the corresponding figure for the households of
the working pooris only 1.3. The gap is even greater when we focus on those
in full-time work, where the figures are 1.6 versus 0.8 respectively for the
households of those at work versus the working poor.

Focusing on employees, Figure 10.4 shows that for all employees there are
2.7 persons in the household of working age on average, of whom 2.1 are in
work and 1.7 are in full-time work. For working poor employees, on the
other hand, there are almost as many working-age adults at 2.5 per house-
hold on average, but only 1.4 are in work and only 0.8 in full-time work.
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Figure 10.3  Numbers in the household in work for the working poor versus
all at work, Ireland, 2004 (arithmetic means)
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Figure 10.4 Numbers in the household in work for working-poor
employees versus all employees, Ireland, 2004 (arithmetic
means)

The central role played by the number of persons in the household at
work is brought out in Table 10.6, which shows for employees in two- and
three-adult households how the percentage falling below the 60 per cent
threshold varies depending on the presence or absence of children and the
number of adults in work. We see that the risk of poverty is relatively high
for employees where only one adult is in work, whether there are children
or not, but that the risk is very low indeed where two or more are at work
except in households of three or more adults with children.

The salience of numbers at work in the household is also reflected in the
sources of income received, and Figure 10.5 shows that the households of
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Table 10.6  Poverty risk by household composition and number at work,
Ireland, 2004

Household composition % below 60% of median equivalized income

2 adults no children

1 at work 10.2

2 at work 2.4
2 adults with children

1 at work 15.1

2 at work 1.4
3 adults no children

1 at work 11.3

2 at work 2.1

3+ at work 0.0
3 adults with children

1 at work 32.6

2 at work 5.9

3+ at work 7.9

Source:  EU-SILC 2004.
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Figure 10.5 Social welfare transfers as a percentage of total household
income for working poor versus all at work, Ireland,
2004 (%)

the working poor are heavily reliant on social welfare transfers compared
with others at work. For 28 per cent of the working poor, at least half of all
the income coming into the household was from social welfare (compared
with only 7 per cent for all those at work).
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ALTERNATIVE PERSPECTIVES ON POVERTY FOR
THE WORKING POOR

By construction, the ‘working poor’ as we have measured them to this point
are living in households with total disposable income (after equivalization)
below 60 per cent of the median. Median equivalized income for the Irish
EU-SILC sample in 2004 was just over €16 000, so the 60 per cent thresh-
old for a single person at that point was €9675. On average, the working
poor are well below that threshold: median equivalized income among the
working poor was just under €8000, while for working poor employees it
was slightly higher at €8200. As we saw earlier, the overall percentage below
the 60 per cent threshold is particularly high in Ireland, at just over one-
fifth; in terms of position in the overall income distribution, then, the
working poor were in the bottom quintile.

While they are “at-risk-of-poverty’ in the sense of falling below the 60 per
cent relative income threshold, this is not all we need to know about these
individuals and their households to assess whether they can or should be
considered ‘poor’. As already noted, a wide range of recent studies using
non-monetary indicators of deprivation consistently finds that a significant
proportion of those below income poverty thresholds do not display (rela-
tively) high deprivation scores, whereas some higher-income households
do.2 This reflects inter alia the limitations of income over a relatively short
period as a comprehensive measure of command over resources, as well as
differences in needs across households not captured by conventional equiv-
alence scales. Such issues around the definition and measurement of
poverty have been discussed in the introductory chapter and it is not our
intention to rehearse them here, but in a rapidly growing economy they may
be particularly salient. To bring out some key implications we use a
measure of ‘consistent poverty’ employed in Ireland’s National Anti-
Poverty Strategy. This focuses on those who not only fall below relative
income poverty thresholds but also report manifest deprivation, in terms of
a set of items capturing rather ‘basic’ forms of deprivation, such as not
being able to afford to heat the house, buy new rather than second-hand
clothes and have a substantial meal (see also Nolan and Whelan, 1996).

Without going into detail on the specifics of the measure, it suffices for
present purposes to say that whereas about one-fifth of the Irish sample
were below the 60 per cent income threshold in 2004, only 7 per cent were
in ‘consistent poverty’ in this sense (that is, below 60 per cent of median
income and reporting basic deprivation). Looking at those in work, we find
that whereas 7 per cent were below 60 per cent of the median in 2004, only
2 per cent were ‘consistently poor’ — that is, also reporting basic depriva-
tion. So only one-quarter of the ‘working poor’, measured in income terms
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Figure 10.6  Subjectively-assessed economic strain for all at work versus
working poor, Ireland, 2004 (%)

alone, are in consistent poverty. Similarly, only 1.5 per cent of all employ-
ees are in consistent poverty, which means that just over one-quarter of
employees below the income threshold are in consistent poverty.

This is not to say that the majority of the ‘working poor’ defined in
income terms are indistinguishable from others at work in terms of their
living standards. This is brought out if we construct a deprivation index
using a broader range of consumer durables and regular consumption
items. This shows 38 per cent of those at work and below the 60 per cent
income threshold are deprived of two or more of the items involved, com-
pared with 19 per cent for all those at work. Similarly, as Figure 10.6 illus-
trates, those working and below the income threshold demonstrate higher
levels of subjectively assessed economic strain than others at work.
Compared with all those at work, about twice as high a proportion of the
working poor said that they had recent experience of arrears on mort-
gage/rent or utility bills, could not meet unexpected expenses, or experi-
enced debt problems to meet ordinary living expenses.

Finally, we look at another measure recently developed in the Economic
and Social Research Institute (ESRI) which relates to ‘economic vulnera-
bility’. This is captured by combining information about whether a house-
hold is below relative income poverty thresholds, experiencing enforced
basic deprivation and reporting difficulty in making ends meet. The statis-
tical methodology latent class analysis is applied to identify an underlying
pattern of connection between the variables (see Whelan and Maitre,
2005, for details). The approach we adopt in analysing economic vulnera-
bility involves an analysis of manifest indicators in order to identify
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underlying or latent vulnerability. We achieve this objective by the applica-
tion of latent class analysis. The basic idea underlying such analysis is long
established and very simple (Lazarsfeld and Henry, 1968; Magidson and
Vermunt, 2004). The associations between a set of categorical variables,
regarded as indicators of an unobserved typology, are accounted for by
membership of a small number of latent classes. Implicit in the notion of
multidimensional measurement of exclusion is the assumption that there is
no one ‘true’ indicator of the underlying concept. Instead we have a sample
of indicators that tap different aspects of a complex phenomenon. Latent
class analysis assumes that each individual is a member of one and only one
of n latent classes and that, conditional on latent class membership, the
manifest variables are mutually independent of each other. Conditional
independence is a version of the familiar idea that the correlation between
two variables may be a result of their common dependence on a third vari-
able. In estimating latent class models the logic is identical but the explana-
tory variable is unobserved and must be identified statistically. This
identifies one-fifth of the total population as economically vulnerable,
using data from the 2004 EU-SILC survey. When this approach is applied
to the situation of those at work, we find that about 10 per cent would be
categorized as ‘economically vulnerable’. However, only about half the
‘working poor’ defined in purely income terms are identified by this
approach as ‘economically vulnerable’.

These results suggest that many of those who are at work and in house-
holds falling below the 60 per cent of median income threshold are indeed
disadvantaged, across a wide range of indicators. However, a substantial
proportion does not appear to be particularly disadvantaged in these terms.
This is more likely to be true of the self-employed than of employees, owing
both to the extent to which the incomes of the self-employed fluctuate over
time and the difficulties faced in trying to capture their situation in surveys.
This merits further in-depth investigation, but here we turn to the implica-
tions for interpreting trends over time and policy implications.

ECONOMIC GROWTH AND THE WORKING POOR

We noted in the introduction that Ireland experienced a remarkable eco-
nomic boom from the mid-1990s. Ireland is now among the richest coun-
tries in the Organisation for Economic Co-operation and Development
(OECD) in terms of gross domestic product (GDP) per head, whereas in
1995 it was significantly below the OECD average. Foreign direct investment
in high value-added businesses has been a key factor, giving rise to substan-
tial outflows of profits and income and making GDP problematic as a
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measure of trends in domestic income, but alternative measures such as
gross national product (GNP) or gross national income (GNI) still show
Ireland to have been one of the OECD’s fastest growing economies since the
mid-1990s. This makes Ireland a particularly interesting setting in which to
study the relationship between economic growth and in-work poverty.

Over that decade, based on data from the ECHP and EU-SILC, in-work
poverty as it is conventionally measured rose significantly in the Irish case.
In the first, 1994, wave of the ECHP, 5 per cent of those in work were also
in households below 60 per cent of median income. As we saw earlier, by
2004 the corresponding figure was 7 per cent — so the risk of poverty for
those in work had risen. Furthermore, employment rose sharply over the
period in Ireland, so this higher risk is being applied to a larger proportion
of the working-age population. For employees the percentage in house-
holds below the 60 per cent income threshold rose even more sharply, from
2 per cent to over 5 per cent. With very substantial increases in earnings
and household incomes being seen over the decade, how is it that in-work
poverty appears to have risen?

Answers are to be found in the nature of the changes in household
incomes that accompanied the economic boom, and in the way poverty is
being measured. The overall impact of rapid economic growth was to
increase the proportion in households below relative income poverty lines
quite markedly. Figure 10.7 shows the trends in the percentage of persons
under relative income thresholds set at 50 per cent and 60 per cent of
median equivalized income. It shows that there was a marked increase
between 1994 and 2001, the period covered by the ECHP, with the per-
centage below the 60 per cent line rising from 16 per cent to 22 per cent, and
a corresponding increase with the 50 per cent line. Data from EU-SILC is
available for 2003 and 2004 and shows a slightly lower percentage below
each of the income thresholds: the extent to which this reflects differences
between the two surveys rather than real changes is hard to assess. In any
case, the overall at-risk-of-poverty rate measured vis-a-vis relative income
thresholds is still seen to have risen substantially over the period.

Why did relative income poverty rise so substantially over the period?
The answer lies in the pattern of increases in household incomes and in the
nature of relative income poverty lines. Falling unemployment contributed
directly to improved living standards for those affected, and social welfare
support rates for those who remained dependent on transfers increased
significantly in real terms. (Means-tested support for the unemployed, for
example, rose by over 20 per cent in real terms while state pensions for the
elderly rose a good deal more rapidly.) However, in general these social
welfare payments lagged behind the even more rapid pace of increase in
incomes from work and property, and thus behind average income. As a
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Figure 10.7  Percentage of persons below median income poverty lines (%)

result, by the end of the period those relying primarily on social welfare for
their income were more likely to fall below poverty lines linked to average
income, offsetting the impact of increasing numbers in employment on rel-
ative income poverty rates.

This is brought out by the changing make-up of the households below
the 60 per cent of median relative income threshold. In 1994, over 40 per
cent had an unemployed ‘head’ (or ‘reference person’ in Eurostat terms),
whereas this was 7 per cent by 2001 and had fallen further by 2004.
Conversely, households with a head/reference person who was ill/disabled,
working in the home, or retired accounted for far more of those below the
threshold in 2004 than they had in 1994, reaching almost two-thirds of
those affected. So we see that between 1994 and 2004 there has been a dra-
matic transformation in the composition of those below the relative income
threshold, reflecting the sharp decline in unemployment and the failure of
vulnerable groups such as the ill/disabled, the retired and those in home
duties to keep pace with the advances made by those in employment. So a
key factor in the overall rise in the proportion in the population falling
below relative income poverty thresholds has been that pensioners, in par-
ticular, rely very heavily on state transfers in Ireland, and those transfers
did not keep pace with rapidly rising incomes from work and thus with the
median-based poverty thresholds. So one has to be careful in thinking
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about the relationship between economic growth, overall poverty and in-
work poverty. The main channel by which growth is expected to reduce
poverty is by raising employment and reducing unemployment: in the Irish
case the fall in numbers of poor unemployed was indeed dramatic, but this
was not reflected in a decline in the overall poverty rate because it was coun-
terbalanced by an increase in poverty (vis-a-vis relative thresholds) for pen-
sioners in particular.

