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Figure 4: Effects of the EITC on Labor Force Participation
and Hours of Work
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1. Introduction

In combating poverty, whether or not to design a universal program or a targeted
program has been a perpetual dilemma. As early as 1971, Marmor (1971) suggested 6
criteria for comparing alternative income maintenance programs: adequacy, stigma,
equitable efficiency, incentive effect, program cost and political support. Thirty years
later, these criteria remain as key concerns for policy makers and there has been no
consensus as to what type of system is more effective in efforts to alleviate poverty. This
dilemma needs to be reviewed now that many countries are tuming towards more
targeted systems in response to rising social spending. In 2001, the International
Social Security Association published a book entitled Targeting Social Benefits:
International Perspectives & Trends, in which Gilbert (2001) states:

Thus, over the last decade many social welfare policies have been
redesigned to narrow the scope of recipients by targeting benefits
through means tests, income tests, claw-back taxes, diagnostic
criteria, behavioral requirements, and status characteristics.

As suggested by Gilbert, the question is no longer just which is better, a universal
program or a means-tested program?, but rather that of who should be targeted and
how?. Means testing is one way of targeting. However, on top of the means test, more
and more stringent eligibility criteria have been put in place and thus created a
demarcation between the “deserving” poor and the “non-deserving” poor. For example,
single-mother households, which tend to be the target of anti-poverty policies in many
countries, might have a higher possibility of getting out of the poverty as compared to
other households of the same poverty level that are not typically targeted.

To further complicate matters, it is hard to grasp the universality or targeting of a
country’s social security system, because in most countries, the social security system is
composed of many programs and while some programs are designed to be universalistic
others are targeted (or means-tested)'. Therefore, to assess the universality of a
country’s entire system, it is necessary to examine how its constituent programs interact
and compliment each other.

The objective of this paper is to conduct an international comparison of the
“universality” and “targeting” of social security systems. The paper first defines

1 For example, in Japan, fairly universal pension and medical insurance programs are
supplemented by a means-tested public assistance program for the poor and a
means-tested child allowance.
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“universality” as it will be discussed in the following pages. The paper then presents an
outline of methodologies used in assessing the universality and categorical targeting of
the poor. Two methodologies are employed. The first builds on the work of
Beckerman (1979) and examines how positive and negative net transfers are distributed
using micro-data from eleven countries; the second employs a logistic regression
method to estimate the effects of the initial poverty gap and categorical status of a
household on its poverty outcome.

The data used are drawn from the Luxembourg Income Study (LIS) database and a
micro-data from the Ministry of Health, Labor and Welfare of Japan. Although the
Japanese data includes imputed values of medical services, the LIS data includes only
near-cash benefits. Thus, only the in-cash and near-cash transfers such as pensions,
child allowances, social assistance and food stamps are considered in the study, which
presents a limitation in that it may lead to under-estimating positive transfers in
countries where significant non-cash transfers (housing, food provision, education,
medical services, etc.) are provided.2 Another noteworthy limitation is that the study
also excludes indirect taxes from the negative transfer, because there are only a handful
of countries in the LIS database for which such data is available, and so this may resuit
in under-estimation of negative transfer in some countries. Yet another limitation of
the study is that it dogs not take account of assets in determining the poverty status of a
household. Further, Bradbury and Jantti (1999) points out that the international
comparison of poverty rate based on income, rather consumption, may lead to a wrong
conclusion if countries differ in the patterns of lifecycle saving. In a country where a
private saving is more significant than public saving for old age, poverty rate based on
income will be under-estimated.

Even though these are serious constraints, the study is useful in understanding the
dezgree of “universality” and “targeting” in welfare states’ poverty alleviation systems.

