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VI. LOW-INCOME DYNAMICS
IN FOUR OECD COUNTRIES

Introduction

In many OECD countries, policies concerning income distribution pay particular
attention to poverty alleviation. However, poverty or low-income rates – which are the
most commonly used policy indicators in this area – do not provide much information to
help improve policies aimed at reducing the share of individuals facing low incomes.
This chapter seeks to help fill this analytical gap by examining the dynamics of individuals
around a low-income threshold for four OECD countries (Canada, Germany, the United
Kingdom and the United States), supplementing earlier work on income distribution and
poverty in OECD Economic Outlook 62. This study uses longitudinal data sets which
follow individuals over time and enable flows into and out of low income and the length
of stay below the low-income threshold to be estimated. Since these data sets also contain
information on individual and household characteristics, they can also provide information
about which types of individual stay longest below the low-income threshold and whether
certain changes in household status – such as getting or losing a job or experiencing
divorce – are associated with transitions into or out of low-income status.

This chapter is made up of five sections. Main conclusions are briefly outlined
first. Data and definition issues are then addressed. This is followed by an overview of
low-income dynamics for the most recent available six-year period for the four countries.
The characteristics associated with those who are on low incomes for a longer period
are then examined. Subsequently, the chapter looks more closely at changes in house-
holds when they move into or out of low-income status. A final section raises some
policy issues that arise directly from the analysis in this chapter.

Main conclusions

There are a number of common features about low incomes and low-income
rates across the four countries covered:

– Between 20 and just under 40 per cent of the population lived on low income
at least one year over a six-year period. Within this group, however, the
majority had short spells.

– People experiencing longer spells have a lower probability of exit and the
chances of exiting also fall with previous experiences in low income. At the
same time, there is a high probability of falling back below the low-income
threshold. Thus, for those remaining on low incomes over a longer period, low
probability of exit and high probability of re-entry tend to reinforce each other.

– A small group of the population remains on low income for longer periods of
time with, apparently, very low chances of exit: people with low incomes for
six or more years typically make up 2 to 6 per cent of the population. How-
ever, because of their long stays below the threshold, they represent from

Information on low-income
dynamics can help improve
anti-poverty policies
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around one quarter to just over a third of the total time all individuals spend
below the low-income threshold (from 30 to just over 50 per cent if five+ years
are considered).

– The tax-and-transfer system sharply reduces the share of individuals on low
income, particularly among those on low incomes over longer periods and
shortens the length of low-income spells.

– For three of the four countries, the characteristics of households experiencing
shorter spells on low income tend to be different from those with longer-term
spells. Some groups appear to be over-represented among those experiencing
long periods on low income, in particular women, lone parents and elderly single
individuals, and the sick and disabled. A significant share of these have jobs.

– Obtaining or losing employment and improving earnings is particularly
important for transitions across the low-income threshold and also affect the
length of time people spend on low incomes. Some aspects of this are:

● A large share of transitions occur when there are employment/
earnings-related “events” (e.g.getting or losing a job), particularly in the
case of exits from low income. The probability of falling below the thresh-
old is generally higher for employment-related “events” than for
family-related “events” such as divorce or separation.

● Households with more than one worker are better protected from falling
below the low-income threshold and have shorter stays on low income
when they do. Increased employment or hours worked by other house-
hold members is an important source of exit from low incomes and house-
holds which get a second job appear to shorten their spells by more than
households which obtain a first job.

● Employment is the main channel of exit for lone-parent households from
low-income status and acts to reduce the average length of stay significantly.

Definition of income and the low-income threshold

Following the methodology in OECD Economic Outlook 62, low-income status
is defined as incomes falling below 50 per cent of the median of household disposable
income adjusted for household size – a concept referred to below as equivalent household
disposable income (see Box VI.1 for details on the data sets used and precise definitions).
Data are annual. To assess the direct impact of the tax-and-transfer system, low-income
rates and transitions have also been calculated, in some cases, using market income
– i.e.disposable income plus taxes paid to and less transfers received from government –
but using the same 50 per cent low-income threshold.1 Thus, those with low incomes
before taxes and transfers include those individuals who have been kept above the
low-income threshold by the tax and transfer system.

In reviewing the results presented, two important caveats should be emphasised.
First, this study is based on only a handful of OECD countries and, although these pos-
sess a range of institutions that might affect the extent of low incomes and low-income
dynamics, there is no compelling reason to expect that they are representative.2 Second,
given the differences in data sources and time periods covered, one should be cautious
about drawing too strong conclusions from cross-country differences.

Low-income transitions are
defined in terms of a threshold

equal to 50 per cent
of median income

1. Taxes and transfers have important indirect effects on low-income dynamics through work incentives. These effects
are not considered here.

2. On the other hand, the results agree broadly with other studies that have used different definitions of low income or
poverty, and they are likely to be robust in this sense.
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Data issues and definitionsBox VI.1.