One also has to be careful in thinking about the relationship between eco-
nomic growth and in-work poverty. To some extent it might be expected that
the numbers of in-work poor would increase as the numbers in employment
rise very rapidly and unemployment falls. Many of the formerly unem-
ployed will move into low-paid jobs, and not all will be brought above the
income poverty threshold. So, with fewer unemployed, it is likely that there
will be some replacement of out-of-work poverty by in-work poverty — even
if most of the formerly unemployed do in fact escape above the poverty
threshold. This can occur even where a minimum wage and in-work benefits
are in place, as the Irish experience illustrates. Ireland actually introduced a
national minimum wage for the first time in 2001, at a relatively high level
(higher in absolute terms than those operating in any other EU member
state except Luxembourg). In-work cash transfers (Family Income
Supplement) are also directed at those in work with children but on low
household income. Some other countries have welfare regimes that are more
effective in keeping those in work above the poverty threshold, as we have
seen, but economic growth will not in itself guarantee that this happens if
the labour market and social security systems at the outset leave significant
numbers of those in work below the income thresholds.

The particular pattern of growth in employment and incomes in the Irish
cases also contributed to growing numbers in work and below the relative
income thresholds. In some households the numbers at work rose sharply,
with the proportion of married women in the labour force rising very
rapidly over the decade from the mid-1990s, by 12 percentage points, and
the percentage of working-age couples where the wife was in work rose even
more sharply. This, in turn, contributed to the very rapid increase in average
or median incomes: from 1994 to 2004, median income and thus the
median-based income poverty thresholds more than doubled in nominal
terms. Households with only one earner, even if that earner saw earnings
increase quite considerably over the period, could well fail to keep pace with
the poverty threshold, and some thus saw their overall household incomes
slip below that threshold. This is a key factor in the growth in in-work
poverty measured vis-a-vis relative income thresholds.

The use of such income-based thresholds to measure poverty is also
central to the picture we have described where poverty is seen to rise in an
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economic boom. The picture would be very different indeed if instead of
income thresholds linked to average income one used a standard held con-
stant in purchasing power terms. This can be illustrated by taking the 60 per
cent of median threshold in 1994 and indexing it to changes in the
Consumer Price Index rather than average incomes. Using such a ‘constant
in real terms’ line, the overall percentage falling below that threshold would
have fallen from about 16 per cent in 1994 to about 2 per cent in 2001, and
even lower by 2004. This reflects the scale of real income growth through-
out the distribution seen over this remarkable period in Ireland. On that
basis, in-work poverty, like overall poverty for the sample as a whole, would
have virtually disappeared by 2004.

The very rapid growth in average incomes since 1994 also means that non-
monetary indicators may be particularly valuable in capturing trends in
what is generally regarded as exclusion due to lack of resources. The ‘con-
sistent poverty’ measure combining both low income and manifest depriva-
tion also shows a marked decline over the period for the sample as a whole.
In broad terms, the percentage in consistent poverty using a fixed set of
deprivation indicators appears to have fallen from 16 per cent to about 7 per
cent.? One can make a strong case for adjusting the way deprivation is mea-
sured over time to take changes in ordinary living standards and views about
what constitute ‘necessities’ into account. This has been investigated in some
depth in the Irish case, and a revised set of ‘basic’ deprivation indicators has
been developed based on analysis of the 2004 EU-SILC. (An in-depth dis-
cussion of the basic deprivation index and how it might be adapted over
time can be found in Maitre et al., 2006). For present purposes it suffices to
note that even using this expanded and adapted set for 2004, the overall level
of consistent poverty, and consistent poverty as it affects those in work, is
substantially lower in 2004 than it was 10 years earlier (with the original set
of deprivation items). This brings out the way in which the general increase
in living standards observed across all groups over the decade in the Irish
case has impacted on generalized deprivation.

CONCLUSIONS

As in the EU more generally now, getting more people into work has been
the central plank of the Irish government’s strategy to combat poverty. This
has been an unprecedented success in the Irish case in terms of the scale of
employment growth and reduction in unemployment achieved. The
strategy has also been a resounding success in terms of improving living
standards and reducing deprivation. This has impacted both on those in
work throughout, and even more so on those moving from unemployment
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into work. While those who remain outside the workforce have lagged
behind in income terms, even they have seen significant improvements in
living standards.

However, the Irish case also illustrates that rapid economic growth does
not guarantee declining poverty, at least in terms of numbers falling below
relative income poverty thresholds. Since these thresholds rise as incomes
from employment rise, certain groups may be left behind — notably pen-
sioners and others who continue to rely on state transfers. Even in-work
poverty may be seen to increase, if even a proportion of those who move
from employment into work are not lifted above the relative income thresh-
olds. Particularly where the numbers of women in work are rising rapidly,
it may become more difficult for households relying on only one earner to
stay above these thresholds. To be effective, anti-poverty strategy cannot be
focused simply on increasing employment, but has to combine education,
labour market and social protection policies to ensure that those in work
are kept above the poverty threshold.

NOTES

1. Seeforexample Atkinson (1987), Atkinson et al. (1995; 2002), Forster and Pearson (2002)
and Fritzell and Ritakallio (2004).

2. See for example Gordon et al. (2000), Pantazis et al. (2006), Nolan and Whelan (1996),
Mulffels and Dirven (1998), Hallerdd (1995), Kangas and Ritakallio (1998), Bohnke and
Delhey (1999), Tsakloglou and Panopoulou (2002), Layte et al. (2000; 2001) and Guio
(2005).

3. The precise scale of that decline has to be treated with caution because the switch
from ECHP to EU-SILC itself appears to have had an impact on the measured extent of
deprivation.
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11. Combating in-work poverty in
Europe: the policy options assessed

Ive Marx and Gerlinde Verbist

INTRODUCTION

In this chapter, we pose the question: what can policy do to prevent and
alleviate in-work poverty? Three initial remarks are in order before we move
on to what will inevitably be a concise review of policy alternatives. First,
as the chapters in this book make clear, in-work poverty in Europe is a
diverse, multifaceted phenomenon that occurs in equally diverse institu-
tional, economic and socio-demographic settings. Any effective set of
policy measures to prevent or alleviate in-work poverty will have to reflect
this. Consequently, readers should not expect this chapter to present a ‘one
size fits all’ policy prescription. Second, in-work poverty cannot be seen as
a separate issue from the wider causes of poverty and low income in any
given society. Indeed, the two are essentially inseparable. Policies intended
to combat in-work poverty will inevitably be part and parcel of more
general anti-poverty policies. Third, a decision as to what policy action —or
set of policy actions — is most appropriate cannot be seen as independent
from normative notions that underlie the various ways that in-work poverty
can be construed. In-work poverty in Europe is concentrated to a consid-
erable extent among dual-adult households with only one working adult —
that is, traditional single-breadwinner households. Whether this is con-
strued as a problem of insufficient breadwinner earnings or as a problem of
partner non-participation makes a fundamental difference as to what type
of policy action is to be favoured.

Broadly speaking, policies can be divided between measures that seek to
boost labour earnings, measures that seek to stimulate households to
realize their full earnings potential and measures that seek to raise net
household income. We begin our review with the policy measure that is
arguably most often associated with combating in-work poverty: higher
minimum wages, be they legally determined or effectively set through col-
lective bargaining. We then move on to policies intended to boost house-
hold labour participation rates and thus multi-earnership. This section
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discusses both demand- and supply-side measures. Finally, we will discuss
policy options that operate at the level of net disposable household income,
including tax (credit) policies and social transfers.

HIGHER MINIMUM WAGES

The policy measure most commonly associated with preventing in-work
poverty is the minimum wage, be it legally determined or effectively set
through collective bargaining. One often-heard argument against raising
minimum wages in order to combat in-work poverty is that significant
minimum wage hikes would simply be too harmful to employment and
would effectively worsen Continental Europe’s entrapment in a ‘welfare
without work’ situation.

Whether or not this is actually a valid argument against raising minimum
wages as a way of combating in-work poverty remains open for discussion.
A great deal of the research now available shows that the overall employ-
ment effects of minimum wage increases, where they actually occur, tend to
be small (Dolado et al., 1996; 2000; OECD, 1998). Research does suggest
that the effects may be stronger for particular subgroups. When significant
negative employment effects are found, they tend to be among young
people (Bazen and Skourias, 1997; Dolado et al., 2000; Laroque and
Salanié, 1999; OECD, 1998).

A more robust and pervasive argument against employing minimum
wages as a strategy against in-work poverty is that because of the limited
overlap between low pay and poverty, any policy aimed at improving the
earnings of the low-paid as a group will directly benefit only a minority of
poor households. This is of course true of any policy aimed at helping a
particular subset of the population. Policies aimed at that subset must be
judged in terms of their effectiveness in benefiting that target group rather
than on their overall impact on poverty. This is only true up to a point,
however, because the limited (direct) impact which policies aimed at the
working poor will have on poverty has to be kept in mind when we consider
their role in an overall anti-poverty strategy and the extent to which they
can complement other policies — notably those that focus on unemploy-
ment and pensions for the elderly. An anti-poverty strategy which has mea-
sures targeting the low-paid as its central premises will simply not assist the
majority of the poor (Nolan and Marx, 2000).

Policies aimed at the low-paid as a group will also have a very substan-
tial spillover, since a portion of the non-poor will also benefit. This is par-
ticularly true in the case of a minimum wage, even one which is highly
effective in increasing the gross earnings of the low paid without having an
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adverse impact on employment levels. Studies suggest that even in those
cases where the overlap between low pay and household poverty is the
greatest, as is the case in the USA, increases in the minimum wage have a
relatively limited impact on poverty or income inequality and a substantial
spillover to the non-poor (see, for example, Formby et al., 2005; Horrigan
and Mincey, 1993; Neumark and Wascher, 1997). An aspect which tends to
be somewhat neglected is the limited direct effect one would expect a
minimum wage to have on household poverty on its own. Even in the
absence of negative effects on employment, most of the benefits would go
to non-poor households, simply because that is where most of the low-paid
people are found (Marx and Verbist, 1998; Nolan and Marx, 2000). In most
European countries, less than 85 per cent of low-paid workers live in low-
income households. Of course, it is also important to consider where any
disemployment effects would be felt, but it is far from clear whether the low-
paid in poor households are likely to be more or less vulnerable than those
in non-poor households.

This limited impact on poverty is not, in itself, an argument against the
introduction of a minimum wage or against minimum wage increases. It is
also important to note that the pattern in any one country can change sub-
stantially over time, as evidenced by the increase in the numbers of the
‘working poor’ in the UK in recent years. As Gosling (1996) put it in the
context of the UK debate at the time, a minimum wage is not a good way
to redistribute income from the rich to the poor, but its potential effect in
the UK did increase. Yet, as micro-simulation exercises make clear, the iso-
lated poverty-reducing effect of the national minimum wage remains very
small even in the UK context (Sutherland, 2001), with the impact being
slightly more substantial for single people.