2. Definition of “Universality”

One of the most renowned studies of welfare state typologies to use the concept of
“universalism” is that of Esping-Andersen (1990). In which “(program) universalism”
is defined as the percentage of the relevant population (labor force between ages 16 and
65) covered under the respective programs for sickness, unemployment and pensions
(Esping-Andersen, 1990, p.71,78). However, Esping-Andersen specifically excludes
income-tested social assistance programs since “none provides full citizen rights to

2 However, according to Bradbury and Jantti (1999), the poverty rate based on income is highly correlated with the
poverty level based on income and non-cash transfer such as education and housing.
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benefits” (ibid., p.71). Thus, to cover the social assistance part of the welfare system,
Esping-Andersen uses another measure called “relative importance of social assistance”
defined as “means-tested poor relief as a percentage of total public social expenditure”.
The “(program) universalism” is an attribute associated with what he defines as
“socialist regimes” while the “relative importance of means-tested welfare benefits” is
an attribute associated with “liberal rcghne”3.

Both of the measures devised by Esping-Andersen essentially indicate a characteristic
of the system design: the first involves the coverage of non-social assistance programs,
and the second concerns the relative importance of social assistance programs where a
distinction is made according to program purpose, namely, “social assistance” versus
other purposes. It does not indicate how the benefits are actually distributed.
Neither a high level of program universality nor a low share of means-tested prograrms
directly implies that the benefit is distributed equally across the population. For example,
a universal unemployment benefit might disproportionately distribute transfers to the
poor because the unemployment rate amongst the poor tends to be higher than it is
amongst the rich. By looking at the aggregated data, it is not possible to see the
distributional pattern of a program, or for that matter, the way in which transfers are
distributed across an entire welfare system. To do so, it is necessary to draw upon the
micro-data. '

Mitchell (1992) provides one of the earlier studies using micro-data. Using
micro-data from the LIS, Mitchell calculated various measures including, among others,
pre- and post-transfer poverty rates and progressivity of the transfer system. In this
work, Mitchell does not specifically discuss universalism, but she does discusses the
concept of vertical expenditure efficiency (VEE) based on the work by Beckerman
(1979), whereby VEE is defined as a share of transfer received by the pre-transfer poor
as a percentage of total transfer. VEE is a measure that illustrates how transfers are
distributed between the rich and the poor, and thus it can also be used in evaluating
universality: if a program is universally distributed, VEE will be low; and if a program
is means-tested, VEE will be high.

In this paper, the concept of “universality” of an income transfer system is defined as

follows: Universality is a degree of how flat the transfer is distributed across a

population of different incomes. For example, if a transfer system distributes its transfer

at a flat rate to everybody, the system is completely universal; at the opposite end of the

3 In his later work {Esping-Andersen, 1999), he uses two measures as the key measures associated
with the “liberal” nation: “means-tested assistance as a share of total transfers” and “private pensions
as a percentage of total pensions”.
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spectrum is a completely means-tested system in which only those at a certain income
or below receive transfers.

As earlier stated, the income transfer system of a country is composed of various
programs such as public pension, social assistance and child allowance, and even
though each individual program may be universal or means-tested, the system as a
whole is often neither completely universal nor means-tested It lies somewhere in
between being either completely or means-tested—it is this degree of universality that
. this paper seeks to address. The definition of universality beings used here, following on
from Beckerman and Mitchell essentially examines how the transfer is actually
distributed. For comparison, this paper will also examine universality based on
Esping-Andersen’s approach, focusing on system design, using available micro-data.

Two levels of “universality” are examined: one is the universality of the entire
population when the population is divided into the poor and the non-poor; the other is
the universality within the poor. This is done in conjunction with an examination of
“categorical targeting within the poor”, where “categorical targeting within the poor” is
defined as the degree to which a system favors a certain category of the poor over other

categories of the poor.

