What helps households with children in leaving poverty?: Evidence

from Spain in contrast with other EU countries.

Olga Cant6
Cord dd Rio
Carlos Gradin
(Univerdgdade de Vigo)

Abstract

Recent results on poverty in Europe show that households with children have a higher incidence of
poverty than households without children. This incidence is not only higher but increasing. The literature on
poverty has noted that the events that are most effective in pushing households out of deprivation should
largely dtermine the design of poverty-dleviating socia policy. Using longitudina data for Spain for the
80's and 90's we account for the importance of relevant demographic and labour market events in helping
households with and without children in leaving a poverty situation decomposing the relevance of each event
in that generated by labour market policies and fertility or marriage ingtitutions and welfare state policies
implications. Smilarly to results for other countries, the events that most help Spanish households in leaving
poverty are related to the labour status and changes in employment of household members more than to
demographic events. However, we should note that the transitions out of poverty of households with children
are most strongly linked to the economic cycle in the economy mainly through labour market events while
non-labour income changes appear as more important in determining a potentia transition out of poverty of
households without children, implying that their transitions are more linked to the socia protection system.
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Introduction

In mogt industridised countries the rise in unemploymernt, as well as the rise in new types of
short-term or temporary employment, is one of the most vishble causes of the new forms of poverty.
In paticular, a direct result of this rise is the increese in the incidence of poverty on young
childbearing households, making children a largely vulnerable group among the poor given ther
dependence on adult labour market outcomes. For example, anadysng the EU15 countries,
Micklewright and Stewart (1999) find that in 1993 the proportion of children (aged G15) living in
households with incomes below 50 per cent of the national average was around 20 per cent.

According to evidence offered by Machin (1998), the consequences of the experience of
poverty in childhood are likely to perdst longer since the earnings of parents dso play an important
role in the determination of both the cognitive achievement of children and economic mobility
across generations. A large amount of questions regarding the perdstence of child poverty are
important to the debate on both the extent of child poverty and the public policies needed to
dlevige it. Underdanding the d<ability of income flows to households and the reasons for
gonificant gable upward mobility which imply long periods out of poverty will help in desgning
efficdent socid policy. In generd, researchers are interested in andysing poverty dynamics aso
because relying on poverty datics for a degp study of the poverty phenomenon may miss much of
what is happening to the poor. Already Bane and Ellwood (1986) underlined the need for an
andyss of the flows into and out of poverty to be able to describe most adequately the poverty

experience.

In the Spanish case, Cantd and Mercader-Prats (1998) show that during the 70s and 80s, a
period in which the Spanish society experienced a mgor socioeconomic and  politica
trandformation, no ggnificant improvements occurred in the extent of child economic poverty in
relative terms. In fact, the pogtion of children worsened with respect to the ederly over the 80s,
while the poverty rate decreased in the population as a whole. Following Micklewright and Stewart
(1999)'s results, in 1993 the 25 per cent of the Spanish children lived in poor households (a 25 per
cent higher than EU15 average). Furthermore, in comparison with adults, children in Spain were
less likely to leave poverty. EUROSTAT (2000a) finds that Spanish youngest age group (below 18
years-old) has a higher persstent poverty risk index, a 31 per cent more than the whole population.



Unfortunately, even if there was a large improvement in the provison of in-kind benefits to
children such as education and hedth services, two important indicators of child well-being, public
policies in Spain do not seem to be trying to modify the former trend in child poverty. Indeed,
during the last 30 years the increase in expenditure on education programs placed the percentage of
education enrolment a age 16 around 90 per cent.! Also, the increase in public expenditure has
extended hedth sarvices to dl the population during the eghties and, as a result, child mortaity was
reduced exceptionaly quickly. However, other childrenrelated policies are underdeveloped. In fact,
in 1998 the direct expenditure on socia protection was not only one of the lowest in the EU15 (21.6
per cent aganst 27.7 per cent in the EU, as a percentage of GDP), but dso the share of this
expenditure going to family support programs was admost negligible. For example, related to
education, there has been a very dow progress in the provison of maternd schools. Thus, the
family/children function in 1998 accounted for 2.1 per cent of totd expenditure on sociad benefits
(only 0.4 per cent of Spanish GDP), which was by far the lowest rate in the European Union (see
EUROSTAT (2000b)) and remained amost unchanged diring the decade of the 1990'<. In this line
of argument Inmervoll et al. (2000) Stuated Spain in the group of EU countries with high child
poverty rates and low and ineffective child benefits. This is not a surprise given tha according to
the same authors cdculations, usng ECHP data, direct family related benefits in Spain accounted
for a negligible 0.2 per cent of the mean income of dl households, quite far from the largest levels
in Belgium and Austria (above 6 per cent), and only comparable with the low levels of Italy (0.4 per
cent) and Greece (0.5 per cent). Even in a poorer country like Portuga they accounted for a higher
1.7 per cent. This expenditure levels in Spain cannot clearly be expected to have a sgnificant effect
on poverty dleviation.

In contrast with most EU countries social safety nets the Spanish social safety net does not
indude any universa® direct benefit paid a households with children. The only child benefit* in
Spain is the so-caled Prestaciones por hijo a cargo which is addressed a households with
dependant children under 18 years old and is means-tested®. This bendfit has its origins in the
Franco’'s era and the amount was barely updated through time. From 1971 to 1990 it was universa
but on a contributory basis and the amount of the benefit was never updated to price increases thus
making it become inggnificant (around 20 Euros per household, per year and child). In 1990 there

! Expenditure on education as a percentage of the GDP increased from 2.9 per cent in 1970 to 3.8 per cent in 1980 and 5.7 per cent at
the end of nineties, alevel similar to the other EU countries.

%In fact, total expenditure on socia benefits amounted to 0.3 per cent of Spanish GDP in 1990.

3 We will use the term univer sal as opposed to means-tested, even if the beneficiaries are only working population.

4 Understood as in Inmervoll et al. (2000): Regular cash payments made to parents or other carers on behalf of children who are
dependent on them.



was a reform of this scheme (Law 26/1990) that updated the amount of the benefit (216 annud
Euros per household) and created a new non-contributory benefit of the same amount. Indeed, this
reform implied some increase in the amount of the benefit but, most importantly, a move from an
universa type of benefit to a means-tested type of benefit. A fird drong limitation of this child
benefit scheme reform in Spain is tha despite the benefit amount increase, the benefit is Hill very
low to be effective in combating poverty and was never updated again until 1999°. Secondly, the
household earnings limit to become digible was quite redrictive around 1.5 times the minimum
wage in 1990 in the case of one dependent child while the limit increases in a 15 per cent per
additiond dependent child. This limit is regularly updated but in a lower proportion than earnings
increese which implies that in 2000 the limit amounts to 1.3 times the minimum wage. This meant
that while in 1993 around a 27 per cent of children were covered by this benefit, the coverage has
decreased to 20 per cent in 2000. This is in clear contras with the 100 per cent coverage of
universal child benefits in other EU countries. Findly, as Inmervoll et al. (2000) have aready
dressed, a third negative implication of means-tested benefits is that they prioritise short-term
income maintenance without regarding the adverse consequences of this form of targeting like work
incentives (they impose a high and unfair effective margina tax on labour) and socid stigmes.

Making some international comparisons of the coverage of the Spanish child benefit scheme
we have that a household with one child in Spain receives (if poor enough) around 20 per cent of
the amount it would receive in countries like Sweden, France, UK or Germany, and a third of the
new Dutch system for children above 12 years old (this percentage increases to 45 per cent if the
child is under 5). The Spanish scheme only performs better than the Greek and is Smilar to the
Portuguese regarding households with children over 1 year of age and dightly worse in the case of
babies. Differently to what happens in the res of EU countries, the amount of the child benefit in
Spain does not vary with the number of children or their age.”

In fact, the way successve governments have chosen to implement their policies to support
families in Spain has mainly considered tax concessions in the persond income tax for households

with children with midde and high incomes levds who ae not digible for means-tested child

® Note the exception of disabled children who can receive the benefit when older of 18 years of age.