In conclusion, as an isolated measure, higher minimum wages — within
realistically feasible ranges — cannot contribute much towards fighting in-
work poverty. Which is not to say that minimum wages have no role to play
in fighting poverty: they do, but not as an isolated measure. A minimum
wage can, for example, help to contain the budgetary cost and possible
wage erosion effects of in-work benefits (see below).

BOOSTING MULTI-EARNERSHIP

As this book makes clear, what increasingly matters in advanced
economies is the combined labour market position of all the members of
a given household. Single earnership has, to a considerable extent, become
a poverty risk in an era in which the average living standard — and hence
the relative poverty threshold — is increasingly determined by the living
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standard of double-earner households. Two working adults are the best
protection against poverty that a household can have. It does not even
matter much whether one or both partners have a low wage or a part-time
job — what matters is that there are two incomes. In-work poverty among
double earners almost only occurs when they have large families to
support.

It is quite evident that throughout Continental Europe in particular,
non-employment rates remain particularly high for women with lower
levels of education. Non-employment rates for women with less than upper
secondary education amount to around 55 per cent in countries like
Germany and the Netherlands and around 65 per cent in Italy and Spain
(OECD, 2007). Esping-Andersen (1996; 1999) has long argued that
Continental welfare states have mistakenly opted to preserve the privileged
position of the male breadwinner in the labour market/social security
nexus — through, among other things, high (minimum) wages, strong
employment protection (for example, limits on temporary and part-time
employment), but also through extensive breadwinner-biased social secu-
rity rights and taxation systems.

Demand-side Measures: Making Less-skilled Work Cheaper

The cost of labour, especially less-skilled labour, is generally perceived to
hamper the labour market prospects of the less skilled, especially in
European countries where the lowest wages are relatively high compared with
average earnings, and where social security contributions are substantial.

Many labour economists (but also organizations like the Organisation for
Economic Co-operation and Development [OECD]) have long argued that
non-employment rates for the less educated are bound to remain high unless
more flexible, relatively low-paid jobs are ‘allowed’ to emerge in the domes-
tic services sector. Such jobs could then provide many single-earner house-
holds with the additional income they need to escape poverty.

But with lower minimum wages not a politically feasible option, many
governments have resorted to employment subsidies and cuts in employers’
social security contributions to lower the cost of less-skilled labour and to
improve the labour market prospects of the less skilled. According to
OECD (2003) figures, such programmes account for a significant share of
expenditures on active labour market programmes in the OECD area — on
average, 24 per cent. Some countries — Belgium and Ireland, for example —
devote one-half or more of their active labour market spending to such pro-
grammes. Spending on employment subsidies or similar measures is also
significantly above the OECD average in countries like the Netherlands,
France and Spain.
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There are basically two types of subsidies. First, there are subsidies
aimed at boosting the employment prospects of very specific groups, such
as the long-term unemployed. These tend to be quite substantial, but are
provided only for a limited time. Second, there are subsidies (mostly social
security reductions) aimed at low-skilled workers in general. These tend to
be permanent, but they also tend to be more modest in magnitude com-
pared with highly targeted subsidies.

Theoretical models and simulations generally suggest that reductions in
employers’ social security contributions have a substantial impact on
employment for the less skilled and other vulnerable groups like the unem-
ployed (Jongen, 1998; Malinvaud, 1998; Phelps, 1997; Sneessens and
Shadman, 2000; Snower, 1994; 1997). However, the outcomes have been
shown to be highly sensitive to the theoretical and parametric assumptions
underlying the models (see, for example, Granier and Nyssen, 1995; Hui
and Trivedi, 1986; Jongen, 1999; Nickell and Bell, 1997).

More importantly, the empirical evaluation studies that are available to
date also provide reason for scepticism. This is particularly the case for
employers’ social security reductions that aim to boost the demand for less-
skilled labour in general.

Kramarz and Philippon (2001), for example, looked at the employment
effects of substantial cuts in employers’ social security contributions on
minimum wages in France. Employers’ contributions there were cut from
roughly 40 per cent at the beginning of the 1990s to around 22 per cent in
1996. Using time-series analysis, Kramarz and Philippon (2001) found that
observed reductions in the cost of minimum-wage labour did not coincide
with any net job growth. In the case of the Netherlands, research is avail-
able concerning the impact of a similar reduction in employers’ social secu-
rity contributions on low wages, the Specific Social Security Contributions
Concession (Specifieke Afdrachtskorting, or SPAK) scheme. One evalua-
tion study (Polanen Petel et al., 1999) estimated the net employment
effect to be 7 per cent at the most, which is considerably less than simula-
tion models had predicted (Jongen, 1998). Based on a time-series analysis,
Miihlau and Salverda (2000) found that the introduction of the SPAK did
not cause any measurable additional employment growth, even in such
sectors as the hotel and catering industry or in retailing. This finding stands
in stark contrast to the very considerable budgetary cost of the measure,
which has now been abolished. Other empirical studies have yielded similar
findings (Marx, 2001).

Although more research is clearly needed, it seems legitimate to remain
somewhat sceptical about the effectiveness — particularly the cost-
effectiveness — of low-wage subsidies as a way of boosting the demand for
low-skilled labour and thus multi-earnership.
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Supply-side Measures: Facilitating the Combination of Work and Caregiving

In many European countries, second earners face significant adverse work
incentives, especially when they take up relatively low-paid work. This is
certainly the case in countries which operate joint tax systems. In individu-
alized tax systems, low-wage earners are often taxed at low rates or are
exempt altogether from paying taxes. But in joint tax systems, they can face
quite formidable effective marginal tax rates.

In countries where the tax system actively supports the breadwinner
model, the situation can be even worse. Belgium, for example, makes use of
a so-called marital quotient, which allows a single earner to transfer part
of his or her income to the non-working partner, where it is then taxed at a
lower rate. This is financially advantageous for single-earner households,
but at the same time it dampens the pay-off of becoming a secondary
earner.

In countries like Belgium or Germany, low-paid (defined as below 67 per
cent of the average wage of a production worker) second earners face
effective marginal tax rates of 50 per cent; in France, this figure is upwards
of 60 per cent (Immervoll and Barber, 2006). In contrast, the financial pay-
off to becoming a second earner is quite substantial in countries like Spain
and Portugal — although this has more to do with the overall low tax burden
in those countries than with the design of the tax system. The Anglo-Saxon
countries also do relatively well, as do the Nordic countries — Denmark
being a notable outlier at 69 per cent.

Another very important impediment to dual earnership can be the cost
of childcare. In some countries, the gross cost of having one child in full-
time care can amount to one-third of an average production worker’s
(APW’) wage — the OECD average being 16 per cent (Immervoll and
Barber, 2006). Even after deducting all relevant subsidies, tax deduc-
tions and other forms of government support, the net costs can remain
prohibitive.

The ways and extent to which governments intervene to alleviate the cost
of childcare differ greatly across Europe. Childcare expenses often are
(partially) tax deductible. The problem here is that low-income earners
often do not pay any taxes at all, or they pay only very low rates. Tax
deductions, therefore, tend to be most advantageous for moderate to high
earners. An equally important problem is the temporal mismatch between
the timing of the actual expenses and that of the tax benefits, which tend
to come after tax returns have been filed and approved (often more than a
year later).

A better alternative, therefore, may be to subsidize the suppliers rather
than the parents. This makes sense in so far as providing childcare at a good
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quality level tends to be expensive (with considerable fixed start-up and
investment costs), and in many countries, a shortage of adequate childcare
is as much if not more of a problem than its cost. The problem with subsi-
dizing suppliers may, again, be that the benefits flow disproportionately to
middle and higher-income households. However, this problem could be
alleviated by making fees in some way directly related to income, as is the
case in a number of countries (see, for example, the chapter on Belgium in
this volume).

Immervoll and Barber (2006) also calculated effective tax rates for sec-
ondary earners who take up low-paid jobs (67 per cent of APW), taking
into account net childcare costs — that is, taking government subsidies
into account. These turn out to be strikingly high all across the OECD
(69 per cent on average). The results show that countries like the Netherlands
(78 per cent), the UK (82 per cent), France (89 per cent) and Ireland (101 per
cent) impose the highest effective tax rates on low-paid second earners with
children to care for. In all these cases, childcare fees are the main culprit. The
Nordic countries do much better in this respect, with Sweden and Norway at
41 and 53 per cent, respectively. Denmark (85 per cent) is the Nordic outlier,
owing to the effect of taxation. Perhaps more surprising is the relatively good
performance of ‘conservative’ welfare states such as Germany (60 per cent)
and Austria (63 per cent). Portugal, which does relatively well when it comes
to the taxation of second earners, does worse once childcare costs are
accounted for (73 per cent).

However, it is important to stress that these measures of effective taxa-
tion are not linked in any straightforward way to female or maternal
employment outcomes. The Nordic countries, including Denmark, score
predictably high. But France, for example, has a higher maternal employ-
ment rate than Germany, as does the Netherlands. Portugal also does much
better than Germany. The lack of any straightforward relationship between
the extent of policy support for maternal employment and the effective
labour market participation of mothers is demonstrated in many studies
(see, for example, Del Boca and Viuri, 2005; Gornick and Meyers, 2003;
Steiber, 2007). This is perhaps because factors other than net cost are likely
to play a role. The effective availability of childcare places is likely to be a
major factor, especially when it comes to the availability of childcare at
non-regular hours — which may be of particular importance to less-skilled
women seeking employment in the personal services sector. The (perceived)
quality of childcare is probably another factor. However, less is known
about the impact of such factors. It has also been argued that the extent of
cultural support for maternal employment is a key driving factor in cross-
country differences (Steiber, 2007).
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The Limits to Boosting Double Earnership

While boosting labour participation, particularly among single-earner
households, could have a substantial impact on poverty, it would clearly
not offer a full solution. On the basis of a simple shift-share exercise,
Fritzell and Ritakalio (2004) found that some countries would have
considerably lower poverty rates if they had a household labour participa-
tion (and socio-demographic) structure similar to Sweden’s — the best-
performing country. Interestingly, however, the impact of boosting labour
participation — especially double earnership — levels to those of Sweden
would vary widely, with some countries like Germany or Canada ending
up with higher hypothetical poverty rates. A similar exercise by Whiteford
and Adema (2006) relating to child poverty yielded similar results: the
poverty reduction pay-off of increased double earnership would be gener-
ally favourable, but the effects would range from very strong in some coun-
tries to negligible elsewhere.

It is the differential impact of taxes — and, even more crucially, social
transfers — that accounts for much of the cross-country variation in reduced
poverty ‘returns’ from higher employment. The intuition behind this
should be clear enough: single-adult households, who would have to make
ends meet on relatively low earnings even if they were to work full-time,
would often find themselves in poverty, especially if they had dependent
children. In some cases, even double-earner couples would not generate
sufficient earnings to support large households, especially if they included
other dependent persons besides children. In the next section, we turn to
the impact of taxes and transfers.