3. Methodology
3.1. Beckerman’s Poverty Reduction Efficiency

As with previous papers, this paper uses the “efficiency” indexes developed by
Beckerman (1979) as a starting point for devising an index for universality. Diagram 1
is a depiction of a transfer program constructed by Beckerman. The area denoted “D” is
the post-benefit poverty gap, i.e. the poverty gap that remains after the transfer, and the
area denoted “A” is the poverty gap that is reduced. Area “B” is the amount of transfer
that goes to the poor in excess of reducing the poverty gap, and area “C” is the amount
of transfer that goes to the non-poor. Beckerman (1979) defines “Vertical Expenditure
Efficiency (VEE)” as (A+B)/(A+B+C), and “Poverty Reduction Efficiency (PRE)” as
A/(A+B). Put simply, VEE is the share of net benefit (transfer) going to the poor in the
entire net benefit, and PRE is the share of the net benefit actually alleviating the poverty
gap in the entire benefit. Mitchell (1991) uses this concept and formularizes the
post-transfer income as follows (Eq. 1). Using the LIS database, she then calculated
¢ach term for 10 OECD countries.

Ppost = Ppre —(size X efficiency) (Eq. 1)
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Where Ppost = Post-tax, transfer income
Ppre = Pre-tax, transfer income
size = amount of social expenditure
efficiency = Beckerman’s poverty reduction efficiency

However, Diagram 1 is misleading in two aspects. First, it omits the possibility that the
net transfer might be negative, i.e., where the pre-tax-benefit net disposable income
(solid line) is above the post-tax-benefit disposable income (broken line). Second, the
model does not consider the possibility that the amount of net benefit is not always
inversely proportional to income. Although the first problem can easily be solved by
extending the solid and broken lines, the second is not so straightforwardly resolved.
For example, in reality, poverty alleviation programs are not flawless and some families
with income below the poverty line may actually suffer negative net transfers, let alone
receive any positive transfers. Furthermore, if we are to include pension programs in the
picture, the amount of benefits is often related to past earnings, and therefore has little
connection with current income level.

Recognizing that there could be negative transfers to the poor and therefore an
increase in the total poverty gap, Kim (2000) introduces a term into Mitchell’s equation
to represent the increase in the aggregated poverty gap (Pinc).

P

post = Ppre— (size x efficiency — Pm.) (Eq. 2)

where

D
Pposl =[E)
A+D
P =
pre ( G ]

. (A+B+C)
size =| ————

G
, _ A
efficiency = (A+B +C]
Pi. = the aggregate amount of poverty gap increased by negative net transfer.

Kim’s equation is an improvement to Mitchell’s in that it captures a reality of the tax
and transfer systems. However, by aggregating the entire population’s positive and
negative transfers into a single equation, it omits many details, for example what share
of the poor experience net negative transfers and the value of positive and negative
transfers that flow to the rich.
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3.2 Indexes

First, all households were divided into the categories of either “poor” and “rich” by
comparing equivalized pre-tax-transfer disposable income with the poverty line. Each
category was then divided into four categories according to post-tax-transfer poverty
status: 1) Pre-poor -> Post-poor, 2) Pre-poor -> Post-rich, 3) Pre-rich -> Post-rich, 4)
Pre-rich -> Post-poor. For example, the first category includes those households whose
income was below the poverty line both before and after tax and transfer. Next, each
category is further divided into three sub-categories according to the amount of net
transfer to that household: a) households that received positive net transfer, b)
households that received negative net transfer, and ¢} households that received zero net
transfer. For each category and sub-category, net transfer is calculated.

Next, the paper calculates two *“‘universality” indexes: positive universality and
negative universality. The first is the share of positive net transfer that went to the
Fre-rich in the total positive net transfer. The second is the share of negative net
transfer taken from the Pre-rich in the total negative transfer. The third universality
index, “system universality” which is defined as the share of non-means-tested positive

transfer in the total positive transfer, is also calculated.

3.3 Logit analysis
In order to evaluate the universality and categorical targeting within the poor, a
simple logistic regression is performed. Using a sample of households whose

pre-tax-transfer income is below the poverty line, i.e. pre-tax-transfer poor (Pre-poor),

let Pi denote the probability of household i getting out of poverty after the tax-transfer,
and Gi the poverty gap (= poverty line — pre-tax-transfer income) of household i. Then,

Pi .
ln(lmPi] = fi1+ f2Gi + f3Hi (Eq. 3)

where Pi = probability that Poor i gets out of poverty after transfer
Gi = poverty gap of Poor i
Hi = household type dummies

Household types were divided into nine categories: single old female household,
single old male households, single young female household, single young male
household, household with more than one old person but no young person (Old only),

household with more than one young person but no old person and no children(young



Post-tax-transfer income = Pre-tax-transfer income + Public Pension’

+ Other Benefits - Social Security Contributions - Income tax®

Child and alimony support are included in the Pre-tax-transfer income, because it could
be interpreted as an individual transfer’. The equiValcnce scale is the one often used in
LIS studies.