® The current annua earni ngs limit for a household with a single child is 7,954 Euros, this limit increases a 15 per cent for each
additional child. The annual benefit for the household is 291 Euros (less than 5 per cent of the corresponding annual minimum wage)
due to the Roya Decree 1/2000 (with retroactive effects since 1999) and is non-taxable. Royal Decree 1368/2000 has recently
created two additional benefits on unique paymentsin the case of third and successive births or in the case of multiple deliveries (two
or more children).

" For a description of child benefits in the EU see MISSOC system at the European Commission web page. For a recent description
of family policiesin Spain see, for instance, Flaquer (2000).

8 Note that these concessions are not reported in the EUROSTAT - EESPROS statistics on social expenditure.



benefits. These policies can do little to reduce poverty because poor families with children are
below the tax threshold. Between the credtion of the Spanish income tax system in 1979 and its
most important reform in 1999, the concesson was in the form of tax credits. For instance, after the
1991 reform, there was a tax credit of 120 Euros for families with dependent children until 30 years
of age®. This amount experienced severa reforms and updates since that date. The largest reform of
the income tax conducted by the conservative party in1999 changed tax credits for children into a
tax allowance (cdled minimo familiar) depending on the number and age of children in the
household.® This reform generated a large political debate about the inequity of these benefits in a
progressive tax because the find amount that a household saves depends on the margina tax rate
that applies, which means that the discount, if any, is increesing with income!!. Findly, we should
include here that given the decentralization of income tax regulation that dtarted in 1996, some
Spanish autonomous regions (Comunidades Autonomas) crested additiond, even if smdl and
restrictive, tax credits for births or for childcare expensesin ther territories.

We are concious, however, that other socia benefits in the Spanish Socid Security System
which are not directly addressed at children could have an important effect on their wdl-being. This
Is the case of Income Support and the Minimum Guaranteed Income Scheme in Spain. Unemployed
individuads with dependants (children below 25 and/or the spouse) are eligible for the means-tested
non-contributory  subsidy  (Income Support) after having exhausted the contributory benefits.
However, this benefit is limited to a number of months and does not exceed two years of benefit
duration. The Minimum Guaranteed Income Scheme has been implemented by Spanish regions
during the last decade'?. These benefits provide protection to poor children through incresses in the
amount of the benefit due to the number of members in the household. However, these benefits
have important shortcomings given their narrow degibility requirements, the fact that they tend to
srongly pendise large households because of the presumed economies of scde and the existence of
a maximum bendit'®. Thus they only give coverage to a smal percentage of the poor households
with children in need, failing to provide an effective safety net to households with children.

® The same 1991 law created a very restrictive means-tested tax credit for childcare expenses with an amount of up to 150 Eurosin
1991.

10 1,202 Euros for the first and second dependent child under 25 years, 1,803 for additional children and other 300 for each child
under 3 yearsold or 150 for those between 3 and 16.

1 Thus, the discount for a child (under 3) varies between zero for non tax-payers and 721 Euros if the maximum marginal tax rate of
48 per cent applies, which is more than twice the amount of the child-benefit (prestacién por hijo a cargo).

12 various regions started to offer these benefits at the beginning of the 1990s. During the decade all Spanish regions have decided to
offer them.

13 In some regions this maximum is around the minimum wage.



In sum, the limited amount of the child benefit in Spain, the largdy ineffective in reducing
child poverty tax dlowances and the short number and inadequacy of other avalable socid
benefits, places Spain within the EU countries where wefare state policies are expected to be most
week in pulling children out of poverty.

In this socid policy context, the underganding of the reasons that push poor households
with children out of poverty is crucid in order to have an idea of what is determining a higher
persstence of poverty for children and thus being able to propose a thorough benefit reform.
Precisdly, Leisering and Voges (1993) assert “... poverty can be fully explained by investigating the
causes of the beginning and end of a poverty spell”. Moreover, the recent literature as in Jenkins
(1999) indicates that it should be a centrd am of current research on poverty to try to find out the
nature of the characterisics and events tha hdp households in leaving poverty. This is Is it the
labour status of household members or the demographic structure of the household what has a
mgor effect on a household's trangtion probability? Are labour market related events (i.e. changes
in employment status of household members such as more hours of work, job gain, unemployment
benefit begins, etc...) more likdy to induce trangtions out of poverty than demographic events (i.e.
changes in the household composition such as child birth, marriage, youth departure, €c..)?

With respect to both matters, the Spanish case dso shows interesting features. On the one
hand, Spain is one of the European countries with the highest proportion of individuds in the
working-age population not a work because of ether unemployment or inactivity. It is dso the
country with the highest rate of ‘precarious employment, in the sense of jobs with temporary
contracts. In 1994, the unemployment rate among 16-29 years-olds was high as 39 per cent, and
temporary contracts were held by more than 60 per cent of adl people of this age with jobs. On the
other hand, changes in the household compostion due to divorces or bresking-offs are lower than in
other European countries. However, the demographic structure of Spanish society changed radicaly
in the last 30 years. There was a gradua decline in the population of children (and youngest age
group) in line with a drop in the fertility rate, which reeched 1.18 children per fetile woman in
1995 (one of the lower rates in the EU). In pardld, there has been a growing proportion of young
people dill living with their parents (nearly 90 per cent of 20-24 years-old and more than haf of 25-
29 years-olds live in the parentd home). It seems that adverse labour and household market
conditions are important variables in reducing youth depature. Thus, Ahn and Mira (2001)
conclude that the lack of dable jobs is an important factor forcing many young people to dday
marriage and childbearing, while Martinez and Ruiz-Cadtillo (2002) confirm that age, posseson of



a job and the cost of housng are clearly related to the decison to leave the parenta home. In any
case, public palicies have dso tended to reinforce this trend. A reliance on socid insurance within
the Spanish sysem of socid protection, with benefit entittements linked to employment history, has
meant that cash benefits for the young unemployed are often not avdiable. It is not a surprise that
Dd Rio and Ruiz-Cadlillo (1997) find that the young unemployed who live as dependants in the
parenta home are better off than any other unemployed subgroup.

In this paper we am to andyse the characteristics and events that either help or deter a
trangtion out of poverty of households with children in Spain. In paticular, we are interested in
finding out if for this particular group of households the labour market events play a more
ggnificant role than in other household types or if the demographic events are relevant issues as in
another European countries. Further, the decompostion of the two components of effective
trangtions, firsd the occurrence of an event and second, the income changes among those
experiencing a paticular event, will hep us in discovering the importance of the various factors that
could be acting in each trangtion. More precisely, labour market institutions and policies together
with demographic structural dynamics (fertility and mariage market) will most likdy resume the
factors that influence the occurrence of events while the income changes among those experiencing
any particular event are mogt likely to be related to the opportunities of individuals to promote ther
households out of poverty. Findly the occurrence of events such as the beginning of socid
assigance and socid insurance benefits is largdy relaed to the capacity of the welfare state to
promote the poor through poverty aleviating cash transfers (see Ravallion, 1996)*.

Following the approach adopted in most poverty research in the context of industriaised
countries, this paper focuses on relative economic poverty, that is, the poverty line adopted is not
fixed over the period andysed, but it is taken to be a function of the median wefare levd as
measured by (adjusted) household income during the period. Thus, a household is taken to be poor
if his economic wefare fals below 60 per cent of the median welfare for the population as a whole.
This is obvioudy a redtrictive perspective, because it focuses on an economic and a relaive poverty
approach and it misses the other dimensons of wefare. To examine the persstence over time of
poverty of Spanish households with and without children and the events that are more effective in
their departure from poverty, the paper explores the longitudind evidence from the Spanish
household pand survey, Encuesta Continua de Presupuestos Familiares.

% This author underlines the importance in distinguishing within poverty-aleviating socia policies those mostly related to the
promotion of the poor (pulling households out of poverty) from those mostly related to the protection the vulnerable (protecting
households from afall into poverty).