TAX REFORM AND SOCIAL TRANSFERS

Taxation of Low Earnings

Given the fact that tax burdens are already high even at low wage levels, tax
reform can considerably influence the net incomes of low-wage workers.
Tax calculations from the OECD (see Immervoll, 2007) show that in 2005,
the average tax rate on full-time minimum wages was still considerable,
despite serious reductions over the previous five years. Personal income
taxes and employees’ social contributions amounted, for example, to 18.8
per cent in Belgium, 17.6 per cent in France and as much as 23.8 per cent
in the Netherlands. For low wages (wages below 67 per cent of the average
full-time wage), the tax burden is above 25 per cent in the Continental and
Nordic European welfare states (with peaks in Belgium (34.8 per cent),
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Denmark (38.7 per cent) and Germany (36.4 per cent)). As we have seen in
the Belgian chapter, this burden can tax households into poverty — espe-
cially single-earner households with children.

These high levels indicate that there is still scope for improving the
income position of low-wage households through cuts in employee social
contributions and personal income taxes. Many countries have introduced
reductions of employees’ social contributions on low wages, thus increas-
ing the progressivity of social contributions. Such a shift from proportional
to progressive contributions enhances the solidarity principle of social
security and weakens the insurance nature of the system. This implies that
the approach of reducing employees’ contributions has its limits, as most
Continental social security systems are mainly insurance-based.

In search of an alternative, governments all across Europe have intro-
duced or contemplated the introduction of Anglo-Saxon style tax credits
for low-paid workers or households. Countries which have already intro-
duced a low income tax credit include Belgium (although it has already
been abolished there), Finland, France (Prime pour I’emploi) and the
Netherlands. Both in the academic and in the policy world, reference is
often made to schemes like the American Earned Income Tax Credit
(EITC) or the British Working Tax Credit (WTC) — and understandably so,
as we show below. But this does not mean that similar measures would
prove equally successful in Continental Europe. After a review of the (in
many ways encouraging) evidence which we can glean from the American
EITC and the UK’s WTC, we consider the appropriateness of emulating
Anglo-Saxon low-wage tax credits in Continental Europe.

Tax Credits in the Anglo-Saxon Countries

The Earned Income Tax Credit (EITC) was first introduced in the USA in
1975 as an exemption from employees’ social security payments for
poor working households with children. The system was subsequently
expanded in 1986, 1990 and 1993. The 1993 reform, in particular, turned the
scheme into the country’s pre-eminent anti-poverty programme for families
of active working age, as the amounts have been increased systematically.
Eligibility for the EITC is tied to the level of earnings and the number of
children. For each dollar earned up to a maximum amount, the parent
receives a refundable tax credit. For one parent with two or more children,
the credit is 40 per cent of his or her earnings up to a maximum credit of
roughly $4700 (in 2007). For a minimum wage worker, this amounts to a 40
per cent pay increase. As a family’s earned income rises above $15400, the
credit is gradually reduced at a rate of 21 cents per additional dollar earned,
and the credit is fully phased out for families with incomes over $37 750. The



282 Summary and conclusion

effect of the EITC on the living standard of low-income households has
been reinforced by several increases in the minimum wage.

Introduced in 1988, the UK’s Family Credit (FC) was a social security
allowance for working families with dependent children. The Working
Families Tax Credit (WFTC) was an extension of the FC and offered a tax
credit to families with children where at least one adult worked a minimum
of 16 hours per week. The Working Tax Credit (WTC), introduced in 2003,
is mainly an extension of WFTC. However, as was not the case with the
WFTC, families and individuals without children as well as handicapped
persons now also qualify for the credit (Brewer, 2003). The amount of the
tax credit can be changed throughout the year if the beneficiary’s circum-
stances change (for example, changes in earned income or in number of
hours worked). The thresholds for granting a tax credit are determined on
the basis of gross joint taxable income (that is, before deduction of work
expenses and social security contributions) instead of on net taxable earned
income. This change was introduced in order to improve incentives for
dual-earner households (Inland Revenue, 2002). The WTC consists of a
basic element (a maximum of £1730 in 2007-08) to which may be added a
couple or solo parent element (£1700). This amount may be increased if the
claimant works 30 hours or more per week (£705), is a disabled worker
(£2310 plus £980 when severely disabled) or is 50 years of age or older and
returns to work (£1185 or £1770). Moreover, up to 80 per cent of childcare
costs can be reclaimed from the state.

The Effects of Tax Credits in the Anglo-Saxon Countries

The EITC in the USA has had striking results, especially following the
expansion of the programme in 1993. Several studies point to a notable
decline in poverty among children, especially children living in single-
parent households. This decline was due to a combination of significantly
increased levels of labour market participation on the part of single
mothers and an increase in their income. In addition, female-headed house-
holds with children at the bottom end of the income distribution — those
most affected by the policy changes — gained in terms of their average
income. There appears, however, to have been a slightly negative effect on
the labour supply from families in the phase-out zone, and especially on the
labour supply from the second earner (Blank and Robins, 1999; Eissa and
Hoynes, 2004; Eissa and Liebman, 1996; Hotz and Scholz, 2003; Marx,
2007; Scholz, 1996).

As for the UK programme, Brewer et al. (2006) concluded that the
British tax credit has been successful in encouraging labour supply, espe-
cially among single parents. Moreover, the measure has also helped
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considerably in reducing poverty in the UK (see, for example, Sutherland,
2006; Sutherland and Piachaud, 2001).

Are Anglo-Saxon Tax Credits an Appropriate Model for Europe?

Inspired by the EITC and similar tax credits in the Anglo-Saxon countries,
several Continental European countries have studied this type of policy
measure (see, for example, the report by the advisory board of the German
Ministry of Economics and Technology (Bundesministerium fiir Wirtschaft
und Technologie, 2002)). Some countries have actually introduced tax
credits for low wages: in 2001 the Prime Pour I’Emploi (PPE) was introduced
in France, and the Employed Person’s Tax Credit in the Netherlands.
Belgium has also experimented with this approach, introducing a Low Wage
Tax Credit in 2002 with the 2001 personal income tax reform (Cantillon et
al., 2003a).

Tax credits for low wages serve a double purpose, namely, (1) to make
work more attractive and (2) to reduce poverty among low-income families.
In the Anglo-Saxon welfare states, the tax credit is most important for
reducing poverty because of the high incidence of low-paying jobs and
large income differences. In Continental Europe, low-wage tax credits are
primarily aimed at reducing unemployment traps. In-work benefits have a
major effect on the living standards of poor households in the Anglo-Saxon
world because they are substantial, and they are aimed at households with
low earnings rather than at low-paid individuals. However, it is not evident
that these measures will or would be equally successful in Continental
Europe. As an assessment of the tax credits introduced in the UK makes
clear, the specific design of the tax credit and the institutional environment
in which they are embedded can be very important (Brewer et al., 2001).

Since Continental European tax credits primarily aim to make work
more attractive, tax credits are granted mainly on the basis of individual
earnings, and not on household earnings (as is the case for both the EITC
and the WTC), which can limit the anti-poverty impact of the measure (see
below). Another major difference is that the level of Continental European
tax credits is considerably lower than that of their Anglo-Saxon counter-
parts. Many of the benefits/tax credits that have recently been introduced
in Europe provide only small financial gains (for an overview see OECD,
2005). In France, the maximum amount of the PPE is around 1000 euros
per year. The maximum amount of the Belgian low wage tax credit was
only 520 euros per year, whereas the amounts can be about six times
higher with the WTC and the EITC (for a more detailed comparison
between the Belgian tax credit and the EITC/WTC, see Verbist et al., 2007).
These amounts are so small that it is difficult to imagine that they
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could generate a significant work incentive effect or have a large impact on
poverty.

Most evaluation studies focus on the employment effects of in-work
benefits, whereas the effect on poverty is often neglected. Given the
differences in design and in institutional and socio-economic setting, we
can expect that a tax credit for low wages will have a considerably smaller
effect on poverty in Continental Europe than it does in the USA and the
UK. Analysis indicated that the introduction of the Belgian LWTC was
most beneficial to middle- to high-income households, mainly because of
its individualized structure, whereas its effect on poverty turned out to be
negligible, mainly due to the low amount of the credit (Cantillon et al.,
2003a). An ex-ante analysis of the French scheme — which is similar to the
Belgian scheme (that is, the benefit amounts are small and aimed at indi-
viduals) — comes to an equally pessimistic conclusion as far as the likely
poverty effects are concerned (Cahuc, 2002).

Bargain and Orsini (2007) have investigated the effects on poverty of the
hypothetical introduction of the British 2001 WFTC in Germany, France
and Finland using the microsimulation model EUROMOD (see Table
11.1). One of the questions posed in their study is what could happen if
these three countries were to invest the same budgetary amount into a low-
wage tax credit as the UK has done. The effects presented here are only
first-round effects — that is, they do not take potential behavioural effects
into account.

Such a policy shift would have the strongest poverty-reducing effects
in France (according to both the 60 per cent of median equivalent in-
come poverty line, as well as the more severe 50 per cent line; for more
details on the definition of income poverty see the introduction to this
volume). Poverty reduction would be very limited in Germany and Finland.
Comparing the more generous 60 per cent poverty line with the stricter
50 per cent poverty line, we see that the introduction of the WFTC would
redistribute relatively more income to the better-off households, and far
less to the poorest. Bargain and Orsini (2007) have also calculated the
efficiency cost of this policy — that is, the cost per year per household taken
out of poverty. This cost turns out to be very high, ranging from 14 600
euros per household in France to about 33800 euros in Germany and
54600 euros in Finland.! A significantly higher poverty reduction could
probably be reached at a much lower efficiency cost through efficient acti-
vation measures. Apparently, both from the perspective of effectiveness
and efficiency, introducing an Anglo-Saxon tax credit for low wages would
lead to disappointing results.

The conclusion that these policies are apparently less suitable for
Continental European countries is illustrated by the Belgian experience.
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Table 11.1  Poverty indicators before and after the hypothetical
introduction of the WFTC in France, Germany and Finland

Poverty rate France Germany Finland

60% of median equivalent

income
Pre-reform 14.0 11.2 12.0
Post-reform 12.3 10.7 11.6
50% of median equivalent
income
Pre-reform 7.0 5.7 3.8
Post-reform 6.4 5.5 3.7

Note: Poverty rates in post-reform scenarios are computed on the basis of the pre-reform
poverty line.

Source: Bargain and Orsini (2007).

Effective on 1 January 2005, the low-wage tax credit was abolished and
replaced by the ‘work bonus’. This ‘work bonus’ is, in fact, an elaboration
of the reduction of employees’ social security contributions on low wages,
which was introduced in January 2000. Hence, we again observe a shift
from tax policies towards social security policies. Bargain and Orsini (2007)
conclude that interest in in-work tax credits will probably fade away, despite
the attractiveness of both the US and the UK experiences. They argue that
‘at least in Continental and Nordic Europe the attention should be shifted
towards demand side policies (given the level of structural involuntary
unemployment) and active labour market policies that aim at permanently
increasing the productivity of less skilled workers’ (Bargain and Orsini,
2007: 193).

Direct Cash Transfers

At the country level, there is a remarkably strong and consistent relation-
ship between the level of cash spending on social transfers and the
incidence of poverty among the non-retired population. Not a single
advanced economy is able to achieve low poverty rates with a low level of
social spending, regardless of how well it does at maximizing self-
sufficiency through high employment and low unemployment. This is
arguably one of the most striking and robust findings of the past decades
of comparative poverty research (Cantillon et al., 2003b; Forster and
d’Ercole, 2006).
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This association between social spending and low poverty rates is not only
driven by the direct impact of transfers. High-spending countries have other
institutional features that contribute to low poverty rates — most notably,
strong collective bargaining that compresses wages (hence limiting overall
inequality), more extensive public and subsidized employment as well as
active labour market programmes, higher levels of public spending on edu-
cation and so on. Disentangling the effects of these various factors is inher-
ently fraught with difficulties (Alvarez, 2001; Cantillon et al., 2003b).