Relatively few OECD countries have accessible and suffi-
ciently developed longitudinal data sets and this study has been
limited to four countries.1 The data for the United Kingdom
covers only six years, and to preserve comparability with other
countries, the data presented here were restricted to the last avail-
able six years of data for the four countries.2 The data sources
are: a) the Canadian Longitudinal Administrative Database
(LAD), a large file based on tax records and this information is
used to attach family-based information to individuals; b) the
German Socio-Economic Panel (GSOEP) which is a longitudi-
nal data set containing information on around 28 000 individu-
als (although only the West German sub-sample was used); c) the
British Household Panel Survey (BHPS), a nationally repre-
sentative sample of private households in Great Britain con-
taining about 17 000 individuals; d) the US Panel Survey of
Income Dynamics (PSID) is a longitudinal survey based on
a representative sample of 33 000 individuals.3

There are some important differences in the data across coun-
tries. Sample size is smaller for Germany, the United Kingdom4

and the United States than for Canada but, for this country,
information on individual and household characteristics is more
limited, a factor which may partly explain some of the differ-
ences in results when compared to the other three countries.5

Small sample sizes can increase the size of sampling error when
the data for those on low incomes are broken down by charac-
teristic (particularly for Germany where low-income rates are
low). Canadian data are not fully consistent over time as social
assistance benefits were underestimated before 1992. Thus,
changes in low-income rates and in exits out of low income
between 1991 and 1992 are likely to be overstated. Tax models
have been used by national research teams to estimate taxes for
Germany and the United States. Tax estimates were unavailable

for the last two years for the United Kingdom, necessitating the
use of pre-tax data for the entire period.6 For these reasons,
comparisons of the number of individuals below the low-income
threshold across countries should be avoided.

For all countries the time unit is the year, which may not be
the most appropriate period for policy purposes (Blank, 1989;
Ruggles, 1990; Census Bureau, 1998).7 Rates of entry into and
out of low-income status are cyclically sensitive (Huff Stevens,
1994; Gottschalk and Moffitt, 1994) and cyclical effects have
generally not been allowed for here.

The low-income threshold is defined relative to median
equivalent household disposable income. This was calculated
in the following manner:

– Household disposable income – defined as the sum of earn-
ings, self-employment and capital income and private trans-
fers plus income transfers received from general government
less direct taxes and social security contributions paid
– is summed across all individuals in the household.

– This value is then divided by the square-root of the number
of household members to achieve equivalent household dis-
posable income and this amount is attributed to each indi-
vidual in the household, even though they may not earn income
in their own right.8

– Individuals are ranked in terms of their income to create the
distribution and the income of the median person is deter-
mined. The low-income threshold is defined in relative terms
as 50 per cent of the median income in each year.

Other low income thresholds – for example, thresholds fixed
at the beginning of the period in real terms – were not estimated.

1. This gap is being rapidly filled in many countries – for example, in Europe through the Eurostat European panel – but available time spans are
generally too short for the kind of analysis carried out here. In some existing data sets, the sample proved too small (Italy), the data contained
in them were not sufficiently detailed through time (Belgium, Sweden, Italy) or access could not be arranged (the Netherlands).

2. The periods are: Canada, 1990-95; Germany, 1991-96; the United Kingdom, 1991-1996; and the United States, 1988-1993. Thus for the
United States, the effects of recent policy initiatives such as the Earned Income Tax Credit cannot be picked up. Some econometric estimates
reported in this report used longer time periods.

3. Data for Germany and the United States were drawn from the Equivalent File prepared by Syracuse University, which attempts to create a
common set of variables for both countries.

4. Data for the United Kingdom cover, in fact, only Great Britain and, thus, exclude Northern Ireland.
5. For example, it is not possible to trace children over time, as they formed new households. The head of household was also defined differently

from the other countries in certain cases.
6. Given that the tax schedule is linear over the range where the low-income threshold appears, experts in the United Kingdom have suggested

that the differences between pre- and post-tax results are likely to be small.
7. Indeed, many countries base access to social assistance benefits on previous monthly income. Thus, the spells of those individuals on low

incomes for a month or two, but with high enough income in the rest of the year to bring annual income above the low-income threshold,
would be missed (although one might be less concerned about such households). Ruggles (1990) estimates that using annual rather than
monthly data could reduce the number of low-income spells by 20 to 25 per cent in the United States.

8. This allows for greater needs in larger families and for the fact that needs tend to rise less than proportionately with household size.
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Low-income dynamics over a six-year period

Broad patterns of low-income dynamics

Three different dimensions of low income are shown in Figure VI.1 for the
most recent available six-year period for the four countries (Box VI.1):

– The “static” low-income rate – calculated as the share of people on low
incomes in the total population in each year and then averaged over the period.
(This is conceptually equivalent to poverty rates calculated from static income
distribution data and shown in OECD Economic Outlook 62.)

– The longer-term low-income rate – calculated as the share of individuals in
the total population who had low income in every year through the
six-year period.

– The rate of those with low incomes at least once – calculated as the share of
individuals in the total population who had low incomes at least once through
the period.

Looking first at the data on a post-tax-and-transfer basis, Figure VI.1 shows
that the low-income situation is both better and worse than the “static” low-income
rates suggest. On the one hand, the share of individuals who have low incomes through-
out the period is small (in the range of 2 to 6 per cent of the population); on the other,
the share of the population which fell below the low-income threshold at least once
over the six-year period is large (between 19.5 and 38.4 per cent of the population).
Indeed, the latter indicator is much higher than the “static” low-income rate, reflecting
considerable turnover among those below the threshold.

A key question concerns the impact of taxes-and-transfer systems on low income.
A comparison of the top and bottom panels of Figure VI.1 suggests possible magni-
tudes for these effects3 and confirms the results of OECD Economic Outlook 62 (for
five OECD countries) that taxes and transfers sharply reduce the number of those on
low incomes in all four countries. Not surprisingly, the effect is smallest in the United
States while, in the remaining three countries, the low-income rates before taxes and
transfers are roughly two to three times as large as after taxes and transfers. The differ-
ence is particularly marked for the share of individuals below the low-income thresh-
old over a longer period in Canada, Germany and the United Kingdom – in the first
two countries the rate falls from around 14 per cent to around 2 per cent.