In the firg section, we present the particular characteristics of our dataset and we detail the
man methodologica choices made in the definition of poverty. To dtuate the reader in a wider
perspective, section 2 describes the evolution of poverty an its perdstence in Spain during the
period 1985-1995 for different demographic groups. In section 3, we detaill our gpproach to the
andyss of leaving poverty trigger events and their effects on poverty outflow, while in Section 4
we include our results on the rdevance of trigger events on making households step out of poverty.
Section 5 includes our main conclusons,

1. The particular structure of the Spanish dataset and some definitions
1.1 The Spanish Encuesta Continua de Presupuestos Familiares

The sample is obtaned from the Spanish Household Expenditure Survey (Encuesta
Continua de Presupuestos Familiares, ECPF). The ECPF is a rotating pand survey which interviews
3,200 households every quarter and substitutes 1/8 if its sample at each wave. Households are kept
in the pand for a maximum of two years. The dructure of the pand is Smilar to that of the
American Survey of Income and Progam Paticipation (SIPP). A pooled sample of our data
consgs of 27,735 households observed between one and eight times between the first quarter of
1985 and the last quarter of 1995, both inclusve. The ECPF survey has the advantage of
providing up to date income and family compostion informeation & short time intervals Thus,
helping to identify, more precisdy, the specific point in time a which demographic or socio-
economic events take place. In this sense, it becomes particularly useful in the study of poverty
dynamics because it improves the expected corrdation between these events and changes in
household income. Being interested as we are, in a comparaive gpproach, it is feesble to compare
results with those obtained for other countries who use annuad panels. In this context, the advantage
of usng quarterly data is tha of measuring more accurately than annua panels the income during a
certain time period (and thus decreasing the expected measurement error in the income variable).
This comes about given that household income in annud panes is inferred from weekly or monthly

income while we have totd quarterly income.

However, a clear drawback of this sub-annua interview dructure is that household fatigue
imposes short household tracing periods. This results in a subgantive éttrition rate and in short

1% See Cant6 (1998) for a thorough description of the ECPF and discussion of its advantages and drawbacks in the study of poverty
dynamics.



household tracing periods. For the study of poverty dynamics this implies losing information on
long spells of poverty. All our cdculaions are based in the comparison of the household Stuation at
fird interview (moment t-1) and the household Stuetion a yeer laer, a fifth interview, or 21 months
later, a eghth interview (moment t). In this context, and given the importance of attrition in the
ECPF (approx. a 45 percent of households leave the pand between t-1 and t, fifth interview), we
goply longitudind weights to the data in order to take account of possble bias arisng from this
unplanned sample dtrition. Non-random étrition is a potentiddly serious problem  which is
recurrently noted in the literature (see Bradbury et al., 2001 or Luttmer, 2000) but rarely taken into
account. The procedure to obtain the relevant attrition weights conssts in a probit regresson of the
probability of daying in the pand for a year (fifth interview) on household characteristics (age,
level of education, civil status, sex and labour status of household head together with the number of
household members and household residence township). Weights were congtructed by predicting
the inverse of the probability of being a “sayer” and condraining the sum of weights to be the totd
number of households in the sample a firg interview. This drategy of condructing dtrition weights
is one of the options proposed by Katon and Brick (2000) who indicate that recent research obtains
amilar results on the vadue of weghts usng this methodology than usng any of the other two
proposed in the literature. We actudly find that households with better economic postions living in
urban areas whose head is young and highly educated are more likely to drop out of the sample 1

1.2 Someimportant definitions

The choice of the household as unit of sudy is based on the fact that an individud’s well
being is believed to srongly depend on totd household wefare (if income is equdly digtributed
within the household). Also, the shortage of demographic and socio-economic information (apart
from age and sex) of individuds other than the head of household and the spouse in the data makes
this choice advantageous. Following, to some extent, the terminology in Jenkins (1999), a clear way

to write our economic measure of wel beng is to use the household income-equivdent or HIE.

HIE, isthe needs-adjusted household grossincome a quarter g. Thus:

'8 \Winkels and Davies (2000) indicate that in analysing panel data attrition in a Dutch dataset they found that it is residential
mobility, couples marital separation and the departure of children from the household more than household characteristics what
determined an individual's probability of attrition in the panel. Clearly, the difficulty in collecting information on these transitions
leaves us with the only option of using household characteristics at first interview in order to predict the likelihood of non-response
and thus obtain attrition weights.
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where | indicates the number of individuds in the household (I=1,2..., L) and k is each
money income source!’ The denominator is an equivalence scae factor, which depends on
household sze n and on a vector of household compostion variables a (ages of individuas, etc.).
Our wefare measure HIE is therefore the sum of dl household members monetary income before
housing costs adjusted by household needs using an OECD equivalence scae '8

A household is counted as poor if its HIE, is below 60 per cent of the median equivalent

household income at the corresponding quarter.

Our definition of household with children follows UNICEF recommendations on classfying
as "children” al household members below 18 year of age. Thus, we divide our initid sample of
27,735 households into two farly smilar sze samples: 13,383 households with children and 14,352
households without children. In some of our caculations we furtherly digtinguish some specific
characteristics for the group of households with children. Namely, lone and single parenthood™®,
couples with one or two children and couples with three or more children. Each of the firg two
groups include approximately 40-45 percent of households with children while the third group
accounts for 13 percent of the households with children sample.

2. Poverty and persistence of poverty in Spanish households: 1985-1995.

In this paper we condruct a sample from which we can obtain comparable results on various
aspects of datic and dynamic poverty to those presented by Duncan et al. (1993) and Jenkins and
Schiuter (2001). To edtablish the broad patterns of poverty for households with children in Spain we
firga brigfly andyse how the income didribution among households with and without children
changed in Spain between the mid-eighties and mid-nineties. The income didribution in Span has

! Monetary individual disposable income includes employment and self-employment income, income from regular transfers
(including pensions and unemployment benefits), investment income and income from other sources. It excludes social insurance
contributions and it is net of pay-as-you-earn taxes.

'8 The OECD scale weights by 1 the first adult in the household, by 0.7 the second and subsequent adults and by 0.5 all childrenin
the household (children are al individuas below 14 years of age). See Mercader-Prats (1998) for the effects of the choice of
equivalence scale on poverty measurement in Spain.

9 one parent households are households with children (individuals below 18 years of age) and only one adult who is the household
head. Single parent households are households with children with an adult head, no spouse and some other adult member.
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experienced a substantid improvement towards equdisation during the second haf of the seventies,
the eighties and the nineties (see Oliver et al., 2001). As a result, the number of reative poor
households in Spain between 1980 and 1990 has clearly declined under al methodologica choices
(see Dd Rio and Ruiz-Cadtillo, 2001). However, Cantd et al. (2001) finds that the first part of the
nineties gppears to regiser not only a dabilisation in the decline of the number of households in
povety but dso a change to a dight increase. This result is specidly visble when looking a the
increase in the distance between the incomes of households gStuated in the tals of the income
digribution: the incomes of those in the highest and the lowest pat of the income digtribution are
more distant in 1995 than they were in 1985.

Bresking the population into two demographic groups households with and without children
we firs note that both their demographic and labour Status charecteristics differ - see Table 1.
Households with children are large in the number of members, have a younger, more educated head
compared to the population as a whole and their head is mogst often active in the labour market.
More than haf of the households without children are, instead, heeded by a retired individua
recaiving a pendon. We should note, however, that the group of households without children
includes some young and highly educated individuds living in large townships.

(insert Table 1 around here)

In order to study the evolution of the income distribution for these demographic groups aong
the period under study, we first esimate separate dendties for the logarithm of equivaent monetary
income in both groups of households (first quarter of the respective year), such that the overdl
densty is just the weighted sum of both of them, and we then ingpect how the whole sub-
digributions changed over time, rather than concentrating on particular points. However, given that

we are more concerned about the poor, we aso represent the poverty line for the entire population
a each year.

The densties are edimated with the non-parametric technique known as kernels, with no
assumption about the shape of the digribution, smoothing the dendties avoiding the noise induced

by the use of a sample ingead of the whole population. We estimate a function f (y) over the
logarithm of incomes y=(yi, ..., }) in each sample assuming tha there exists an origind dengty f(y)

from which the sample was extracted. The estimator we useis.
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(insert Figures 1a, 1b and 1c around here)

We can obsarve in Figures la to 1c that in 1985 the dendty for households with children
compared to the other group alocates a higher share of population at the bottom tal (until the 51
per cent of the median) and is dso characterized by having middle incomes more concentrated
around a prominent mode (the share of population is larger between the median and twice the
median). These differences seem to be diminishing during the second hdf of the eghties. Agan,
during the firg hdf of the nineties the didribution for households with children displays agan a
larger share of population in the lower tal, now over the entire interva defining the poor (until 60
per cent of the median), while the middle-income group is ill more concentrated around its mode
than that of households without children. This is in line with what D’Ambroso and Gradin (2000)
obtain by comparing dendties for population sub-groups in Spain (1980-90) and Italy (1980-95).
These authors show that in both countries there was an increasing socid distance between children
and the rest of age groups, specidly contrasting with the improvements in socid podtion of the
ederly. Among children, those showing the most worrying trend were children living in households

with alarge number of children and one income earner a the most.