Still, a significant number of studies have sought to gauge the direct
impact of social transfers and taxes (including social contributions) on
poverty. A crucial general finding here is that, paradoxically, systems that
target transfers primarily towards the poor have less of an impact on
poverty than universal systems. As Oxley et al. (2001) showed, some coun-
tries achieve better ‘efficiency’ (that is, poverty is reduced to a greater degree
for each euro spent) through focusing more on low-income groups. For
every additional euro spent, means-tested systems are more efficient when
it comes to reducing poverty. However, ‘effort’ and ‘targeting’ are negatively
related; thus, countries that achieve higher ‘efficiency’ due to targeting have
traded a good part of this away by reducing ‘effort’ (see also Nelson, 2004).
As a consequence, targeted systems tend to have a weaker overall effect
than universal systems.

Studies that have looked at the broader redistributive impact of transfers
have come to a similar conclusion. In a seminal contribution, Korpi and
Palme (1998) demonstrated that, paradoxically, systems that target pro-
portionally more resources towards the needy have less of a redistributive
impact than universal systems. They find that this relationship is mediated
by the relative size of the available means for redistribution. It appears that
some degree of redistributive inefficiency (what has been called the
Matthew effect) helps to foster robust and broad-based political support for
redistribution (Goodin and LeGrand, 1987).

Following the heightened attention to this issue, a number of recent
studies have focused on child poverty (Corak et al., 2005; Whiteford and
Adema, 2007). These studies are especially important because dependent
children are the dominant reason why fully employed households — be they
single- or double-adult households — sometimes fall below the poverty line.

Again, a fairly strong relationship emerges between the sheer level of
child-contingent cash spending and the child poverty rate. Corak et al.
(2005) showed that the countries which performed best tend to have
systems of universal child benefits and tax concessions that are not partic-
ularly strongly targeted towards low-income children. Indeed, in the best-
performing countries, more tends to be spent on non-poor children than on
the poor. Strikingly, countries like the UK and Ireland — which rank as
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above-average spenders on child-contingent benefits, but target most by
income — are among the least well-performing countries in terms of child
poverty outcomes.

CONCLUSION

As we have stressed throughout this chapter, in-work poverty should not be
seen as a separate issue from the broader poverty problem among the
working-age population. In-work poverty as observed through the working
individual living as part of a single-earner couple with children and unable
to make ends meet is the same phenomenon as when it is observed through
the non-working partner in that household, only in that case it is associated
with unemployment or non-employment. It is also the same phenomenon
as when it is observed through the child or children in that household; in
that case it happens to be categorized as child poverty. Asking what helps
when it comes to combating in-work poverty is, to a very large extent, akin
to asking what helps when it comes to combating poverty among the
working-age population in general.

In-work poverty in Europe is concentrated to a large extent among house-
holds with only one working adult — that is, traditional single-breadwinner
households. Substantially higher levels of minimum wage protection would
—even in the unlikely absence of negative employment effects — have a mar-
ginal direct impact on poverty at an immense spillover cost. It is more useful
to look at poverty among single earners as a consequence of the persistent
low levels of labour participation among women with lower levels of edu-
cational attainment which exist throughout much of Europe. A wide range
of policy options are available to stimulate higher levels of multi-earnership.
Countries can try to boost the employment prospects of those for whom
labour demand appears to be weak. Higher levels of wage dispersion and
lower minimum wages are a theoretical option, but not a particularly polit-
ically realistic one. For these reasons, governments have focused on trying
to reduce the cost of less-skilled labour, mostly through employers’ social
security reductions. Although theoretical models suggest that such mea-
sures might have a substantial impact on the employment chances of the less
skilled, the empirical evaluation literature provides reason for scepticism as
to the cost-effectiveness of such measures. The empirical evidence is clearly
more encouraging when it comes to measures that operate on the supply
side — particularly measures that reduce the effective taxation of second
earners and those that facilitate the combination of work and caregiving.

Stimulating and facilitating double earnership would go a long way
towards reducing in-work poverty. But as simulation exercises show,
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generalized double earnership would not be enough. There would still be
single-adult households who are unable to make ends meet, especially when
there are children involved. There would even be double-earner couples
who are unable to support large households. In other words, there would
still be a need for household income supplements. This approach is now
often associated with Anglo-Saxon-type ‘tax credits’ such as the EITC in
the USA and the WTC in the UK. We have documented the substantial
positive impact of programmes like the EITC in the USA on in-work
poverty. But success in a setting as unique as the American one does not
constitute sufficient reason for straightforward policy emulation elsewhere.
The socio-demographic, economic and institutional context is vastly
different in Europe. It is particularly important to keep in mind that in
much of Europe, considerable scope remains for alleviating in-work
poverty through tax reforms aimed at reducing effective marginal tax rates
for households with low earnings. It seems premature to contemplate
Anglo-Saxon-type negative tax credits before the scope for targeted tax
alleviation has been well and truly depleted.

That said, targeted tax cuts — or Anglo-Saxon-type tax credits for that
matter — have their limits. In order to be effective as an anti-poverty device,
such tax measures need to be strongly targeted, which almost inevitably
implies a high cost in terms of disincentive effects. Tax and other measures
strongly targeted at households with low earnings are bound to create
mobility traps. From the perspective of horizontal equity and public
support for the system, there are also limits to targeting. By contrast, uni-
versal measures such as universal child benefits have an immediate impact
on poverty — both among those who depend on earnings and those on
replacement benefits — without adversely affecting work incentives. As the
empirical evidence before us today shows, universal, comprehensive social
protection systems consistently perform better in preventing poverty —
including in-work poverty — than strongly targeted systems do.

NOTE

1. These figures refer to the 60 per cent poverty line; with the 50 per cent line, the amounts
are much higher, namely 38 000 euros, 113 000 euros and over 840 000 euros for France,
Germany and Finland, respectively.
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12. Explaining in-work poverty within
and across countries

Henning Lohmann and Hans-Jiirgen Andref}

We started our research with the assumption that the incidence and socio-
demographic profile of the working poor in Western Europe cannot be
analysed without a thorough understanding of each country’s institutional
context. In this final chapter, we discuss the most important empirical
findings with respect to this institutional explanation. Starting with a
summary of the main institutional features of the countries represented in
this study, we attempt to draw some general conclusions about the level and
structure of in-work poverty as it is typically found in different institutional
settings. Finally, we discuss the development of in-work poverty over time
and its implications for employment growth.

The methodological design of this study consisted of a series of in-
depth case studies focusing on single countries, which were then com-
plemented by two comparative analyses focusing on many European
countries. Each case study presented information on the country’s institu-
tional context and used nationally representative micro data to describe
patterns of in-work poverty within that country. The comparative analy-
ses, on the other hand, focused on overall determinants of in-work poverty
and used cross-nationally equivalent micro data to describe different insti-
tutional contexts in statistical terms and to test the effects of individual
and societal characteristics on in-work poverty. In conducting these analy-
ses, we tried to combine the advantages of in-depth qualitative informa-
tion on the institutional context in each country with the comparative
quantitative information from a large cross-nationally equivalent data-
base. The following discussion starts with the evidence from the eight case
studies and then generalizes this information using the evidence from the
comparative analyses.

For the purpose of presenting our results, we use a welfare regime typol-
ogy. For us, this typology mainly serves as a heuristic tool which allows us
to bring out more clearly the commonalities and differences between
the countries in our study. As we see shortly, the explanatory power of the
concept of welfare regimes is rather limited. Instead, specific policies or the
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current state of the national economy very often seem to do a better job of
explaining why in-work poverty is high in one country and low in another.
The third section attempts to generalize from these seemingly national idio-
syncrasies by looking at the underlying dimensions of the welfare regimes
that have been discussed in the previous chapters. Instead of using the
concept of welfare regimes, we ask whether the level of decommodification
and defamilization itself — or the respective systems of wage-setting —
explain why some countries do a better job than others in protecting their
workforce from poverty.

We then look at trends in in-work poverty over time (in the fourth
section). Almost all the country chapters contain analyses conducted in
a longitudinal perspective. Referring to the discussion of welfare state
retrenchment and labour market deregulation, many authors expect to see
an increase in in-work poverty over time. In a time period of increased
global competition between national economies, the idea behind this policy
change has been to increase work incentives and job opportunities. While
these new policies may be effective with respect to economic growth and
employment, they are not without risk with respect to in-work poverty,
because increased work incentives and new job opportunities may push vul-
nerable groups into the labour market, who will have problems making
ends meet. The same section discusses the corresponding evidence from the
single country studies and then tries to draw some overall conclusions. We
are especially interested in the question of whether there is a trade-off
between economic growth and employment, on the one hand, and in-work
poverty, on the other.

THE INSTITUTIONAL BACKGROUND

This book contains case studies of eight European countries. Before dis-
cussing patterns of in-work poverty in these countries, it is useful to sum-
marize their institutional backgrounds. At the beginning of our research,
these ‘cases’ were deliberately selected to represent different regions and,
thus, possible variations in in-work poverty across Europe. Finland and
Sweden stand for the Northern European countries; Ireland and Britain for
the Anglo-Saxon countries; Belgium, Germany, and the Netherlands for
the Continental European countries; and, finally, Italy for the Southern
European countries. Each of the previous country chapters includes a
detailed account of national labour market institutions and welfare state
regulations, and we first focus our discussion on these eight countries.
Occasionally, however, we also refer to the other European countries rep-
resented in the two comparative analyses by Lohmann and Marx and
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Lohmann, although the background information — other than the statisti-
cal data — for these other countries is rather limited.

Finland and Sweden, our Northern European representatives, are
usually classified as typical examples of the social democratic welfare
regime, which is characterized by a comprehensive welfare state with
benefits based on universal social rights. Individual independence of
market forces and family traditions is the overall policy orientation.
Indeed, according to the statistical data in Lohmann and Marx (in this
volume), both countries are characterized by (comparatively) high degrees
of decommodification, generous replacement rates in case of unemploy-
ment, high spending on family services (in addition to munificent family
cash benefits), centralized wage bargaining and high union density.! But as
we have learned from the case studies by Halleréd and Larsson and Airio,
Kuivalainen and Niemeld, both countries had to cope with a severe eco-
nomic crisis at the beginning of the 1990s, accompanied by unprecedented
unemployment figures. As a consequence of this economic downturn, both
countries have cut back their systems of social transfers and flexibilized
their labour markets. Both case studies, however, interpret these reforms as
gradual adjustments and not as a general change of welfare policies.
Nevertheless, both the economic crisis and the policy adjustments have left
their mark on the Swedish and Finnish societies. Women’s employment
decreased by more than 10 percentage points in the first half of the 1990s,
and has only partially recovered since then (OECD Labour Force Survey
database); the degree of bargaining centralization is much lower in Sweden
at the turn of the twenty-first century than it was at the beginning of the
1990s (Visser, 2004: 43); and there have been gradual cutbacks in the social
security systems of both countries. Furthermore, we should not forget
the within-regime variation that is typical for any kind of country classifi-
cation. Hence, when we study both countries in more detail, significant
differences begin to emerge behind the overall commonalities. For instance,
a closer look at family policies suggests that Finland is a little bit more
familialistic, while Sweden is committed to strengthening the egalitarian
model (Hiilamo, forthcoming). Accordingly, the employment rate is lower
for Finnish women, and one finds fewer toddlers in public childcare than
in Sweden.