Against this background, Table VI.1 shows the distribution of the time individu-
als remained on low income. The top panel breaks down the share of individuals touched
by low income over the six-year period on the basis of the number of years spent on low
income, including repeat spells.4 In Germany, just over 46 per cent experienced low
incomes only one year, which is higher than for Canada, the United Kingdom and the
United States (25 to 35 per cent). The opposite is the case for those on low incomes for
five+ periods which make up 25 to 30 per cent of those touched by low income for the
latter two countries compared with only around 15 per cent for Canada and Germany.

Many people experience low
income over a six-year period

Transfers reduce the degree of
low income

3. As shown by Figure VI.1, the pre-tax-and-transfer, low-income population is larger than the post-tax-and-transfer
population, and includes: a) all those with low incomes on a post-tax-and-transfer basis (but most of whom will now
have a lower pre-tax-and-transfer income); and b) all those who are kept off of low incomes by the tax-and-transfer
system. They are, thus, not the same sample. Transitions are judged against the same low-income threshold.

4. In the table, 5+ is the sum of five and six years or more spent on low income.
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Figure VI.1 The share of the population on low income

“Static” low-income rate “6- year” low-income rate “At least once” low-income rate

A. Post-tax and transfers

Per cent of total population

Levels are not comparable across countries

Canada Germany United Kingdom United States

B. Pre-tax and transfers

Per cent of total population

Levels are not comparable across countries

Canada Germany United Kingdom United States

Note: The “static” low-income rate is the share of those below the low-income threshold in the total population in each year averaged over the period. The “6-year” low-
income rate is the share of individuals who are on low incomes for 6 years as a share of the total population. The “at least once” low income rates is the share of those
who have experienced at least one year of poverty over the six year period as a share of the total population.

Source: OECD.  

To obtain an estimate of the share of the total time each group spends below
the threshold (Table VI.1, top panel), the shares in the columns of the top panel are
weighted by the length of time each spends below the low-income threshold (one to
six years) and, then, divided by the total number of years spent on low income by the
whole population (the sum of the weighed values). The results in the bottom panel
indicate why those with longer periods on low income are central to policy:
semi-permanent low income is a more pressing social concern than transitory low
income because these groups account for a large share of the total time spent in
poverty. Those with five+ years spent as much as 50 per cent (the United Kingdom
and the United States) of the total time spent on low incomes by the entire popula-
tion over the six-year period. This group tends to suffer relatively more from being
on low incomes and – where they are entitled to benefits – may potentially absorb a
large share of the total spending for income support.

Table VI.2 shows “hazard” rates for low-income exit and re-entry for the same
six-year window. These are defined as, respectively: i) the likelihood that people exit
as a function of the time spent in low income (top panel); and ii) the likelihood that

The low-income problem is
concentrated among those on
low income for longer periods
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Table VI.1. Time spent in low income over a six-year perioda

Share of individuals with low income for 1 to 5+ yearsb (%)

Average
number of

years in low
1 year 2 years 3 years 4 years 5+ years  income

a) The sample used includes all those individuals interviewed in each of the six years who have experienced at least
one year in low income.

b) The share of individuals spending one to five+ years in low income as a share of all individuals touched by low income
over the period. For example, 35.9 per cent of those experiencing low income over the six-year period in Canada faced
low incomes for one year and 13.5 per cent for five years or more.

c) The following steps were used to calculate the values in each column. First, the values in each of the columns of the
top panel were multiplied (weighted) by the number of years spent in low income shown in the heading (distinguishing
between five years and six+ years). A weight of six was given to groups which have six or more years in low income,
thus biasing downward the last column in the bottom panel. Second, these weighted values were then summed to
estimate the total number of years spent in low income by the total population. Finally, the values in the columns of the
bottom panel are the results of the first step divided by the total calculated in the second step.

Source: OECD.

35.9 27.0 14.4 9.2 13.5 2.4
45.6 19.4 12.0 7.6 15.5 2.4
26.0 19.3 13.6 13.2 27.9 3.1
33.0 18.5 11.2 10.1 27.3 3.0

21.5 13.6 10.6 9.8 44.6 3.8
20.6 14.3 9.9 9.2 45.9 3.8
14.8 12.4 9.7 9.5 53.7 4.2
27.9 15.1 11.5 8.8 36.7 3.4

Share of total time spent in low incomec (%)

14.8 22.1 17.7 15.2 30.3 . .
19.2 16.3 15.2 12.8 36.4 . .
8.3 12.3 13.0 16.9 49.6 . .

11.1 12.4 11.2 13.5 51.8 . .

5.7 7.2 8.5 10.4 68.2 . .
5.4 7.5 7.8 9.6 69.8 . .
3.5 5.9 7.0 9.1 74.5 . .
8.3 8.9 10.2 10.5 62.1 . .