Table 2 summarises the main income didribution datistics for both demographic groups, as
well as for the overdl sample between 1985 and 1995. The demographic trend in Spain is clear: a
progressive reduction in the percentage of households with children (from 53.3 to 42.2) and a the
sametime afdl in the average number of children in child-bearing households (from 2 to 1.7).

(insert Table 2 around here)

Regarding the economic position of households with children, we can see that their average
income lies around 82 per cent of the mean for those without children a the beginning and at the
end of the period, but in intermediate years, like 1990, it dightly improved until the 86 per cent. The
degree of inequaity in 1985 and in 1995 is larger in the case of households with children, for
indance according to Gini index inequdity was 5 and 6 per cent larger respectively. The table

20 For details regarding this technique, see Silverman (1986) and subsequent literature.



presents dso results for Theil indices, highlighting the fact that, as was presumed through the direct
obsarvation of the dendties, inequdity in the former group is larger when we use an index more
sendtive to both tals in 1985, and to the bottom one in 1995. Differences in inequdity leves
became shorter in intermediate years and in some cases, Thell(1) and Thell(2), inequdity is lower in
households with children.

The two groups experience a reduction in both absolute and reative poverty indicators
during the period of anadysis. According to the threshold of the 60 per cent of the median, in 1985 a
159 per cent of households without children were in poverty while 24.6 of households with
children were below the poverty line (20.6 of the total sample was classified as poor). Keeping the
poverty line fixed in red tems yidds a large net population shift out of poverty in both cases,
clearer for the former group. Thus, while in 1995 there was only a 3.4 per cent of households
without children Hill below that absolute poverty line, the share was more than three times that
amount in the case of households with children, 11.1 per cent (in comparison with 6.7 for the totd
sample of households). This shows that poverty is more severe in the later group. This shrinkage in
absolute poverty in both groups coincides with a period of growth in average incomes (see Figure
2). Note, however, that between 1991 and 1995 the incidence of absolute poverty increases for
households with children, but continues to decrease for households without children.

(insert Figure 2 around here)

When the poverty line is congructed relative to the contemporary median (60 per cent of the
sanple median income) differences in the incidence of poverty between both groups are
condgderably larger. The incidence of poverty in 1995 is more than double for households with
children (9.9 per cent for households without children and 23 per cent for households with children)
while the reduction of poverty between 1985 and 1995 amounts to aimost 40 per cent for the first
group but barely a 6 per cent for the latter.

The limited progress in reducing relaive poverty in households with children for the whole
period hides the fact that incidence in poverty (see Figure 3) is effectively reduced during the years
with growth in average incomes, achieving 17.6 per cent in 1991. In fact, FGT indices of poverty
indicate larger reductions in poverty when the severity of the poverty gaps and inequaity among the
poor are introduced, reductions being larger in the case where the index is more sendtive to the
poor. From 1991 onwards, poverty increases for households with children coincide with the
dagnation of average incomes, unlike what happens in households without children where poverty
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ill continues to decling, thus subgtantidly increasing the gap between both demographic groups in
the period.?

(insert Figure 3 around here)

3. The determination of the trigger events.

In order to identify the rdevant event that determines a household's departure from poverty
we have initidly followed Bane and Ellwood (1986) and Jenkins (1998) methodology which
classfies events into mutudly excusive categories by a hierarchica dassfication sysem. The
man family dructure change is a change in the identity of the head of household, thus if a head of
household change took place we identify the trangtion trigger event as being demographic. If the
household is maintained then we check if the incresse or decrease in the income/needs ratio was
more influenced by the numerator or the denominator. If the dft in the numeraor is proportiondly
larger than that of the denominator (in the relevant equivadence scae) then we classfied the trigger
event as income event and detall the income source that increased the most. This will be directly
linked to labour status events (i.e. change in some members labour earnings, change in some
members contributory penson earnings). If, ingteed, it is the change in needs which is larger than
the change in income then we classfied the trigger event as demographic (i.e. desth of member,
child leaving home, partnership split, other members leaving).

The previous gpproach is clearly too rigid to give us information in the most detailed reasons
for trangting out of poverty. Firg, it classfies dl headship changes as demographic when, precisdy
given the sructure of Spanish Household surveys, a headship change may be due to labour market
changes for household members given that the head is defined as the household member whose
income is the highest or that to whom the main bills are headed to. Also it avoids the consideration
of joint events in providing most dgnificant routes out of poverty. In order to iminate much of the
rigidity from the previous methodology we present a large lig of potentidly important events in
determining an exit from poverty and andyse ther corrdation with poverty exits. In doing this we
put in relaion the results obtained using the previous more redrictive definition of events and the
actud changes tha we find taking place in the household. Further, following Jenkins and Schiuter

2 It is well known that the incidence of poverty among households with children is quite sensitive to the choice of the equivalent
scale used in adjusting incomes. Indeed, the poverty rate substantially falls for this group when we use a scale weighting less the
necessities of larger households, for instance the square root of household size. But in that case, we still find in Spain a worrying
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(2001) we decompose the differences in the effects of trigger events in differences in the prevaence
of events and differences in the chances of making a trandtion conditiond on experiencing a trigger
event. This is particularly reevant if we expect that the prevdence of events may differ between the
poor and the nontpoor and in being able to assign the reason for the poverty exit to the redisation of
a given event or to the implications on income changes of such an event taking place in Spain,
differently from other countries. More precisdy, suppose that we have a st of mutualy exclusve
events ] = 1, ....., J which trigger exits from poverty. Then, among households at risk of leaving
poverty (the poor) between one year and the next, the probability of exit is given by the sum of the
probabilities for households that exit by each of these different events:

J
Pr(exit poverty) = P, = § Pr(exit poverty| event j)* Pr(event j)
i=1
Our method avoids the use of a direct gpproach to measurement followed by Muffels (1999)
which gpecifies that a household | exit hazard depends on household characterigtics at t-1 and on the
events that occur to household members between t-1 and t:

P, = F(a +bX, +gEi;t—l,t)

where t refers to the particular calendar moment for each i (quarter and year), X, , isalig
of labour and demographic status of members evaluated a t-1 and E ., ae the events that take

place in the household between two moments in time (-1 and t). The problem here is, clearly, that
the static characteristics at t-1 could be determinants not only of the trangtion out poverty but could
be important determinants of the changes in household compostion or of the changes in the
employment satus of household members. This means that datic explanatory varidbles in this
model have two different effects on trandtion rates a direct effect which is picked up by the
edtimated coefficient associated to each of them and an indirect effect which goes through the
dynamic explanatory variables or events. Esimation problems here would arise if the unexplained
pat (error) of the trangtion probability regresson is corrdated with the unexplained part of a modd
for the probability of experiencing an event on smilar datic explanatory variables. This is, if there
are unobservables that, for example, may be determining both the household head's likdihood of
finding an acceptable job and the household's probability of stepping out of poverty. In this case the

model would suffer from endogeneity and the regressors would be contemporaneoudy correlated

increasing gap between incidence in poverty in households with and without children: 16.6 and 15.6 per cent respectively in 1993 in
contrast with 20.3 and 16.3 in 1995.
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with the error term. However, various researchers have used this previous method and, for example,
Stevens (1994) fnds that, for the US, the incluson of age and sex control variables reduces greetly
the dgnificance of event varidbles. Muffds (1999) finds that even if household demogrgphic and
socioeconomic characteridtics turn out to be the mogt important determinants of a trangtion out of

poverty, changes in employment satus of the household head are dso sgnificant indicators of this
trangtion (mainly job gain).