EquivalenceScale = (# adults+ (#children)x0.7 )"

The poverty line is defined as 50% of the median DPL The use of such a statistical
measure as a poverty lme has caused some arguments. For one, the established
“official” poverty lines in many countries often differ from 50% of median DPI . Some
have argued for using an absolute poverty line adjusted by purchasing price parity
across nations (Kenworthy, 1999). However, no index has conclusively proven to be
better than any other in conducting international comparison. In this paper, “50% of

median DPI” is used on account of the measure’s simplicity and widespread usage.

5. Empirical Results
5.1 Poverty Outcome and Universality

Tables 1 through Table 5 summarize the findings from the first section of the analysis.
Poverty outcomes are shown in Table 1, and Table 2 and 3 detail who receives and who
pays out the transfer. More specifically, Table 2 shows the percentage share, in
household numbers, of households’ net transfers and poverty status. Over all, slightly
above 50% of all households in the sample received negative net transfers, while
slightly below 50% received positive net transfers. Of the households that received
negative net transfer, most are in the “Pre-rich Post-rich” category. This is consistent
with the spirit of redistribution associated with a welfare state. However, there are also
those households that are in the “Pre-poor Post-poor” and the “Pre-rich Post-poor”
category which received negative net transfer. Although the share of such households is
generally small, it is not insignificant. For example, in Japan, Germany and the United

States, households that were poor to begin with and became poorer comprise 4.6%,

" For Japan : Employees' Pension Insurance benefits, National! Pension benefit and other public pension benefits

including Veteran’s benefits, Employment Insurance benefits, Child rearing and allowances under public medical

insurance, Public assistance for the poor (Seikatsu Hogo), Cash benefits, child allowance and other benefits. For

LIS : Social security benefits(old age, survivor’s ,etc.),Disability pay, military/vet benefits, child or family allowances,

vnemployment compensation, sick pay, accident pay, maternity pay, other social insurance, means-tested cash

kenefits, near-cash benefits (food, housing, education)

¢ Japan: Income tax and local tax, LIS: Income tax. Property tax, other direct taxes and indirect tax (consumption
tax) are available in the Japanese data, but not in LIS, and therefore not included here.

® Child and Alimony support is not in the Japanese data, however the transfer in this category is

expected to be negligible.



4.3% and 2.6% of all households respectively. Regarding the households that received
positive net transfers, looking at the right-hand side of Table 2, it is interesting to note
the compositional variation across countries. The share of “Pre & Post-poor” relative to
the share of “Pre-poor Post-rich” indicates the proportion of poor households that
received positive net transfer which were actually lifted out of poverty. In ail countries
except Australia, Canada, Japan and the United States, those households that were lifted
out of poverty have a much larger share of transfers than those that remained in poverty.
In the United States, the share of households remaining in poverty is larger than that of
those tifted out of poverty. However, the United Kingdom, which like the United States
is a country labeled as a “liberal” state, does not share this feature. However, an
international comparison must be made with a care, because the data does not include
indirect taxes. For a country in which significant negative transfers are made through
indirect tax, the share of households that experience negative net transfers will be under
estimated while the share of households with positive net transfers will be over
estimated.