Post-tax and transfers
Canada 1990-95
Germany 1991-96
United Kingdom 1991-96
United States 1989-93

Pre-tax and transfers
Canada 1990-95
Germany 1991-96
United Kingdom 1991-96
United States 1989-93

Post-tax and transfers
Canada 1990-95
Germany 1991-96
United Kingdom 1991-96
United States 1989-93

Pre-tax and transfers
Canada 1990-95
Germany 1991-96
United Kingdom 1991-96
United States 1989-93

individuals re-enter as a function of the time spent above the threshold (bottom panel).5

Taking Canada as an example, 55.7 per cent of those falling below the low-income
threshold leave in the first year and, of the 44.3 per cent remaining, 41.3 per cent leave
during the second year. A fall in these “hazard” rates through the period indicates that
people who remain on low incomes have progressively a more difficult time exiting
low income, the longer the stay in low income lasts.6

Looking first at the post-tax-and-transfer data, Table VI.2 indicates rapid exit
for most of those below the low-income threshold (top panel). Between 46 and 56 per
cent of those falling below the threshold exit before one year and, by the end of the
second, between two-thirds and three-quarters will have left. However, the
bottom panel shows that there is considerable re-entry into low-income status. This

5. More specifically, the rate of exit is calculated as the number of individuals exiting low incomes in a periodt as a ratio
of the number of people still having low incomes at the end of the preceding period. The sample used in this table
includes individuals where the start of a low-income spell (top panel) or the exit from low-income status (bottom panel)
can be observed.

6. This can reflect either a declining probability of exit, because of feedback effects (such as the wastage of their human
capital) or a sorting process in which those with the best chances of exiting leave first.

Spells of low income are
mainly short term, but there

are many repeat spells…
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55.7 41.3 38.8 35.4
52.7 42.7 32.0 19.1
45.4 37.0 32.3 25.8
45.6 31.9 23.1 20.2

41.0 25.3 18.7 14.3
36.4 23.8 18.4 16.7
31.6 23.6 16.9 14.7
42.8 28.3 11.8 19.8

Probability of re-entering into low income before:c (rate x 100)

16.7 9.7 7.9 7.1
25.6 13.0 17.5 15.5
32.8 18.2 11.0 10.0
31.8 21.5 18.3 18.6

27.4 16.1 12.2 9.5
29.3 10.2 6.4 3.9
28.7 13.1 13.1 7.5
35.1 23.5 17.0 20.7

a) Latest available six-year period. Includes all low-income spells or spells above the threshold where the beginning of
the spell can be observed.

b) This is calculated as the ratio of those individuals, having just fallen below the threshold, who exit before the end of
one, two, three or four years in low income relative to those still on low incomes at the beginning of each successive
period. For example, in Canada, 55.7 per cent leave before the end of the first year and, of the 44.3 per cent who
remain, 41.3 per cent leave between the first and second year.

c) The sample includes all those spells above the low-income threshold conditional on the individual having exited low
income immediately before. The re-entry hazard is calculated as the ratio of those individuals observed to fall back
below the threshold before one, two, three or four years above the low-income line over the population at risk. For
example, of those who moved above the threshold and are still above the low-income line after one year, 9.7 per cent
will fall back below the threshold in Canada between first and second years.

Source: OECD.

Table VI.2. Low-income dynamics: “hazard rates”a

Probability of exiting from low income before:b (rate x 100)

1 year 2 years 3 years 4 years

Post-tax and transfers
Canada 1990-95
Germany 1991-96
United Kingdom 1991-96
United States 1989-93

Pre-tax and transfers
Canada 1990-95
Germany 1991-96
United Kingdom 1991-96
United States 1989-93

Post-tax and transfers
Canada 1990-95
Germany 1991-96
United Kingdom 1991-96
United States 1989-93

Pre-tax and transfers
Canada 1990-95
Germany 1991-96
United Kingdom 1991-96
United States 1989-93

result confirms recent research (Gottschalk and Moffitt, 1994; Jarvis and
Jenkins, 1997; Huff Stevens, 1995; and Laroche, 1997) and signals considerable
recycling onto and off of low-incomes. A broad measure of the importance can be
seen by combining the information in the top and bottom panels. As noted, between
46 per cent (the United States) and 56 per cent (Canada) of those entering low incomes
would have left by the end of the first year. On the basis of information in the bottom
panel, between 36 per cent (Canada) and 64 per cent (the United States) of these
individuals would have fallen back to below the threshold for at least one year in the
following four years.7

Table VI.2 also illustrates the declining probability of exit and of re-entry as the
period lengthens. People who remain on low incomes have a progressively more diffi-
cult time exiting. On the other side of the coin, the longer the time since exit from low
income, the smaller the likelihood of falling back in.

... and the chances of exiting
low income decline with
the length of spell

7. While the two tables are not strictly comparable, the difference in the importance of repeat spells can also be seen by
comparing: i) the shares of individuals who have been on low incomes for one and two years over the six-year period
(Table VI.1); and ii) those who escape low income after one and two years (Table VI.2).
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Low-income dynamics before and after taxes and transfers

The tax-and-transfer system has a substantial impact on the time spent in low
income (Table VI.1) and on the rate of exit from individual spells (Table VI.2). This
probably reflects the role of transfers on delaying entry or accelerating exit where a
person moves onto a higher benefit – for example, on reaching retirement age. Com-
paring the pre- and post-tax-and-transfer data in the top panel of Table VI.1 shows
that, in all countries, the tax/transfer system is associated with a rise in the share of
those remaining on low incomes over the longer term. On a pre-tax-and-transfer basis,
the share of total time spent below the threshold by those on low incomes over a longer
period rises to between two-thirds and three-quarters of the total time all individuals
spend on low incomes (Table VI.1, bottom panel).