Even if we centre our discussion in the effects of events on trangtions out of poverty we are
conscious that in the determination of a household chances to leave poverty, household
characteritics a& moment t are most probably within the roots of event occurrence. This is, for
example, the level of education of the household head decisively determines the household chances
to leave poverty by affecting the chances of experiencing some event. Thus in order to predict the
different probabilities of leaving poverty for different type of households, we run multivariate
regressons of the probability of experiencing an exit. We use a very smple modd of trangtion
probabilities in order to be able to compare our results with those esewhere. Taking al households
who are poor at first interview, moment t1, we esimate the probability that a household moves out
of poverty a during the following year, i.e. is not poor a& moment t (fifth household interview). This
is a first order Makov chan. We egtimate the household’s characteridics that most determine a
household' s probability of leaving poverty by maximisng

logL = & C(IogR) + D, (og(1- RY)

i=1
P = F(az + bzxit-l)

where C. indicates than an exit took place between t-1 and t and D, indicates no exit a dl.

Assuming F to follow a logigtic digribution, one can esimate the vaues of P, for each household

type given its characterisics by maximigng this likdihood function - see Table 3. These results will
inform us on the demogrgphic and socio-economic characteristics of households that are able to
leave poverty and thus, the characteristics of the households most likely to experience any of the
following trigger events.

(insert Table 3 around here)

Interegtingly we find that labour datus household characteristics & the initid moment are
not specidly important in determining a household's chances to leave poverty. We discover that the
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level of education of the household head is the most important varigble in heping or deterring any
household's trangtion out of poverty for both household types the higher the education levd of the
head the higher the household's chances to leave poverty. Also, the economic environment where
the household lives gppears to be important: urban poor households are more likely to leave poverty
than rurd ones We dso find some ggnificant and interesting differences between the household
characterigtics that hep households with and without children in leaving poverty. The age of the
household head has a negative effect (dightly quadratic) on trangtion probabilities for households
with children while this varidble is completdy indgnificant in determining the chances to leave
poverty for households without children. Households with children have a lower probability of
leaving poverty the older their household heed. Thus, the life cycle effect is dearly rdevant for
these households linking their trandtion chances to the labour market opportunities of parents.
Further, the exigence of a large humber of dependants in the household reduces the chances of a
trangtion for households with children while it increases the chances of a trangtion for households
without children. This result indicates the different nature of dependency in each demographic
group: households with children have dependants whose possibilities of obtaining incomes in the
ldbour market or the wedfae date ae inggnificant while households without children have
dependants who are dther active in the labour market or may be eegible for receiving socid

transfers.

These results seem to guide us to the reasoning that it is probably the opportunities to
improve the labour market attachment of household members that educetion and the economic
environment provide, those that are key issues pushing a household out of poverty. More precisdy,
in the case of houscholds with children, it is mogt likdy tha the life cycle Stuation of parents is
determinant in the labour market opportunities of parents. Further, as indicated previoudy, it is
probably the case that young and educated urban households are more likely than others to
experience certain demographic events (children leave the household, re-marriage of the heed, etc.)
or labour market events (gain ajob, offer more hours of work, etc.) which push them out of poverty.

4. Are the events that determine spell endings similar for households with and

without children?

A clear determinant of a household's probability of escgping from deprivation are the events
experienced by household members. These changes are expected to be strongly correlated to the
actud trangtion out of poverty and, in many cases, may be regarded as the most direct reasons for
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an exit. Labour market events are finding a job or increesng working hours by any household
member. Demographic events are a reduction in household members due to the departure of
gblings from paentad home or death and remariage. Other events tha surey should hep
households in leaving poverty ae the beginning of a benefit scheme. Bane and Ellwood (1986)
identified the events associated with the endings of spdls ranking them by ther effect on household
income changes. Here, we firg follow this gpproach and then we detall more carefully what actualy
happened to the household by sdecting the most important events within the former.

(insert Table 4 around here)

Usng Bane and Ellwoods definition of trangtion types we have that demographic events
occur to approximately one out of ten households trangting out of poverty (8.4 percent) while
income events occur the to the nine other remaining cases. The same cdculation for the US in Bane
and Ellwood (1986) showed that 13 percent of spell endings took place with a demographic event
while 87 percent of spdl endings took place with income events. Further, for the UK in Jenkins
(1998) two out of ten (17.7 percent) trangtions out of poverty took place together with demographic
events. In sum, demographic events do not gppear to hep households in leaving poverty in nether
of these countries. Moreover, in Spain it gppears that demographic events are even less important in
helping poor households step out of poverty. This may not come as a surprise if we are concious
that both fertility rates and departure of youth from parents households are largely lower in Span
than in the UK or the US. Within income events changes in head's earnings were the main reason
for trangtion both in the US (50.2 percent of totad) and in the UK (33.6 percent of tota) while in
Spain, even if head of household labour earnings changes are highly corrdated with trandtions out

of poverty, changes in nontlabour income are the main reason for a household trangtion out of

poverty.

We find here some very important differences between the trangtion out of poverty trigger
events for households with and without children. As it would probably be expected, households
with children are much more dable in their demographic gsructure: they sddom change household
head and there are few departures of members. Income events, insteed, are very important for these
households, specidly if they are related to changes in their household head labour earnings. In fact,
amost haf (45 per cent) of the trandtions experienced by households with children are classfied as
related to ther head of household labour income change. This result is in line with that obtained by
Duncan et al. (1993) for a large lig of OECD countries where for households with children
employment is by far the most frequent cause of exits Households without children have a
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completdy different set of reevant trigger events. These households experience more demographic
events than the former and most dgnificantly their trangtions out of poverty are highly corrdated
with changes in non labour income. Probably, these nontlabour income changes are the beginning
of pendon benefits, unemployment benefits or other socid trandfers. All these results continue to
underline the strong relation of the life cycle and labour market opportunities of parents of the
chances of leaving poverty for households with children likdy to result from labour market
institutions and policies in Spain. In contrast, households without children seem to find in the
welfare state, mainly represented by a contributory and non-contributory pension system, the most
important source of trigger events providing an exit from poverty.

(insert Table 5 around here)

Looking for more detall within the group of households with children we find thet it is lone
and dngle parent households those who are experiencing most demographic trigger events while
households formed by a couple and children are remarkably stable in their demographic structure.
Also, lone and single parent households have a more diverse source of income events than
households formed by a couple and children where most trigger events come from the head of
household labour earnings change. Namely, 35 per cent of trigger events occurred in lone and single
parent households that trangt out of poverty are rdlated to changes in the labour earnings of other
member s different from the head.

As noted in section 3 the previous gpproach is clearly too rigid to give us information in the
most detailed reasons for trangting out of poverty adso because following Jenkins and Schiuter
(2001) we are able to decompose the differences in the effects of trigger events n differences in the
prevdence of events and differences in the chances of making a trangtion conditiond on
experiencing a trigger event. This decompodtion of the two components of effective trangtions,
will hdp us in discovering the importance of labour market institutions and policies together with
demographic structural dynamics (fertility and marriage market) in congtrast with the reevance of
the opportunities of individuals in promoting their household out of poverty and the action of the
welfare statein promoting poor households out of poverty.

(insert Table 6, 7 around here)

In Table 6 we present some results on the importance of our new lis of detalled events
within the previous Bane and Ellwood's classfication. Results indicate that head changes are mostly
related to the departure or deasth of an dderly, the gan of a worker in the household, a trangtion
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from unemployment to some employment and the beginning of a penson benefit. Needs changes
are mostly related to the departure or death of a non-ederly adult (only 9 per cent of needs changes
in the sample can be identified with separations of couples). Labour income changes are modtly
related to labour earnings increases in the case of heads and to gains in labour income receivers in
the cases of spouses and other members and to gains of a full-time job by an unemployed. Findly,
non-labour income changes ae modly relaed to increases or beginnings of penson benefit
schemes.

Cdculating the two components of effective trangtions for each Bane and Ellwood's event
(head changes, needs change, etc.) and for al detailed events - see bottom lines in Table 6 and
Table 7 we find that the most frequent trigger events occurring to dl the sample of households and
to poor households in paticular are those related to non-labour income changes and head of
household labour income changes. However, the income change implied by the occurrence of some
event is highest for the former of these events and for two rather sddom events "head changes'
which take place in 4 per cent of poor households and "other members labour income changes'
which take place in 13.4 per cent of poor households.