Table 3 shows the amount of net transfer aggregated by net transfer and poverty
status. The two main “Social Democratic” states, Sweden and Norway, are characterized
by a low negative net transfer to both the “Pre & Post-poor” and the “Pre-rich
Post-poor”, and a high positive net transfer to the “Pre-poor Post-rich”. Germany shares
similar characteristics, except that it also shows the largest negative transfer for the
“Pre-rich Post-poor”. The “liberal” states, the United States, United Kingdom,
Australia and Canada, are characterized by large positive transfers and fairly low
negative transfers to the “Pre & Post-poor”. However, there is variation within
“liberal” states in terms of the amount of positive net transfer to the “Pre-poor
Post-rich” category. The United Kingdom and Australia have transferred a fairly large
amount to this group, which might lead one to speculate that transfers to the Pre-poor
actually lifted them out of poverty; in contrast, the United States has transferred
comparatively little to this group, which might lead one to conclude that a relatively
smaller share of the Pre-poor were provided with sufficient transfers to lift them out of
poverty.'?

Another interesting finding is the existence of households that were made worse off

because of a negative transfer. In the “Pre & Post-poor” category the Netherlands,

10 Ope of the possible explanation of this finding is the depth of poverty. It could be that the poverty in
the United Kingdom and Australia is “shallower” than that in the United States, and, therefore, a
relatively small transfer is sufficient to change a household’s status from “Pre & Post-poer” to
“Pre-poor Post-rich”. However, given data that suggest the average poverty gap in the United States is
lower than in the UK or Australia (Table 6), this explanation seems unlikely.
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Japan and Denmark have large net negative transfers, which contributed to the widening
of the poverty gap for these households. For Denmark, the United Kingdom and Japan,
there are also some net negative transfers to “Pre-rich Pre-poor”. This result is
disturbing, especially if one considers the fact that the data does not account for the

effects of indirect taxes, another large source of negative transfer.

5.2  Positive, Negative and System Universality

Table 4 shows the universality indexes. The left column shows the *System
Universality”, the share of non means-tested positive transfer as a percentage of total
transfer. This is close to the concept of what Esping-Andersen (1990) calls the “relative
importance of social assistance”. In all countries, the bulk of positive transfers are not
means-tested, but there is some cross-national variation, ranging from 0.79 (United
Kingdom) to 0.98 (Japan). The variation more-or-less follows Esping-Andersen’s
welfare state typologies; “liberal” states such as the United Kingdom and United States
have smaller share of non-means-tested transfer as opposed to “Social Democratic” or
“Conservative” states. The middle column shows the “Positive Universality”, the share
of positive net transfer going to the Pre-tax-and-transfer Poor among the households
that received positive net transfer. In all countries, a large portion of the positive net
transfer goes to the Pre-poor, and relatively smaller portion, to the Pre-rich. Thus, even
though countries provide the most transfers through universal (not means-tested)
programs, in actuality, the poor get relatively more than the rich. Graph 1 shows the
relationship between the “systém universality” and the “positive universality” indexes;
overall, no relationship between the two universality indexes is evident. For example,
Japan and Sweden both show very high “system universality”, however, while Japan
transfers 34% of its positive transfer to the Pre-rich, Sweden transfers only 16%.
Furthermore, the United States and Denmark both have relatively low “system
universality”: the United States transfers 26% to the Pre-rich, and Denmark, only 11%.
Indeed, the correlation between the two universality indexes i1s 0.064, showing a weak
relationship between how the transfer programs are designed and how much transfer
actually goes to the poor. However, it does suggest there are two groups of countries.
Among each group, a positive correlation between the two universalities exists (Graph
2). The right column shows the “negative universality”, the share of negative net
transfer going to the Pre-rich among the households who received negative net transfer.
Japan and Germany show relatively low negative universality, compared to other
nations. Graph 3 shows the relationship between “positive universality” and “negative
universality”. There does not appear to be any relationship between the two.