The rate at which individuals exit from below the low-income threshold falls
more sharply when moving from a post-tax-and-transfers to a pre-tax-and-transfer basis
(although, once again, this is less the case for the United States) (Table VI.2,
bottom panel). The difference pre- and post-tax-and-transfers is less marked for re-entry
rates, possibly because those above the threshold (and at risk of re-entry) tend to receive
less in the way of transfers than those below the threshold (and who may exit).8

The characteristics of those on low incomes by length of spell

Variation in the family and labour-market characteristics as the time spent
below the low-income threshold lengthens can suggest which groups require more
policy attention. Table VI.3 compares, for all four countries, the share of individuals
with specific characteristics within four groups: the total population, the population
remaining above the low-income threshold through the six-year period, those on
low incomes only one year over the period and individuals who have low incomes
for at least six years.9

Several broad patterns appear from Table VI.3, although they do not apply to
all countries in all cases. Indeed, Canada appears to be quite different from the other
three countries.10

– First, with the exception of Canada, the following groups tend to be
over-represented among individuals below the threshold for six years or more
(particularly when compared to their share in the total population): those
living in female-headed households, in lone-parent households, in single-adult
households of retirement age,11 in households where the head has lower
education (Germany excluded),12 and where there is no worker (one worker

... although they affect repeat
spells less

8. For example, those exiting low income on getting a job will have more market income, less transfer income and pay
more tax than those falling below the threshold on losing a job. Thus, the fall in income when moving from a pre- to
post-tax-and-transfer basis will be smaller for those who have exited and are “at risk” of re-entry than for those who
have fallen below the line and are “at risk” of exit.

9. While the data cover only a six-year period, some of those who were in low-income status in all of the six years will
have been so before the period began and will continue to be so after the period ends. The characteristics are defined at
the beginning of the period except for those on low income for one year. The broad results do not change if characteristics
are defined in other years.

10. For Canada, there appears to be less difference both between individuals with short and longer-term, low-income status
and, aside from employment status, between those above the threshold through the period and those on short and on
longer-term low incomes. Part of the differences between Canada and the other three countries may reflect the differences
in the nature of the data set (Box VI.1), but it may also reflect the impact of the transfer system on “high-risk” groups.

11. Result based on supplementary information.
12. This may reflect the fact that the education attainment variables (which refer to the head of household) may be a poor

measure of total human capital. This may be particularly the case in Germany, where on-the-job training and
apprenticeships may make up a larger share of total investment in skills than elsewhere. This can lead to an underestimate
of the share of individuals with skills corresponding to “higher education”.

Taxes and transfers increase
the rate of exit and shorten the

spells…

Those with low incomes over
a longer period tend

to be concentrated in certain
household types…
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Head gender
Head male
Head female

Employment status
No worker
One worker
Two workers
More than two workers

Family type
Single adult, no children
Two adults, no children
Single adult, children
Two adults, children
Large families

Age of household headc
Young-age head
Prime-age head
Older-working-age head
Retirement-age head

Education leveld
Low education
Middle education
Higher education

Head gender
Head male
Head female

Employment status
No worker
One worker
Two workers
More than two workers

Family type
Single adult, no children
Two adults, no children
Single adult, children
Two adults, children
Large families

Age of household headc
Young-age head
Prime-age head
Older-working-age head
Retirement-age head

Education leveld
Low education
Middle education
Higher education

United Kingdom

69.2 74.6 54.8 39.6
30.9 25.5 45.2 60.5

23.9 11.3 48.4 91.8
25.7 25.0 31.8 8.2
36.3 45.0 16.0 . .
14.1 18.7 3.8 . .

13.8 8.0 24.0 54.8
61.4 68.3 56.6 20.5
2.4 0.6 4.5 11.2

21.5 22.5 13.4 13.6
0.8 0.6 1.5 . .

13.5 12.8 18.8 15.9
43.8 49.9 33.6 15.9
24.9 25.5 26.4 15.5
17.8 11.8 21.2 52.7

3.1 25.3 36.9 68.2
37.3 38.6 39.8 25.8
29.6 36.1 23.4 6.0

United States

80.1 87.0 70.5 27.4
19.9 13.0 29.5 72.7

11.7 7.7 19.8 53.3
31.8 28.8 51.3 38.8
42.0 46.9 25.0 6.6
14.5 16.5 3.9 1.4

15.6 13.2 25.2 28.5
38.6 44.0 27.4 10.3
9.1 4.4 14.5 48.1

34.9 37.3 29.8 11.4
1.9 1.1 3.0 1.7

18.6 15.2 32.2 34.9
50.6 53.9 40.6 33.4
19.8 21.3 16.0 12.7
11.0 9.7 11.3 19.1

18.8 12.4 25.5 58.5
36.6 35.3 43.1 30.3
44.6 52.2 31.5 11.2

Table VI.3. Characteristics of individuals above and below the low-income threshold
Per cent share of persons with a specified characteristic in each group

Total Above Low income Always in Total Above Low income Always in
Household characteristics populationa thresholda for 1 yearb low incomea populationa thresholda for 1 yearb low incomea

Canada

83.7 87.9 70.6 72.4
16.3 12.1 29.4 27.6

18.3 13.6 45.3 36.4
31.2 27.9 42.3 43.9
39.0 44.3 11.3 17.9
11.5 14.2 1.1 1.8

19.4 16.1 34.3 24.9
30.1 32.4 15.5 26.7
4.4 2.1 11.3 11.6

31.5 32.4 33.2 29.2
14.6 16.9 5.7 7.6

28.3 25.0 38.2 28.6
34.0 35.7 34.8 33.4
21.8 22.6 21.6 22.0
15.9 16.7 5.4 16.0

. . . . . . . .

. . . . . . . .

. . . . . . . .

Germany

76.3 80.1 53.2 16.6
23.7 19.9 46.8 83.4

18.0 14.4 48.9 71.7
39.1 37.6 44.9 28.3
35.6 39.8 2.5 . .
7.3 8.3 3.7 . .