If we go into detail on the actua events occurring to poor households, we find that the gain
of a worker is specialy common (26.4 per cent of poor households experience this event) and the
income change it implies is dso quite high. This result contrasts with that offered by Jenkins and
Schiuter (2001) where the relevance of this event in the UK and Germany & clearly below that of a
labour earnings incresse. However, the income change implications of these events differ in the UK
and Gamany. Germany shows gmilar effects of both events (dightly higher for the gain in a full-
time worker in lone parent households) while the UK regigers a sgnificantly lower income changes
when labour earnings increase. Spain shows high income changes in both but a higher income
changein the gaining of aworker within the household.

As noted earlier, non-labour income changes are of specid importance in Spain. In detailing
the actua events of this type that occur to poor households we find that events related to the pension
sysem ae those most important in terms of occurrence while even if ther effect on household
income changes is important, a more sddom event such as the beginning of an unemployment
benefit of a household member (which only occurs in 1.5 per cent of poor households) is more
effective in increasing household income.

(insert Table 8 around here)
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Fnally, given the differences found in the reevance of income trigger events on a poor
household exit probability when the household has children or not, we have decomposed Al
relevant detailed events in ther two components for each household demographic group. Results
gopear in Table 8. A generd result of this demographic didtinction is that, even if the occurrence of
many events is not paticularly different between both groups of households, the income changes
implied by the events are dgnificantly different. Note, however that, as it would be expected, an
exception to this are labour market events which occur dggnificantly more to households with
children than to households without children. In any case, dmost al demographic and labour
market events consdered have a larger household income change implication if they teke place in a
household without children than if they teke place in a household with children. Somehow it
aopears that the individuds inserted in households with children have specid difficulties in
promoting their households out of poverty through ether demographic or labour status events. Also,
welfare state action is much more rdevatt in modifying the outcomes associated with various
events regarding households without children then households with children probably usng cash

trandfers (socid assstance or socia insurance benefits).

Within households with children only the gan of a worker, the beginning of an
unemployment benefit, the increase in penson income and some important reduction in members
(the departure of more than one member) implies an income change that pulls more than 50 per cent
of the households out of poverty. Within households without children many events pull more than
60 per cent of the households out of poverty. For these households, the trandtion from
unemployment to full-time employment of the household head drongly increeses a poor
household's chances to leave poverty. Also, the beginning of an unemployment benefit and the
increasein tota pension income are events that pull these households out of poverty.

Recdling dl possble comparisons of Spanish results with recent internationd evidence on
poverty dynamics we can conclude that, in line with the UK and the US, income events are the most
important in pulling households out of poverty. However, we find some relevant differences
between Spain and those two countries. First, as expected, demographic events are less relevant for
Spanish poor households than they are for American or British poor households. Secondly, it is not
head labour income increases the most important reason to leave poverty but it is the incresse of
non-labour income of some household member what most often pushes them out of poverty. In
aum, fetility decisons and the mariage market in Spain make less of a difference in the household
chances to leave poverty. Also, even if the labour market atachment of households members is
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important in increasing the chances to leave deprivation, the wedfare state has a predominant role n
providing cash tranders to low income households in need. Interestingly, this generd result for
Spain is leaded by the weight of households without children in the sample because for households
with children results indicate that, amilarly to results for other OECD countries, employment of
members is the mogt frequent cause of exits from poverty. Moreover, the type of employment event
that pushes households with children out of poverty in Spain is most often the gan of a worker
while in the UK and Germany it appears that it is most often related to the increase of aready
exiging labour market earnings.

5. Conclusions

In this paper we have been able to offer some indgghts on the gtatics and dynamics of poverty
for households with children in Span while comparing a limited number of results with those of

other European countries.

The datic anadyss shows that households with children not only face higher more severe
poverty rates than the rest of households but aso that poverty appears to be more persstent. Thisis
due to the fact that despite the reduction in their poverty rates during periods characterized by fast
growth in disposable incomes, the dagnation of income growth dramdicdly reversed poverty
trends, increasing the gap with respect to other households.

In fact, the previous result is quite conastent with results obtained looking a child poverty
from a dynamic perspective. When a household has children, the main way of escaping poverty is
through labour income increases of the household head, especidly in the case of couples, or when
they happen to have other adult members in the case of lone or single parents. So poverty trangtions
in the case of households with children are mogt drongly linked to the economic cycle in an
economy, like the Spanish, with high rates of unemployment and temporary jobs reative to the rest
of EU countries. In contradt, in the rest of households, non-labour income changes appear as more
important in determining a potential trangtion out of poverty, implying tha ther trandtions are
more linked to the socid protection system. This does not come as a surprise, given tha in these
households heads are older, and the Social Protection System in Spain is more designed to combat
poverty in this demogrgphic group than in younger households and with children. Given the
demographic structure in Spain, and given their trends, our results show that the hope of households
with children of escaping poverty through events of thiskind is even lower than in other countries.



In sum, it appears that labour market events occurring to household members are the usud
reason for escaping poverty for Spanish households with children. It is not difficult to suspect that
dagnation of povety among children, especidly during periods characterized by increasing
unemployment, may be the direct result of the precariousness and other dructurad deficiencies of
the Spanish labour market. This contrasts with the Stuation in most EU countries where we find a
srong safety net for households with children, manly working through universal cash tranders that
are effective in preventing poverty risk and in reducing child poverty perssence. As we have
dready emphassed, benefits addressed a households with children in Spain (through direct cash
payments or through tax concessons) are clearly ineffective in dleviating poverty. They have faled
in heping children step out of poverty and we can presume that they have adso faled in preventing
them from afal into deprivation.

If we were asked to derive policy recommendations from our results, we would underline
that our andyds shows that the chalenge for policies amed a combating child poverty in Spain in
order to converge to European standards is to put larger efforts on increasing the safety net for
households with children so as to avoid thear extremdy current vulnerability in the Spanish labour
market. On the one hand, results indicate that children will benefit the most from a virtua reduction
in the severe level of precariousness in this labour market. Thus, active policies to improve ther
parents peformance in that market will be effective in heping households generate their own
eanings. Further, regarding family policies, the increesng concern aout the risk of socid
excluson among children does not seem to make it a politica priority in a country where most
reforms indgt in using tax concesson for this purpose, usudly in a regressve way and clearly more
oriented to increase fertility rates than to protect children from the risk of socid excluson. Thus, it
is cdear tha little can be done if Spanish authorities indst in avoiding the implementation of a
universal cash bendfit guaranteaing a suffident minimum income for dl children regardless of the
insartion of ther households in the labour market. Moreover, the decentrdisation of socid
assigance and tax desgn in Span can make things even more complicated in the future if
coordination between centra and regiona governments does not improve. Probably, integrating dl
cash trandfers now dispersed in the socid protection system in a unique scheme addressed a
households with children could be a sraightforwardly effective policy decison.

Findly, a new big chalenge related to children is expected to focus future atention of the
Spanish society. Spain was a country with a large tradition of migration to EU and Latin-American

countries during the past two centuries. However, the end of the nineties has witnessed the
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reverson of this trend with Spain hoging an increesng wave of immigrants coming from severd
non-EU countries who are most often a child-bearing age and who usudly experience legd and
socid difficulties to become integrated. Thus, if both the labour market and socid protection system
were not effective enough to help households with children escgping from poverty, in the future we
should expect much grester difficulties given that these newcomers will most likdy increase the

number of households with children below the poverty line, especidly in periods of recesson and
increasng unemploymen.
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Figure la. Denstities for income distribution in Spain, 1985
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Figure 1c. Densities for income distribution in Spain, 1995
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Figure 2. Average adjusted household income in Spain: 1985-1995 (1% quarter)
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Figure 3. Relative poverty incidence for adjusted household income in Spain
1985-95 (1st quarter)
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Table 1.Household main descriptive satistics by demographic groups.