The Anglo-Saxon representatives, Britain and Ireland, are often
classified as examples of the liberal welfare regime, although the Irish case
is contested in the literature. The liberal welfare regime is characterized by
a residual welfare state and a strong market orientation. The market func-
tions as the main provider of individual welfare. Welfare provisions by the
state are minimal and restricted to those who have proven need (means-
tested programmes), while the extent of social insurance programmes and
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universal transfers is only modest. A typical representative is the USA.
Compared to this prototype, British and Irish social transfers are not as
meagre as one might expect. Of course, the degree of decommodification
is lower than in the Continental European countries (see below) and cer-
tainly below the level in the Northern European countries. But it is not as
low as it is in the USA or in some of the Southern European countries. Both
countries spend significant amounts of money on family cash benefits, and
it appears that targeted welfare assistance within work activation pro-
grammes has improved the economic position of families in Britain
(Connolly, in this volume). Nevertheless, the British labour market — with
its decentralized wage-setting and its low level of dismissal protection —
very much resembles the US prototype. Union density is low in Britain and
Ireland compared with the situation in the Northern European countries,
but not very much different from the experience in the other countries in
our study. Statistical data also reveal why Ireland does not fit well into the
liberal cluster. The Irish wage-setting system is much more centralized
(even more centralized than in Sweden and Finland), and the welfare state
has a much more familialistic orientation, investing more into family cash
benefits than into family services (Gallie and Paugam, 2000; see also the
figures in Lohmann and Marx in this volume). Accordingly, the female
labour participation rate is much lower than it is in Britain. Overall, Britain
and Ireland may be used as examples of the liberal welfare regime, but they
are not as liberal as one might expect — and Ireland in particular has a
slightly different policy orientation with respect to families. However, what
definitely distinguishes these two countries (particularly Ireland) from most
of the other countries in our study — and especially from our two Northern
European representatives — is the absence of any economic crisis. On the
contrary, both Britain and Ireland experienced an economic boom within
the observation period, accompanied by rapid growth in employment
(Connolly, in this volume; Nolan, in this volume).

The conservative welfare regime is characterized by a rather comprehen-
sive welfare state based on subsidiarity and status preservation. Social
benefits depend on work performance (that is, previous earnings) and pre-
serve status with negligible redistributive impact. Therefore, protection
against market forces depends primarily on one’s labour market position,
with (male) employees and their families being decommodified to a high
degree, while other social groups (for example, single parents) are only
insufficiently supported. The conservative welfare regime describes the
institutional setting in the Continental European countries quite well.
Germany is definitely a prototype of this model. It has an extensive welfare
state in terms of cash transfers, both for the unemployed and for families.
Decommodification and replacement rates are nearly as high as in the
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Northern European countries. However, it lacks the Northern orientation
towards gender equality and invests less money into family services (child-
care, and so on) which allow women to combine work and caregiving.
Correspondingly, female labour market participation is lower in Germany
than it is in Sweden, and fewer toddlers attend public childcare facilities.
Although policies to increase female employment are becoming more
popular in Germany, the traditional orientation towards a modernized
version of the male-breadwinner model (full-time working husband, part-
time working wife) is still dominant in German social security and taxation
(GieBelmann and Lohmann, in this volume). The same is true for the
German labour market: although measures of flexibilization and deregula-
tion are increasing — at least since the turn of the twenty-first century — job
protection is still quite extensive for (the mostly male) insiders in the labour
market (ibid.).2

But the conservative welfare regime is also well known for its internal
heterogeneity. Belgium, the Netherlands and, even, Germany are good
examples of this within-regime variation. As shown by Gielelmann and
Lohmann (in this volume), Eastern Germany (the ‘new’ federal states after
reunification) deviates in several aspects from the aforementioned picture.
The public system of childcare is much more developed, and the male-
breadwinner model is less dominant — although it has been difficult for
Eastern German women to realize their employment wishes owing to the
economic problems in Eastern Germany after reunification. Hence, for
Germany, it has always been necessary — at least during our observation
period — to tell a second story for the Eastern parts, and it is an open ques-
tion as to whether the experiences of the working population in Eastern
Germany (less job protection, more decentralized wage bargaining, less
powerful unions, lower wages) will gradually disseminate into the Western
German labour market.

Belgium and the Netherlands are deviant cases for other reasons. At first
glance, Belgium bears many of the ‘hallmarks’ of the conservative welfare
state model. At the same time, however, childcare provisions for working
parents are extensive, as Marx and Verbist (in this volume) argue, giving fam-
ilies the option of being unburdened from childcare responsibilities if they
so wish (‘optional familialism’). In Germany, this option does not exist — at
least in the Western parts — owing to the insufficient system of childcare. The
Netherlands has been a borderline case from the very beginning of welfare
state research. Esping-Andersen (1990) classified the Netherlands into the
social democratic welfare regime type because of the extensive Dutch welfare
system. Decommodification and replacement rates are as high as they are in
Sweden and Finland. Employment protection and centralized wage bar-
gaining are also similar to the Northern European countries (but union
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density is much lower). Other welfare researchers (for example, Visser and
Hemerijck, 1997), however, put the Netherlands into the conservative cluster
due to the corporatist set-up of the welfare state. Esping-Andersen (1999)
also saw reasons to regard the Netherlands as a hybrid case: namely, its focus
on the modernized version of the male-breadwinner model and its low
degree of support for dual-earner families in terms of public childcare, both
of which result in female participation rates that are mainly based on part-
time employment. Furthermore, recent labour market reforms and retrench-
ment policies in the social security system, as described by Snel, de Boom and
Engbersen (in this volume), do not really fit into the social democratic
welfare regime model. All in all, Germany, Belgium and the Netherlands may
be treated as examples of the same (conservative) welfare model, but the
institutional heterogeneity of this group of countries is possibly much higher
than in the other welfare regimes.

Finally, with Italy, we have one representative of the Southern European
countries which Esping-Andersen (1990; 1999) treats as a variant of the
conservative welfare regime. Its social security system is oriented towards
status preservation for the (mostly male) insiders of the labour market, and
it is generous to these groups, at least if they retire. Employment protection
is at least as high as it is in Germany, Belgium and the Netherlands. The
same is true for union density. However, Italy (and similarly, the other
Southern European countries) is characterized by the absence of any
significant support for families, either in terms of cash benefits or in terms
of family services. Furthermore, social benefits for other social risks besides
old age or for other social groups besides the (male) insiders of the labour
market are scarce. Accordingly, overall indices of decommodification place
Italy in the lower ranks of our country sample (together with Ireland and
Britain). In all these cases, the Italian family is the last safety net, and this
is especially true in the Southern parts of Italy (the ‘Mezzogiorno’), as
Biolcati-Rinaldi and Podesta (in this volume) plainly demonstrate with
micro data from a large household panel. Overall, because of its rudimen-
tary welfare state and its reliance on the family as the main provider of indi-
vidual welfare, Italy can be treated as a typical example of what has become
known as the familialistic welfare regime (for example, Bonoli, 1997;
Ferrera, 1996; Leibfried, 1992).

CROSS-SECTIONAL PERSPECTIVE: EXPECTED
OUTCOMES AND SURPRISES

With the aforementioned regime typology in mind, Lohmann and Marx (in
this volume) postulated several expectations about the incidence and
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structure of in-work poverty, which they tested against the statistical evi-
dence from a large cross-national data set (the European Community
Household Panel — ECHP). In principle, the institutional explanation
proved to be useful, but some cross-cluster and cross-country differences
remained unexplained. Naturally, the ECHP lacks the detailed information
that is available to us from the eight case studies. In the following section,
we will attempt to use this in-depth information to clarify some of the com-
plexities of in-work poverty, at least for the eight European countries that
were studied.

Differences in Levels of In-work Poverty

Concerning the level of in-work poverty, Lohmann and Marx (in this
volume) expect to find a rather low level in the social democratic welfare
regime, a medium level in the conservative regime and a rather high level in
the liberal and the familialistic regimes. Table 12.1 summarizes their main
expectations. In-work poverty is expected to be low in the social democra-
tic regime because of the decommodifying effects of its universal social
benefits, its comprehensive system of childcare that gives all parents the
option to work, and its compressed wage distribution that decreases the
risk of low pay. At the other end of the continuum, in-work poverty is
expected to be high in the liberal welfare regime, where the market is the
main provider of individual welfare and wage inequalities are high, increas-
ing the risk of low pay, while state support in case of income loss (due to
unemployment, sickness, retirement), low pay and restricted earnings
capacity (for example, because of parenting) is scarce. The same expecta-
tion applies for the familialistic regime, but for slightly different reasons: the
family is the main provider of individual welfare, and meagre social benefits
are almost exclusively focused on the male breadwinner, who is also pro-
tected by a well-regulated insider—outsider labour market. Here, in-work
poverty is high because this system of protection is insufficient for some
male-breadwinner families (for example, for those with many economically
dependent family members) or because it ignores groups outside the core
of the labour market, where the risk of low pay is high. A similar
insider—outsider constellation — both on the labour market and in the
system of social security — can also be found in the conservative welfare
regime, but the level of in-work poverty is expected to be lower because
social benefits are extensive, female employment — at least on a part-time
basis — is supported and low pay is less frequent. Therefore, the conserva-
tive welfare regime is, in many respects, a hybrid model combining elements
of the old stratified Bismarckian system of social security with elements of
the egalitarian Northern European welfare model.
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Table 12.1  Welfare regimes and levels of in-work poverty

Welfare regime In-work poverty
Expected Percentage (2001)

Social democratic Low 6.5 (SWE)

7.1 (FIN)
Conservative Medium 5.7 (B)

6.8 (D)

10.5 (NL)

Liberal High 6.6 (GB)

7 (IRL)
Familialistic High 9.7(1)

Note: See Chapter 1 by Lohmann and Marx in this volume.

Table 12.1 also shows the percentage of working poor individuals in each
country in 2001.3 Disappointingly, most of the hypotheses are falsified —
except in the case of Italy, which as a member of the familialistic welfare
regime shows the expected high incidence of in-work poverty. Surprisingly,
in-work poverty in the Netherlands is even higher than it is in Italy, and the
remaining six countries show medium levels of in-work poverty ranging
between 5.7 per cent in Belgium and 6.8 per cent in Germany, although they
represent different institutional contexts. These surprising results raise
several questions: why do Sweden and Finland — which, according to the
discussion in the previous section, fit well into the social democratic welfare
regime — hardly differ from most of the Continental European countries?
Or to put it differently: why do Germany and especially Belgium perform
as well as Sweden and Finland, although the institutional context in
Belgium (and even more so in Germany) bears many traits of the conserva-
tive welfare regime? Finally, what is the explanation for the extremely high
percentage of in-work poverty in the Netherlands, and why do we not
observe similar negative results for Britain and Ireland, which are often
classified as examples of the liberal welfare regime?