16.0 13.8 28.5 35.0
48.4 51.5 32.6 15.0
3.1 1.6 14.3 32.6

31.2 31.9 24.6 17.5
1.3 1.2 0.1 . .

12.1 9.7 22.8 30.0
46.5 48.4 41.7 31.2
27.1 28.1 17.6 10.8
14.3 13.8 17.9 28.1

28.2 26.2 31.0 29.5
52.8 53.0 58.7 65.9
19.1 20.9 10.3 4.6

Note: For definitions see Oxley, Antolin and Dang (forthcoming).  Characteristics refer to the household head.
a) Characteristics defined at the beginning of the period.
b) Individuals who are in low income in only one year over the period, excluding spells occurring in the first and last year of the six-year period.
c) Young, prime-age, older-working-age, and retirement-age refer, respectively, to households with a head below 30, between 30 and below 50, between 50 and 65, and

above 65 years old.
d) Low education is less than high-school;  middle is completed high-school and higher is more than high-school education.
Source: OECD.



180 -OECD Economic Outlook

in the case of the United States). The concentration of those on low incomes
over a longer period among these groups probably reflects the fact that many
of these conditions, when they occur, tend to persist: for example, in the
United Kingdom, lone-parenthood lasts, on average, for around six years
(McKay, 1998) and, for older people, incomes change little, such that those
on low incomes stay there for a long time (Census Bureau, 1998).

– Again excepting Canada, there are significant differences in many of the
characteristics between those on low incomes for one year only and for six or
more years; those on low incomes only one year appear, in some dimen-
sions, to be closer to those remaining above the threshold over the entire
period. Compared to those with longer-term low incomes, individuals on
low income for only one year live, to a greater extent, in households with at
least one earner and are less concentrated among households which are headed
by women, single adults, lone parents and the less educated. Thus, they appear
to come from a wider span of the population.

– Aside from Canada, the number of workers in the household is a key factor
distinguishing individuals with different lengths of time below the thresh-
old. The share of non-working households is much lower among those always
above the threshold than among those on low incomes only one year, and the
share is highest among those with low incomes over the entire period. The
share of longer-term low-income individuals living in households which have
two or more workers is also small. However aside from United Kingdom, a
significant share of those with low incomes for a longer period live in house-
holds that work, suggesting that the problems of low earnings also need to
be addressed.13

These results are supported and enlarged by econometric tests of the factors
affecting the length of stay on low incomes (Oxley, Antolin and Dang, forthcoming):

– Employment by the head of household reduces the stay below the low-income
threshold with substantial effects also occurring when there is a second earner.14

– Lone-parent households (particularly where female-headed) appear to have
significantly longer spells than the average.15 However, when the head in
lone-parent households is employed, the share experiencing low incomes
over a longer-term period falls sharply, again emphasising the importance
of employment.

– Individuals in poor health or disabled, or having experienced previous
spells of low income have longer spells of low income, and, in the United
States, this is also the case for non-whites and individuals with lower
education levels.16

... which differ from the
household types of those who

remain on low incomes for
only one year

Household employment is
lower for those on low incomes

over a longer-term period but
many still work

Econometric tests find similar
results for the role of

employment and lone-parent
households

13. The problem of the working, low-income households appears more severe in Canada and the United States where there
is a non-negligible share of two-earner households who were below the low-income threshold through the period.

14. The percentage of people remaining on low incomes after one year falls by 5 percentage points in Germany and the
United States and by about 15 percentage points in the United Kingdom if the household head becomes employed. The
additional fall when there is a second earner is 12 percentage points in Germany, 10 points in the United Kingdom and
9 points in the United States.

15. The tests also suggest that the share of women who are on low incomes for a longer-term period reflects the fact that
lone-parent households are almost always headed by women. The results provide little support for the hypothesis that
children, as a group, have longer spells of low income, although children in lone-parent households clearly do.

16. Some of these effects, particularly previous spells on low income, may be picking up the effects of unobserved personal
or household characteristics.
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17. Certain cases where employment changes occurred at the same time as changes in household needs are also included in
this sub-category. These tend to be small in number and reallocating them to another category does not change the
conclusions.

Factors associated with low-income transitions

“Events” and transitions

This section examines whether transitions might be linked to certain “events”
which can propel households to below the low-income threshold or permit them to rise
above it. Low-income transitions can result from changes in income and in household
demography and, very often, such “events” occur at the same time. For example, changes
in household size (such as the arrival of a child) means spreading income over a larger
number of household members. Alternatively, in the case of separations or divorce,
economies of scale are lost as two new households are set up even if the two adults do
not change their labour-market status; and, in cases where one parent (typically the
mother) takes legal responsibility for the children, the income of the original house-
hold is not always reallocated in line with the respective needs of the two new
households. While the material presented in this section provides a clearer picture of
factors correlated with transitions, these results do not purport to “explain” transitions
across the low-income threshold. Changes in both income and household size are,
themselves, driven by a number of inter-related decisions about household labour supply,
household formation and fertility, as well as government tax-and-transfer policies.

Which “events” have households experienced
when they enter and exit low income

Table VI.4 explores in more detail which family-structure and labour-market
changes (or “events”) have occurred most frequently when individuals have entered or
left low-income status. Although it is conceptually difficult to categorise “events” cleanly
into one category or another – because family-related and employment-related “events”
are often intertwined – the total number of transitions is broken down into three broad
categories:

– Transitions which occurred when there were employment/earnings-related
“events” including changes in employment status, hours and wage rates.17

– Transitions associated with family-structure-related “events”– mainly cases
related to separation/divorce, partnerships/marriage, as well as children or
other family members forming new households.