5.3 Logit Analysis

The descriptive statistics and the result of the estimation are shown in Table 6 and 7.
In all eleven countries except Norway, the coefficient for the poverty gap (f,) is
negative and significant. This indicates that in almost all countries, the amount of the
poverty gap has some effect on the household’s probability of getting out of poverty
through government transfer. Thus, there is some evidence of the universal character in
almost all countries. However, the marginal effect at the mean differs quite significantly
across the nations surveyed. Larger marginal effects at the mean are seen in the United
States, Canada and the United Kingdom. Smaller marginal effects are observed for
Norway, Sweden, Denmark, and to some extent, Germany and Japan. The middle
countries are Finland, the Netherlands, and Australia. According to the model, these
results suggest that the United States, Canada and the United Kingdom are more
“universal” while Norway, Sweden, Denmark and Japan are more “means-tested”. This
conclusion does not fit the typologies of Esping-Andersen, nor the results from Section
5.2. How could this be?

One explanation is that the model only measures the universality within the poor. The
smaller effects only indicate that the probability of getting out of poverty is the same for
a very poor household and a household just below the poverty line, taking into account
of different household types. For this to happen, a system either 1) provides benefits in
accordance to the poverty gap of a household, or 2) provides a flat rate benefit that is
adequate to lift even the poorest out of the poverty. For 2) to be valid, the poverty gap
reduction rate must be high. The estimation results alone say nothing about the overall
probability of a poor household getting out of poverty. For this, we need to turn to the
results from Table 1. The poverty gap reduction rates for Norway, Sweden, Denmark
and Germany are quite high. Also from Table 1, Sweden, Norway and Germany provide
only a small portion of their positive transfers through means-tested programs. Thus, it
is likely that these countries have managed to transfer the benefits to the poor, through a
system that is basically universal in its design, but is generous enough that even the
poorest can get out of poverty. Japan is an interesting case. Japan also has a small
marginal effect of S35, showing that the poverty gap has small effect on the poverty gap,
and a high system universality, as with Sweden, Norway and Germany. But, Japan's
poverty rate reduction rate is very low, indicating, within the poor, Japan’s transfer
system is strictly means-tested. The United States, Canada and the United Kingdom
show a relatively large marginal effect of 3 , indicating that the initial poverty gap in
those countries has strong influence on the final poverty outcome. As the three countries
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have fairly low system universality, and a moderate positive universality, it can be said
that these countries employ transfer systems with significant means-tested cornponents,
but the transfer amount is not in accordance of the poverty gap of a household.

Next, looking at the estimation for the household-type dummy variables, several
interesting observations can be made. The base category for household type dummies is
“household with more than one young person but no old person and no children”, for
example a working generation couple without children. The odds ratio in Table 7
represents the ratio of odds of getting out of poverty for that particular household type
and for the base category. The odds ratio for “Old Only” households (households
containing only those aged above 65), the coefficient is positive and significant in all
countries. This is not surprising since the pension program is the largest portion of
government transfer in most countries. The marginal effect for this category is fairly
large for the United States, Japan, Canada, Australia and the United Kingdom, and fairly
low for Finland, Sweden, Netherlands, Denmark and Norway. What is interesting is the
difference between coefficients for “single elderly woman” and “single elderly man”.
For both of them, the coefficients are positive and significant for almost all countries.
However, in all of the countries except for Japan and the United States, the marginal
effect for (single elderly) women are higher than that for (single elderly) men.
Especially in Japan, the difference is large, indicating a gender bias in Japan’s pension
system.

The estimates for single young men and women are mixed. For all countries except
the United States, the United Kingdom and Canada, the coefficients for these groups are
negative and significant, showing that single men and women are less likely to get out
of poverty than a couple (without children or elderly in the household), among young
generations. For the United States, the United Kingdom and Canada, the trend was
reversed.

The estimate for “young household with children (excluding single-mother
households)” is interesting in that it gives the country’s “family friendliness”.
[nterestingly, despite the fact that many countries have policies and programs to help the
families with children, none of the coefficients (except Sweden) turned out to be
positive and significant. The coefficient for Sweden is positive and significant, but its
magnitude is rather small. Others are mostly negative and significant, indicating that
given same poverty level, families with children are less likely to get out of poverty
than families without children. The marginal effect of being a family with children is the
lowest in Japan, followed by Germany and the Netherlands.

The same story can be told about the “household with a single woman with children”.
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