Let us start our discussion with the latter two cases. In the previous
section, our review of both countries’ institutional contexts ended with the
conclusion that Britain and Ireland are not as liberal as one might expect.
According to Connolly (in this volume), recent welfare reforms in Britain
have been successful in improving the economic position of families.
Furthermore, the government’s welfare-to-work measures significantly
decreased unemployment, and favourable macroeconomic conditions led
to growth in earnings without much change in income inequality. As a
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consequence, ‘risks of in-work poverty are particularly acute for those who
are young and living on their own’, as Connolly says. If this group is not
particularly large, and if vulnerable groups (like single parents) are kept out
of the labour market, this may explain why Britain scores relatively well
with respect to in-work poverty.

As far as economic growth and increasing employment are concerned,
the story is pretty much the same for Ireland as the chapter by Nolan
demonstrates. But, as already mentioned in the previous section, Ireland
has a slightly different policy orientation with respect to families. It invests
more into family cash benefits than into family services. Accordingly,
female labour market participation is much lower than it is in Britain, and
the percentage of dual-earner couples is the second lowest among our eight
countries. Furthermore, Ireland’s economic growth has been accompanied
by a significant rise in income inequality, so that with a relative concept of
income poverty, certain groups fall below the rising poverty threshold. In
this situation, households which rely on only one earner have particular
difficulties in staying above these rising thresholds (Nolan, in this volume).
Given the more ‘traditional’ division of labour in Irish households, this is
quite a frequent setting and may explain why Ireland is not as successful as
Britain in coping with in-work poverty. In other words, while Britain is able
to integrate high-risk groups into the economic upturn through well-
designed in-work benefits, Ireland’s economic boom leaves behind some of
the more traditional groups of the Irish working population.

Now let us turn to the question of why in-work poverty in Sweden and
Finland is at about the same level as it is in Belgium and Germany, although
ideally, the social democratic welfare regime intends — as Hallerod and
Larsson (in this volume) put it — ‘that most people are working, wages are
sufficiently high to keep those who are working out of poverty, and income
losses during temporary periods of unemployment, sickness, and so on, are
replaced via income maintenance programmes’. At first sight, it is tempt-
ing to answer the question the other way round: Belgium and Germany
perform as well as the two Nordic countries do because the negative fea-
tures of the conservative welfare regime discussed in the previous section
are not as pronounced as we expected. Belgium, for example, with its well
developed system of public childcare, gives parents the opportunity to
combine work and caregiving, and thus improves their economic position.
Germany, on the other hand, with its encompassing system of unemploy-
ment and welfare benefits, is able to keep high-risk groups out of the labour
market and hence the in-work poverty rate low — however, at increased costs
in public spending.

Unfortunately, the optional familialism of Belgian family services can
only partially explain the country’s extremely low level of in-work poverty,
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because contrary to what we might expect, female labour market partici-
pation is among the lowest in the conservative cluster (Lohmann and Marx,
in this volume). Even if Marx and Verbist (in this volume) are correct in
stating that Belgium’s maternal employment rate is at the level of the
Nordic countries, overall labour market participation among women is still
heavily influenced by the traditional focus of the Belgian welfare state on
the male breadwinner model. Thus, publicly available childcare can only be
part of the explanation of low in-work poverty in the Belgian case. Another
point is, perhaps, the compressed wage distribution due to strong labour
unions and extended job protection in Belgium. As a consequence, low-
wage work is less frequent than it is in other countries in the conservative
cluster (Lohmann and Marx, in this volume) — which also translates into
lower levels of in-work poverty, even if the link between low-wage work and
poverty is less direct, as emphasized at various places in this volume.

A more general explanation, however, may be found in the former con-
tention about the German case, which directs our attention to the more
general question of who is at risk of poverty in the countries we compared.
Indeed, if we look at overall employment in Sweden, but also in the UK,
we realize that the former comparison is quite “unfair’. While in-work
poverty rates are about the same size in all four countries, Sweden and the
UK reach this level with more than 75 per cent of their working-age popu-
lation in gainful employment, while the employment rates in Germany and
Belgium are much lower (around 67 to 70 per cent).* The differences
are even more pronounced in the group of workers with the lowest
qualifications (ISCED 0-2). In other words, if more Germans and Belgians
were gainfully employed, more individuals with high poverty risks — who
are now living on unemployment and welfare benefits — would be active on
the labour market. Naturally, this would increase the overall in-work
poverty rate significantly above the values presented in Table 12.1 — which
are only seemingly low if this contention is true. Its validity, however, is
easily justified with the following thought experiment: it starts off from the
qualification-specific poverty and employment rates in a given country. If
we assume in a counterfactual manner that Belgium were to have the same
level of employment in all qualificational groups as Britain does, we can
estimate the effect of policies which put more stress on inclusion into
gainful employment among the less qualified. If we do this thought experi-
ment and apply the British employment figures to the Belgian case, Belgian
in-work poverty increases slightly, from 5.7 per cent (the original rate) to
6.1 per cent (the counterfactual poverty rate). One could argue, however,
that the poverty rate among the less qualified would also increase because
increased employment also entails more high-risk groups among the less
qualified. Correspondingly, if we assume that the poverty rate of workers
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with low qualifications would increase by 2 percentage points as well, the
overall Belgian poverty rate would increase by another 0.5 percentage
points. In total, we would end up with an in-work poverty rate of 6.6 per
cent, which is exactly the level which can be found in Britain, and slightly
above the rate in Sweden.

Finally, we will have a look at the Netherlands, whose poverty rate is
remarkably high. How can this high rate be explained? First, we have to
acknowledge that the Netherlands — together with Germany, Ireland and
the UK — belongs to the group of countries with high part-time and low-
wage rates. But even compared with these three countries, the Netherlands
is an extreme case. Almost one-third of the workforce is working part-time.
Given the higher poverty risk of part-time work, the share among the
working poor is even higher. More than half of the Dutch working poor
are part-time workers. Obviously, the mechanism described for Germany
by GieBelmann and Lohmann (in this volume) — namely, that the poverty
risk of lower-paid part-time workers is moderated within the household
context — does not work equally well in the Dutch case. Second, this result
can be read against the background of the shift in welfare and labour
market policy described by Snel, de Boom and Engbersen in this volume.
In the past 10 to 15 years, the Netherlands was one of the countries with
the fastest growing activity rates. To a relevant extent, this employment
growth is based on the proliferation of low-wage and part-time work. If we
take Belgium as a country of comparison, which consequently keeps some
of the risk groups out of the labour market, the Netherlands, in contrast,
has fundamentally altered its policies and opted for a strategy of labour
market inclusion. As a consequence, the Netherlands not only stands out
with its high in-work poverty rate, but also because of the fact that more
than half of the poor are working poor (see Lohmann and Marx in this
volume). This could be read as a positive result with reference to the non-
working poor, but certainly not with reference to the working poor.

Who are the Working Poor? Does the Group Differ by Country?

Now let us turn to the question of who is at risk for in-work poverty. Again,
the assumption is that the institutional context provides specific safe-
guards and risks against poverty which put certain groups of the working
population in a favourable position, while other groups have problems
making ends meet. According to Lohmann and Marx (in this volume),
each welfare regime has its own profile of the working poor. For example,
in a context of almost generalized double earnership and no preferen-
tial tax/benefit treatment for single-earner households — as is typical for
the social democratic welfare regime — in-work poverty affects mostly
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single-earner households. Another risk group are young adults, who tend
to become economically self-reliant earlier in the social democratic regime
than in the others. In the conservative welfare regime, the structure of the
working poor is supposed to be dominated by the insider—outsider problem
typical of most Continental European labour markets. Hence, Lohmann
and Marx (in this volume) expect to see significant in-work poverty among
young people and other non-core workers. The institutional focus on the
male-breadwinner model may also be a handicap, if the assumptions of this
model — that is, adequate wages earned by the breadwinner and sufficient
state support for economically dependent family members — do not hold for
certain groups of the working population. Both assumptions may be wrong
in the case of less-skilled workers and large households, but the negative
consequences may be offset by additional incomes from secondary earners
within the household. Similar arguments apply to the familialistic welfare
regime, which is also characterized by a strong focus on the male-bread-
winner model and a highly segmented labour market. In case of the famil-
ialistic welfare regime, however, state support for families is meagre,
especially when it comes to measures that support female employment.
Thus, in the familialistic welfare regime, single earnership and large house-
holds are the prime causes of in-work poverty. The expectations for the
liberal regime are based on the notion of an unregulated labour market
(which we find in a most pronounced manner only in Britain). While in
other countries, older workers are protected by seniority rights, this is not
the case in Britain. Hence, we expect that the risk of being poor is not
located mainly in the group of young workers, but spread more evenly over
the total age distribution. We can also expect a higher risk of in-work
poverty among women. In the liberal regime, female employment rates are
high, but women lack the support of policies to promote gender equality in
the labour market, which often puts them in precarious positions.

Each of the case studies presents a socio-demographic profile of the
working poor in the corresponding country. Additional evidence can be
found in the comparative analyses in the first part of this volume. In many
aspects, these studies draw a similar picture of potential poverty risks. The
risk of in-work poverty is associated with young and old age, low educa-
tion, partnership dissolution, household size (positively), number of
earners (negatively), low pay, self-employment, and occupational status
(negatively). Most of these effects are perfectly in line with current poverty
research postulating that poverty increases with the needs and decreases
with the resources of individuals and households. However, we also find
differences between countries. These are mostly related to the influence of
age and gender. The age profile of the working poor differs strongly
between the countries of the social democratic, liberal and familialistic
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clusters. While in social democratic welfare states in particular, younger
workers face a high risk of in-work poverty, age is a much less important
predictor in the liberal countries and has the opposite influence in the famil-
ialistic countries (the evidence for the countries of the conservative regime
type is, again, mixed). Here we see the effect of early self-reliance on the
part of young adults in the social democratic countries, the influence of an
unregulated labour market in the liberal ones (which puts workers of all age
groups at risk), and the result of the redistribution of labour market risks
within the family in the familialistic welfare regime. At first glance, the
result that older workers in particular face higher in-work poverty risks in
countries like Italy seems to be counter-intuitive, since the welfare state
mainly protects older, core workers. However, what happens to the younger
ones? Owing to the lack of own social security rights, and without proper
access to the labour market, they are more likely to live with their parents
than are their Northern European counterparts. While living with the
family provides protection for young adults, it puts older workers at risk
because they are expected to provide an income for a larger family. We find
a similar paradox if we look at the poverty risk of women compared to
men. A lower degree of labour market integration is related to lower in-
work poverty risks. Similar to the case of young workers, in countries of the
familialistic regime type in particular, women are protected within the
family context.

How Can We Explain the Differences?

Explaining the incidence and structure of in-work poverty by means of
simple welfare typologies provides some insights, but it also has obvious
shortcomings, as the discussion in the two preceding sections showed.
Instead of bundling all the different dimensions of the institutional context
into one categorical variable, Andre and Lohmann suggested in the intro-
ductory chapter that it may be more promising to analyse each of the
dimensions separately. This idea has been pursued in Lohmann’s analysis
(in this volume), which tested the effects of decommodification (one indi-
cator), defamilization (three indicators), labour market centralization
(one indicator) and union power (one indicator). Unfortunately, with only
15 countries available in the ECHP data, it has been difficult to prove the
statistical significance of these macro indicators in one (multivariate) sta-
tistical model. But the effects from simpler bivariate models showed the
expected signs. In-work poverty decreases with the replacement rate of
unemployment benefits (as an indicator of decommodification), with
expenditures for family cash benefits and family services (as indicators of
defamilization), and with wage bargaining centralization and union density
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Figure 12.1  In-work poverty and union density (2001)

(as indicators of labour market institutions). On the other hand, in-work
poverty increases with the number of adult household members (as an indi-
cator of inter-generational dependencies).