– Transitions with “other events” – which covers all transitions where there
were no changes in either employment/earnings or family structure. These
were mainly cases where there were large changes in transfer payments.

Table VI.4 indicates that transitions which were concomitant with employment/
earnings-related “events” made up the largest group, with the exception of entries into
low-income status for Canada and the United Kingdom, where changes in family struc-
ture and the “other events” weigh heavily. A comparison of the two columns indicates
that the role of employment/earnings is more marked at the level of the population
living in households with a working-age head, as this group excludes a large number
of the retired and this difference is particularly marked for the United Kingdom. Fur-
ther, the importance of employment/earnings-related “events” is even more marked

Household characteristics
often change when transitions
occur

Changes in employment or
earnings are the most frequent
“event” when transitions occur
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for exits where they make up around 45 to 55 per cent (Canada, Germany, the United
Kingdom) to over 60 per cent (the United States) of all exits for those in households
with a working-age head. In contrast, family-status-related “events” – which supple-
mentary analysis shows are relatively more concentrated among low-income single-
adult and lone-parent households – are more important for entries than for exits.18

The frequencies shown in Table VI.4 do not show whether those experienc-
ing an “event” are more likely to enter or exit low incomes. For example, a house-
hold separation may not lead to low-income status if both spouses are high earners.
To clarify this, further tests were carried out to see the effects of certain “events”
on the chances of entry and exit. To this end, Table VI.5 indicates by how much
the probability of falling below or rising above the threshold changes if selected
“events” occur.19

Separations or divorce are
more important for entry than

for exit

18. Most of those suffering a household breakdown tend to exit from low income by finding jobs and relatively few exit
through finding another partner, although the latter occurs somewhat more frequently in Canada and the United States
than in the other two countries.

19. Not all of the “events” included in Table VI.4 were listed in Table VI.5. For example, the first line of the first four columns
shows only how much the probability of entry or exit from low income would increase if there were loss of jobs.

Table VI.4. Frequency of “events” associated with low-income transitions
Per cent share of total transitions

                                 Entries                                    Exits

Total Household with Total Household with
population working-age heada population working-age heada

Note: See Oxley, Antolin and Dang (forthcoming) for description. Covers most recent six-year period of available data.
a) Refers to individuals in households with a working-age head.
b) The per cent shares do not sum to 100 per cent. The remainder includes cases which could not be classified.
c) Households which were either employed or unemployed in both periods and where income changes were not dominated

by movements in earnings. Largely transfer-related.
Source: OECD.

Transitions by type:b
Employment/earnings-related
Family-structure-related
Other factorsc

Transitions by type:b
Employment/earnings-related
Family structure-related
Other factorsc

Transitions by type:b
Employment/earnings-related
Family structure-related
Other factorsc

Transitions by type:b
Employment/earnings-related
Family structure-related
Other factorsc

Canada

26.1 28.1 38.4 44.4
19.0 20.4 16.1 28.1
37.9 33.7 28.2 19.7

Germany

47.1 51.5 50.1 55.0
24.7 25.2 8.9 9.5
23.4 17.9 33.3 27.1

United Kingdom

27.5 34.2 41.2 51.6
26.4 28.5 9.1 10.2
35.4 23.4 40.5 26.6

United States

57.4 61.5 62.1 64.9
19.0 20.1 12.8 13.9
13.8 8.2 11.2 7.5
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Such tests of the correlation between “events” and transitions suggest that:

– For employment-related “events”, the probability of falling below the thres-
hold increases the most in the case of households losing all jobs or experiencing
a fall in hours, family situation held constant. In contrast, it is second workers
(or an increase in hours in a household with only one worker) which increase
the probability of exit from low-income status the most. Further, the impact of
the loss of jobs on the chance of falling below the threshold is higher than
getting a job is for the probability of rising above the threshold. Thus, while

Table VI.5. Changes in probability of entry and exit when an “event” occurs
Changes in probability points

United United
Canadaa Germany Kingdom States

a) Results for the Canadian data are less comparable to the other countries because information on labour-market and
family status is more limited and some results may be affected by breaks in the data.

b) Changes in probability points are defined relative to a baseline which is, essentially, the probability of transiting when
there is no change either in family or employment status.

Source: OECD.

Change in employment status only
Loss of all workers
Loss of some but not all workers
One worker, fall in hours
More than one worker, fall in hours

Change in family structure only
Separations/divorce (spouse becomes head)
Child becomes head

Concomitant changes in employment and family status

Separations/divorce (spouse becomes head)
Loss of all workers
Loss of some but not all workers
One worker, fall in hours

Child becomes head
Loss of all workers
Loss of some but not all workers
One worker, fall in hours

Change in employment status only
From zero to at least one worker
Additional workers in working households
One worker, increase in hours
More than one worker, increase in hours

Change in family structure only
Marriage/partnership (head becomes spouse)
Child becomes spouse

Concomitant changes in employment and family status

Marriage/partnership (head becomes spouse)
From zero to at least one worker
Additional workers in working households
One worker, increase in hours

Child becomes head
From zero to at least one worker
Additional workers in working households
One worker, increase in hours