All households

Households with
children

Households
without children

age of household head

Sex of household head
male head
Female head

Education household head
illiterate

no studies

primary school

secondary (1st cycle)
secondary (2nd cycle)
university (3 years)
university (5 years)

Household dependants, number and age
Number of household members

Number of income receivers

dependency index

Size of municipality of residence
<5,000 inh.

5,000-10,000 inh.
10,000-20,000 inh.
20,000-50,000 inh.
50,000-100,000 inh.
100,000-500,000 inh.
>500,000 inh.

Type of housing
owner-occupied
subsidised
rented

rent-free

Head labour market status
employed - f-t, qualified

employed - f-t, non qual, agric
employed - f-t, other non qualified
employed - self employment
employed - less than 13hrs

unemployed - some Ul or IS
unemployed - no Ul or IS
retired - some pension benefit
retired - no pension benefit
working at home

other status

Spouse labour market status
No spouse

Spouse employed

Spouse not employed

52.1

82.5
17.5

4.3
22.3
43.4
11.2
10.0

4.5

4.2

3.4
1.02
0.68

17.3
9.0
10.1
10.7
12.4
24.1
16.4

76.1
15
16.4
6.0

34.1
1.7
7.9

13.2
11

0.2
5.5
32.8
1.6
0.9
1.0

21.8
155
62.8

42.7

92.0
8.0

2.1
14.7
44.2
16.0
12.9

5.2

4.9

4.5
1.09
0.75

13.4
9.5
10.5
11.8
14.4
25.6
14.7

74.2
2.1
16.7
7.0

49.9
2.3
111
16.7
1.2

0.2
7.6
9.4
0.5
0.8
0.3

7.8
22.3
69.9

60.9

73.6
26.4

6.3
29.5
42.7

6.6

7.4

3.8

3.6

2.5
0.95
0.62

20.8
8.6
9.8
9.6

10.6

22.6

17.9

77.8
0.9
16.2
5.0

19.3
12
4.8

1.0

0.2
3.6
54.6
2.7
1.0
1.6

34.8
9.1
56.1

Note: Ul is unemployment insurance and IS is income support.
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Table 2. Statisticsfor equivalent householdsincome distribution in Spain, 1985-95

All Without children With children
1985 1990 1995 1985 1990 1995 1985 1990 1995
population (% 100 100 100 46.7 50.3 57.8 533 497 422
aver age
number of children 203 185 171
mean (Ptas) 193188 237,782 257,023 | 213924 254956 277845 | 174995 220,387 228,561
median (Ptas) 157,974 202400 219550 | 177544 215546 236,388 | 143246 192932 197,581
I nequality
Gini 0364 0305 0306 | 0351 0305 029 | 0369 0300 0313
Theil (-1) 0.338 0.183 0.206 0.260 0.172 0.176 0.379 0.187 0.226
Theil (0) 0.225 0.154 0.160 0.200 0.151 0.145 0.237 0.151 0.169
Theil (1) 0.229 0.163 0.164 0.208 0.168 0.157 0.241 0.152 0.164
Theil (2) 0.348 0.248 0.228 0.308 0.287 0234 0.381 0.187 0.197
Ratio 90/10 557 3.77 3.90 485 373 354 5.66 384 464
Ratio 75/25 2.35 1.89 193 218 184 179 2.39 196 217
Relative poverty
H 2057 15.96 1543 15.93 11.93 9.86 24.63 20.04 23.05
| 36.25 24.67 20.17 3281 2347 26.36 38.20 25.39 30.80
FGT () 745 3 450 523 2.80 2.60 941 5.09 7.10
FGT (2) 4.23 176 213 296 135 122 534 217 338
FGT (3) 301 1.09 128 219 0.92 0.77 372 125 197
FGT (4) 243 0.81 0.88 1.86 0.75 057 293 0.86 131
FGT (5) 212 0.67 0.68 170 0.67 0.48 248 0.67 0.95
IAbsolute poverty
H 2057 6.99 6.69 15.93 476 343 24.63 9.25 1114
I 36.25 27.92 31.90 32.81 30.65 34.03 38.20 26.50 31.00
FGT (1) 745 195 213 5.23 146 117 941 245 345
FGT (2) 4.23 104 107 296 0.89 0.65 534 120 164
FGT (3) 301 0.75 0.70 219 0.71 048 3.72 0.78 1.00
FGT (4) 243 0.62 0.4 1.86 0.64 041 293 0.60 071
FGT (5) 212 0.55 0.46 170 0.60 0.38 248 0.50 0.56




Table 3. Logit regression for the Poverty Exit Probability.

Probability of leaving poverty

Households with children

Households without children

Coef t-ratio Coef t-ratio
age of household head x 10 -5.91 -2.0 -0.65 -0.2
age of household head? x 100 0.07 2.4 -0.005 -0.2
male head -0.65 -2.2 0.47 15
Education hh head
no studies 0.45 1.7 0.17 0.8
primary school 0.67 2.6 0.25 11
secondary (1st cycle) 0.86 2.8 0.98 2.3
secondary (2nd cycle) 1.16 3.2 151 2.6
university (3 years) 1.73 2.2 0.36 0.5
university (5 years) 2.54 2.2 0.95 11
Household dependants, number and age
dependency index -1.47 -2.7 0.78 2.1
Size of municipality of residence
5,000-10,000 inh. 0.04 0.2 0.29 14
10,000-20,000 inh. 0.26 1.4 0.10 0.5
20,000-50,000 inh. 0.41 2.1 0.46 2.1
50,000-100,000 inh. 0.37 1.8 0.34 1.4
100,000-500,000 inh. 0.37 2.1 0.39 2.0
>500,000 inh. 0.60 2.8 0.14 0.6
Type of housing
subsidised -0.15 -0.3 -1.8 -1.8
rented -0.27 -1.8 -0.09 -0.5
rent-free -0.05 -0.3 -0.87 -2.6
Head labour market status
employed - less than 13hrs -0.65 -1.8 -0.83 -1.2
employed - ft, qualified 0.03 0.2 0.06 0.1
employed - ft, non qual, agric -0.18 -0.7 -0.83 -1.2
employed - self employment 0.31 1.6 -0.44 -0.8
unemployed - no Ul or IS 0.03 0.2 -0.34 -0.6
unemployed - some Ul or IS -- 0.53 0.4
retired -no pension benefit 0.51 0.9 -0.79 -1.3
retired - some pension ben. -0.44 -1.9 -0.62 -11
working at home 0.67 1.0 -0.39 -0.5
other status -1.37 -1.2 -1.27 -1.9
Spouse labour market status
No spouse -0.38 -1.2 0.08 0.2
Spouse not employed -0.05 -0.3 -0.07 -0.3
Seasonal effects
2nd quarter/10 0.09 0.6 -0.33 -1.8
3rd quarter/10 0.14 0.9 -0.13 -0.7
4th quarter/10 0.06 0.4 -0.15 -0.8
Yearly effects
1986 0.07 0.3 -0.11 -0.4
1987 0.33 1.4 0.11 0.4
1988 0.21 0.9 0.06 0.2
1989 -0.009 -0.04 0.11 0.4
1990 0.14 0.6 -0.23 -0.8
1991 0.05 0.2 -0.61 -2.0
1992 -0.24 -0.9 0.12 0.4
1993 -0.33 -1.3 -0.41 -1.4
1994 -0.27 -1.1 -0.42 -1.4
constant 1.57 1.6 -0.06 -0.04
number of obs. (weighted for attrition) 2,729 2,121
Pseudo R 0.04 0.05
Log Likelihood -1053.8 -786.8
mean predicted prob. 0.39 0.43
standard dev. prob. 0.11 0.13




well-classified clases (cut-off P>=0.5) | 63.7 | 61.4

Notes:

(@ The dependent variables for the exit regression is: household transits out of poverty between 1% and 5" interview conditional on being poor at first
interview.

(b) The reference household is a femal e-headed household with an employed spouse, where the head isilliterate, owns housing, is employed full-time
non-qualified, observed in 1% quarter 1985.