How do these results extend to our eight case studies? As an example, let
us look at the degree of union density. Figure 12.1 shows the bivariate rela-
tionship between in-work poverty and union density. Overall, we can see a
clear tendency for poverty rates to be lower if the degree of union density
is higher (with a Pearson correlation of —0.53). Comparing the eight coun-
tries which are covered in the case studies in this volume, we see that union
density in the Netherlands is the lowest and its in-work poverty rate is the
highest. At the other end of the figure we find Denmark, which combines
the second-highest union density with the lowest in-work poverty rate.
Likewise, the results for Italy, Ireland and Belgium unambiguously support
the negative association between in-work poverty and union density: the
higher the share of organized workers, the lower the share of working poor.
However, Finland in particular does not fit into the picture. Despite the fact
that its union density is the highest, the in-work poverty rate is not lower
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than it is in countries such as Ireland, Germany and the UK, where union
density is less than half as high.

It is certainly important to stress the fact that we cannot explain varia-
tion in in-work poverty based on a single factor such as union density.
Similar graphs can be drawn for the influence of family cash benefits and
the unemployment replacement rate, which prove — together with union
density — to be the most important factors according to Lohmann’s analy-
sis (in this volume). Hence, if someone asks ‘Does the institutional context
matter for the incidence and structure of in-work poverty?” we would
answer by presenting three results of our analysis. First, as discussed in this
section, we find quantitative evidence for institutional influences (as mea-
sured by our macro indicators) on the overall level of in-work poverty.
Second, as discussed in the country chapters and previously in this chapter,
the structure of in-work poverty differs according to the national context.
Third, these group-specific poverty risks can be verified with signifi-
cant cross-level interaction effects in multilevel regression models (see
Lohmann’s analysis in this volume).

TRENDS OVER TIME: MIXED EVIDENCE

So far we have only looked at country differences in a cross-sectional per-
spective. However, almost all of the country studies in this volume contain
analyses in a longitudinal perspective. Some of the analyses extend back to
the 1980s (Sweden, Netherlands), but most start in the early or mid-1990s.
In many cases, the analyses cover recent years up to 2005. Although the
period covered by the analyses differs, there is a core period which is
observed in all the studies.

For most countries, the discussion on welfare state retrenchment and
labour market liberalization (Gilbert, 2002; van Kersbergen, 2000; Visser,
2005; Western, 1995) provides the background for expectations concerning
the development of in-work poverty during the given period. The process
of retrenchment is partly seen as a consequence of economic globalization,
although this position is contested (see, for example, Korpi, 2003; Pierson,
2001). If we regard the process of welfare state retrenchment as a process
of declining decommodification, we can expect that market forces will have
a stronger impact on the welfare of working households. In addition,
processes of labour market deregulation and decentralization of wage bar-
gaining work in the same direction. Consequently, many of the authors in
this volume expect to find that employees in the labour market are in a
weakened position, with the consequence of increasing in-work poverty
rates.
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In addition to the changing degree of decommodification, deregulation
and centralization, a more fundamental development is the changing posi-
tion of welfare states towards employment. The latter is often discussed
with reference to the concept of activation. In broad terms, activation can
be understood as the strengthening of the relationship between social pro-
tection and labour market integration. The idea of activation is prominent
in a number of countries (see, for example, Barbier, 2004). We acknowledge
that activation strategies differ, ranging from qualification-enhancing pro-
grammes in some countries to pure workfare programmes in others.
Nevertheless, the basic idea of activation as a way to produce welfare via
inclusion into the labour market rather than by social transfers has become
relevant all over Europe. We can find examples of this development in many
of the countries covered in this volume. Snel, de Boom and Engbersen
describe the radical change in activity rates in the Netherlands. Connolly
stresses the impact of the so-called New Deal programmes in Britain. Airio,
Kuivalainen and Niemeld write of reforms in the benefit system in Finland
since the mid-1990s which are directed at reducing negative economic work
incentives and promoting employment. Although not all these policy shifts
are directly inspired by some common agenda, it is certainly not wrong to
see connections to developments in a more general perspective (see also the
chapter by Marx and Verbist on policy options for fighting in-work
poverty). At the European level, an increase in labour market participation
is regarded as a core element that is necessary in order to enhance the
competitiveness of the EU member states in a globalized economy. We can
find this aim in the European Employment Strategy as early as the 1990s,
and it was reinforced at the Lisbon summit in 2000. We also find clearly
specified targets: by 2010, 70 per cent of the working-age population should
be employed. This target is particularly hard to reach in countries which
have implicitly or explicitly excluded less-qualified workers and other
groups with poor chances on the labour market from gainful employment.
We discussed previously in this chapter the effect of such strategies on the
incidence of in-work poverty. Assuming that qualification-specific poverty
risks are not altered, an inclusion of disadvantaged groups into the labour
market will result in a shift from non-working poor to working poor and
an increase in the working poor rate.

While the results previously in this chapter were based on a thought
experiment, the empirical evidence from the country studies gives us the
opportunity to see whether an increase in in-work poverty has in fact taken
place over time. Seven out of eight chapters provide results in a longitudi-
nal perspective. In four countries, we find an increase in in-work poverty
(Ireland, the Netherlands, Germany and Britain).’ In two countries, the
development has no clear direction (Finland, Sweden). Italy is an example
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of a country where in-work poverty has declined. How do these results fit
into the picture of welfare state retrenchment, labour market liberalization
and the shift towards activation? On the basis of the evidence provided in
the country chapters, this question is hard to answer. If we look at the four
countries with rising poverty rates, we will find different explanations. The
increase in in-work poverty in Ireland must be seen within a context of
growing incomes all over the income distribution, where certain groups do
not profit as much as others from this general upswing. The Netherlands is
described as a Continental forerunner of the so-called ‘enabling state’, with
a growing number of people who are pushed into the labour market without
being fit to secure a proper income. Germany has experienced an increase in
low-paid employment. This translates into in-work poverty if the moderat-
ing effect of the household context (with low-paid workers being secondary
earners) loses its traditional importance — as we can observe particularly in
Eastern Germany. In Britain, the conditions for families have improved,
owing to new measures to combat child poverty, while the situation of
young workers and workers without children has deteriorated.

Such explanations from a country-specific perspective are certainly
important. They help us to understand that there is a multitude of factors
which affect the poverty risk of the working population. However, it would
be even better if we could also provide some more general evidence. As we
argued above, the trend towards increased labour market inclusion can be
observed to a differing degree all over Europe. If we are right to assume that
the (forced) inclusion of certain groups of workers into the labour market
is connected with a higher level of in-work poverty, we should be able to see
a positive relationship between the level of employment growth and the
growth of in-work poverty. Figure 12.2 shows this relationship for a number
of European countries during the period from 1994 to 2001. The results
support our expectation of a positive relationship between employment
growth and the change in in-work poverty. Unfortunately, during the obser-
vation period, all the countries were characterized by increased labour
market inclusion. Hence, our independent variable lacks the necessary vari-
ation in the negative direction. However, even in the majority of countries
with modest increases in employment (less than 10 per cent), we can find
decreasing poverty rates. On the other hand, we can find a group of three or
four countries with strong increases in employment which are accompanied
by a growth in in-work poverty (Spain is a notable counterexample).

Unfortunately, the data do not provide enough information to allow us
to dig deeper for the explanation of the relationship between in-work
poverty and employment growth. For such an analysis, we would need
comparative data which cover a period longer than seven or eight years in
order to be able to cover periods of economic upswing as well as downturn.
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Figure 12.2  Development of in-work poverty and employment growth
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However, time-series data on in-work poverty are not available; nor can
they be generated on the basis of microdata for a larger number of coun-
tries. On the basis of the available data sources, we have found clear
evidence for institutional causes in a cross-sectional perspective. It is appar-
ently much harder to gather such evidence in a longitudinal perspective. We
would need more information on changes in the institutional framework
and on changes in in-work poverty over a larger number of years than the
available data allow.

CONCLUSION

As the chapters in this book make clear, in-work poverty in Europe is a
diverse, multifaceted phenomenon that occurs in equally diverse institu-
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tional, economic and socio-demographic settings. Nevertheless, we were
able to demonstrate some overall regularities. Much of the evidence from
traditional poverty research can be used to describe the working poor. It is
the combination of having few resources on the one hand and high eco-
nomic needs on the other that creates problems in making ends meet for
working people. Large families headed by only one breadwinner, single
parents, employees at the margin of the labour market, and young adults
(in some countries) are the prototypical members of the working-poor pop-
ulation in Europe. At the same time, however, both the level and the struc-
ture of in-work poverty depend on societal factors. Individual risk factors
are moderated and filtered by the institutional context. Important aspects
of this institutional context include the labour market and its system of
industrial relations, the welfare state and its system of social transfers and
public infrastructure, or the overall model of family relations that is typi-
cal for a given country. Depending on the mechanisms of wage-setting,
working people are more or less protected against the risk of low pay.
Strong labour unions have a similar effect. A well-developed public infra-
structure for children and the elderly relieves (mostly female) caregivers
from their family obligations, and hence provides more opportunities for
working people to pool several incomes through the gainful employment of
all family members. Social transfers for non-active household members or
family cash benefits for breadwinners can constitute additional sources of
income equally well. And, finally, the pattern of family relations determines
where in-work poverty shows up — in the households of male breadwinners
who provide shelter for their grown-up children or in the households of
young adults who prefer to live on their own. Since these societal factors
are developed differently among different European countries, the propor-
tion of working people in poverty and the socio-demographic profile of the
working poor appears to be diverse. But, hopefully, the analyses presented
in this volume have shed some light on the driving forces behind these
differences.

NOTES

1. Here and at various places in the rest of this section, we refer to the statistical data pre-
sented in Tables 1.1 and 1.3 of Lohmann and Marx (in this volume). From now on, we
will not explicitly note these sources at each text passage in order to keep the text read-
able.

2. Table 1.1 in Lohmann and Marx (in this volume) reports a very high degree of employ-
ment protection, but comparatively low degrees of bargaining centralization and union
density. This result is due to the East—West divide. While the index of employment pro-
tection measures the legal framework, which — for evident reasons — is the same all over
Germany, the other two indicators measure the actual number of union members and
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collective labour agreements, which are affected by much lower union density and more
frequent decentralized wage settings in Eastern Germany.

3. The percentages are based on the ECHP data (Lohmann and Marx, in this volume)
because some of the case studies use national data sources that are hard to compare
between the countries. However, the overall ranking is more or less the same when we
include these national data. The most notable exception concerns the British case. This
is probably due to the fact that Connolly’s analyses (in this volume) are based on a
different definition of in-work poverty (households with a working reference person
instead of households containing working persons). There are also larger differences for
the Netherlands: the in-work poverty rate based on the ECHP is very high. This is prob-
ably due to the broad definition of employment which includes all workers working at
least one hour in the month of the interview. In contrast, the latest figures in Snel, de
Boom and Engbersen (in this volume) are based on annual income and employment
data. It is not unlikely that marginal workers are not covered in their analysis, which
would explain the lower poverty rates compared to Lohmann and Marx’s analysis (in
this volume).

4. The basis for all figures in this paragraph is the European Community Household Panel
(own computations).

5. The development in the analysis of Britain (Connolly, in this volume) differs from results
based on the European Community Household Panel (Figure 12.2). See note 3 for an
explanation for such differences.
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