Low-income entryb

0.45 0.41 0.28 0.37
0.10 0.04 –0.01 0.08

. . 0.15 0.12 0.22

. . 0.00 –0.04 0.01

0.19 0.14 0.06 0.08
. . 0.09 0.09 0.16

0.73 0.82 0.49 0.62
0.39 0.31 0.05 0.25

. . 0.58 0.28 0.45

. . 0.75 0.55 0.73

. . 0.23 0.07 0.38

. . 0.48 0.34 0.59

Low-income exitb

0.20 0.20 0.19 0.08
0.27 0.40 0.36 0.37

. . 0.43 0.08 0.34

. . . . 0.30 0.47

0.30 0.11 0.00 0.39
. . . . 0.12 0.37

0.43 0.30 0.19 0.46
0.46 0.46 0.36 0.63

. . 0.49 0.08 0.62

. . . . 0.30 0.45

. . . . 0.45 0.62

. . . . 0.20 0.61

The chances of entry when an
“event” occurs is high for loss
of employment while second
jobs have a large impact on exit
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finding a first job in an unemployed household is an important first step in
exiting low-income status, it is not a sure ticket. In many cases, a second earner
or increased hours worked may be necessary: the results indicate that arrival
of a second worker generally increases the probability of exit by more than for
obtaining first jobs.20

– The increased probability of entry from separations and divorce or from chil-
dren setting up on their own (employment held constant) is generally smaller
than for a change in employment status.21 However, the probability of entry
increases sharply for all categories of family-structure-related “events” where
they occur at the same time as employment-related changes. Put another
way, the risk of falling below the threshold when an employment-related
“event” occurs is lower if there is a stable household environment.

Selected policy lessons

In considering ways to reduce the number of individuals on low incomes, gov-
ernments may need to pay greater attention to the distribution of earnings across house-
holds. Thus, multi-worker households reduce the risk of falling below the threshold if
one worker loses a job. At the same time, the number of no-earner households appears
to be an area of considerable concern, and the growing dichotomy between “work
rich” and “work poor” households may have contributed to the widening in the distri-
bution of income in many OECD countries (Oxleyet al., forthcoming). The present
study (and OECD Economic Outlook 62) suggests that households with two earners
are less likely to have incomes below the threshold, more likely to have shorter spells
of low income and more apt to rise above the threshold – either because other house-
hold members enter the labour market or because remaining workers can increase
hours worked more easily.

A number of policies can encourage two-earner households. Tax systems and
labour-market legislation often discriminate against second earners and part-time work.
In addition, more extensive systems of subsidised child-care can also facilitate
second earners in households with children. Such policies also encourage single par-
ents – where child-care expenses can reduce the net gains from employment substan-
tially – to re-enter the labour market. All of these factors may partly explain why
women’s labour-market participation is so high and low-income rates so low in certain
Nordic countries. But again there are difficult trade-offs. The budgetary costs of such
measures when made available to the whole population can be high. Moreover, target-
ing such policies towards those on low incomes to keep costs down can lead to high
effective tax rates over certain income ranges.

General policy changes are unlikely to be sufficient, however, and helping those
on low incomes over a longer period could require policies tailored to problems specific
to individuals in this group. A key problem is that, for many individuals on benefit
programmes, the expected earnings from working are not seen to be very different from

Multi-earner households may
reduce the risk of falling below

the threshold…

20. It should be noted, however, that a significant share of all employment/earnings-related “events” shown in Table VI.4
concern workers who transit because their earnings increase. This indicates that upward earnings mobility of those in
jobs is also an important channel for exit.

21. There are significant cross-country differences in the coefficients associated with specific family-related “events”.
Probabilities of entry on divorce, separations or children setting up households appear higher in Germany and the
United States relative to other family-related “events” than they do in the United Kingdom. The arrival of children
appears more important in the United Kingdom, while additional adults in the household appear more important in the
other two countries. For Canada and the United States, the change in the probability of exit is higher for separations/
marriage than for employment-related “events”.

... and policies can encourage
two-earner households

More attention to the specific
difficulties of those in

low income may be essential…
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current transfer income – once the costs of working (such as child-care) are taken into
account – and their prospects for enjoying subsequent upward earning mobility may be
limited. But there may be additional impediments: lack of basic work skills; difficulties
obtaining assistance in job search; uncertainty about their income in the transition period;
loss of collateral benefits such as medical coverage or free school meals for children and
loss of protection from creditors. Better policy co-ordination across the various agencies
affecting those on low incomes may be required along with measures tailored to indi-
vidual needs and better monitoring to ensure that individuals receiving assistance shoul-
der their part of the responsibility for a return to work and increased self-sufficiency.
Unfortunately, there is not much evidence about which policies are most effective.

The fact that a substantial share of low-income households have at least
one worker indicates that getting people into jobs is not always sufficient to move
households off low incomes. A number of countries use in-work benefits of different
sorts to address this issue. A number of English-speaking countries have introduced
employment-conditional transfers such as the Earned Income Tax Credit (EITC) in the
United States, which was set to bring families with at least one full-time, year-
round worker on the minimum wage above the (official US) poverty line, and Family
Credit in the United Kingdom. Continental European countries have been focusing
more on employment subsidies, often in the form of reduced social charges for the low
paid. The various programme designs respond to the particular policy objectives given
priority in the countries concerned, e.g.household poverty alleviation, compensating
people for low earnings capacity, strengthening incentives for secondary workers to
accept jobs, etc. Programme designs also reflect existing tax and benefit structures
which in-work benefits have to be welded into. And they also have to take into account
the existing situation as regards marginal tax rates, marginal rates of benefit with-
drawal, as well as the distribution of wage rates. For these reasons, the most appropri-
ate choice of instruments will depend on the circumstances in each country. But whatever
the approach, measures need to be carefully designed so as maximise the overall impact
on low incomes and minimise distorting effects on labour markets.

... and work-conditional
income support may also be
needed
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