Table 4. Movements out of poverty by event occurred and type of household: Bane and
Ellwood’ s M ethodol ogy

Main trigger event (hierarchical Transitions out of poverty (one year)
classification)
All Households with Households
households children without children
Demographic event 84 6.1 109
Income event 91.6 93.9 89.1
Demographic events
Head of household changes 52 37 6.9
Changes in household needs 32 25 40
Income events
Household head labour earnings change 321 455 164
Household spouse labour earnings change 15 26 0.2
Other member |abour earnings change 20.2 2.7 17.2
Non-labour income change 358 205 538
Non-classifiable* 20 26 13
All 100.0 100.0 100.0
Households |eaving poverty (weighted) 1,980 1,066 914

Note: (1) An event ocurred in one year is classified as demographic if it supposes a change in the household head
between 1% and 5" interview or the change in household needs (equivalence scale) is greater in percentage points than the
change in household income. The event is an income event otherwise. Within income events those non-classifiable are
those situations in which the income change of some two typesisidentical.

Table 5. Movements out of poverty by event occurred for householdswith children: Bane and
Ellwood’s M ethodology

Main trigger event (hierarchical Transitions out of poverty (one year)
classification)
All households | Loneandsingle | Couplewith | Couple with
with children parent lor2 3 or more
households children children
Demographic event 6.1 94 36 00
Income event 93.9 90.6 9%.4 100.0
Demographic events
Head of household changes 37 48 36 0.0
Changes in household needs 25 46 0.0 0.0
Income events
Household head labour earnings change 455 291 67.6 55.6
Household spouse labour earnings change 26 0.0 54 22
Other member |abour earnings change 2.7 3438 40 208
Non-labour income change 205 24.0 16.7 16.8
Non-classifiable* 26 2.7 27 53
All 100.0 100.0 100.0 100.0
Households |eaving poverty (weighted) 1,066 565 351 150

Note: (1) An event ocurred in one year is classified as demographic if it supposes a change in the household head between 1% and 5"
interview or the change in household needs (equivalence scale) is greater in percentage points than the change in household income.
The event is an income event otherwise. Within income events those non-classifiable are those situations in which the income change
of some two typesisidentical.



Table 6. More detail on leaving poverty trigger events (All households who leave poverty).

Event occurred betweent-1 and t Head Needs Head Spouse Other Non- Non-
changes change |abour labour members |abour clas.
income income labour income income
changes changes changes changes
Demographic events
Stable number members 61.1 0.0 89.1 92.8 845 86.6 96.2
Child-ren born 38 0.0 2.8 0.0 1.9 17 0.0
Adult-sarrive 38 0.0 0.8 7.2 33 2.7 0.0
Elderly arrives 3.6 0.0 0.2 0.0 04 14 0.0
Child-ren leaves 15 49 0.8 0.0 21 12 0.0
Adult leaves or dies 9.7 61.4 49 0.0 4.8 3.0 3.8
Elderly leaves or dies 133 12.7 10 0.0 0.4 05 0.0
Other reduction in members 31 210 0.5 0.0 12 21 0.0
Other increase in members 0.0 0.0 0.0 0.0 13 0.8 0.0
All 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Labour market events
Gain 1+ worker 44.2 101 40.1 57.6 85.2 22.1 84.9
Labour earnings increased >=20% 11.2 15.3 52.7 423 120 7.6 115
No event 445 74.6 7.2 0.0 2.8 70.3 3.6
All 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Labour status events (head)
Stablein labour market 56.8 97.0 724 77.0 89.5 86.9 70.1
Less hours work (f-t to p-t) 0.0 0.0 0.8 0.0 04 05 0.0
Losejob (f-t to unemployment) 39 0.0 0.5 50 0.9 25 0.0
Retirement (f-t to retirement) 4.6 0.0 0.2 0.0 12 33 0.0
More hours work (p-t to f-t) 1.9 0.0 14 0.0 13 05 59
Gain job (unemployment to f-t) 55 30 21.0 18.0 4.3 31 24.0
Gain job (retirement to f-t) 17 0.0 0.3 0.0 0.0 0.2 0.0
Gain job (unemployment to p-t) 155 0.0 2.8 0.0 17 0.5 0.0
Gain job (retirement to p-t) 15 0.0 0.3 0.0 0.5 0.3 0.0
Gain job (housework to f-t) 53 0.0 0.3 0.0 0.0 0.6 0.0
Retirement (housework to ret) 34 0.0 0.0 0.0 04 0.8 0.0
Retirement (other to ret) 0.0 0.0 0.0 0.0 0.0 0.8 0.0
All 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Non.labour income change
Begin pension benefit 21.2 25 13 0.0 4.1 20.0 0.0
Begin unemployment benefit 5.0 5.1 14 0.0 04 4.3 5.0
Begin other regular transfers 31 0.0 2.8 0.0 3.7 9.5 36
0.0
Increase capital income 0.0 0.0 0.0 0.0 0.0 0.7 0.0
Increase pension income 11.7 5.7 25 0.0 8.8 224 0.0
Increase unemployment income 0.0 25 1.0 0.0 24 16 0.0
Increase regular transfers 47 2.7 0.3 0.0 0.0 3.6 0.0
Other non-labour income change 0.0 30 39 0.0 0.8 16 0.0
No change in non-labour income 54.3 78.4 86.5 100.0 79.8 36.3 91.4
All 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Probability of event (all sample) 32 7.1 24.7 32 121 41.6 8.1
Probability (event | poor at t) 4.0 4.8 25.2 16 134 45.2 5.8
Probability (exit poverty | event) 534 27.1 51.8 36.5 61.7 32.3 14.1
Note: (1) Events refer to changes between moment t-1 and t (a year later). Demographic transitions refer to changes in the number of household

members of the type referred while all other number of members is constant. Other reduction (increase) in members includes those cases in
which more than one type of members changes (this may mean only that children transit to adults or adults to elderly). Head labour status events
are selected on the basis of an estimation of the effect of each possible event (out of 30) on the probability of a household transiting out of
poverty. The events presented are those which have alarger effect on this probability, all other events are considered as “stability in the labour
market”. (2) Poverty exits refer to changes in poverty status of the household between t-1 and t. Sample is restricted to households observed at t-
1 and t weighted for attrition between these two moments in time. Total weighted sample of households exiting poverty is 1,980 observations.
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The total sample of households found por at t-1 amounts to 4,855 observations and when we analyse the whose sample of households the
sample amounts to 27,709 households, Poverty is defined as household income below 60% median household income each quarter.

Table 7. Ocurrenceof trigger eventsand their effect on household chancesto leave poverty.
(All'households)

Event occurred betweent-1 and t Probability of event | Probability Probability
(al sample) (event |poor att) | (exit poverty | event)

Demographic events

Child-ren leaves 0.8 13 430
Adult leaves or dies 49 47 535
Elderly leaves or dies 14 13 51.0
Other reduction in members 11 14 56.1
Labour market events

Gain 1+ worker 141 264 66.8
Labour earnings increased >=20% 14.7 16.8 58.2
Labour status events (head)

Retirement (f-t to retirement) 16 13 55.1
More hourswork (p-t to f-t) 05 13 334
Gain job (unemployment to f-t) 22 70 57.3
Gain job (unemployment to p-t) 08 13 67.0
Non-labour income change

Begin pension benefit 5.3 71 554
Begin unemployment benefit 20 15 713
Begin other regular transfers 24 44 489
Increase pension income 45 6.6 70.9
Increase unemployment income 06 14 439
Increase regular transfers 04 10 69.7
Househol ds (weighted) 27,735 4,855 1,980

Note: (1) Events refer to changes between moment t-1 and t (a year later). Demographic transitions refer to changesin the
number of household members of the type referred while al other number of members is constant. Other reduction
(increase) in members includes those cases in which more than one type of members changes (this may mean only that
children transit to adults or adults to elderly). Head labour status events are selected on the basis of an estimation of the
effect of each possible event (out of 30) on the probability of a household transiting out of poverty. The events presented
are those which have alarger effect on this probability, all other events are considered as “ stability in the labour market”.

(2) Poverty exits refer to changes in poverty status of the household between t-1 and t. Sampleis restricted to households
observed at t-1 and t weighted for attrition between these two moments in time. Poverty is defined as household income
bel ow 60% median household income each quarter.

(3) When labour earnings increase more than 20% the number of workers in the household remains unchanged.

(4) Increases in pension, unemployment and regular transfers incomes include increases over 35 percent between t-1 and t
in order to eleminate all short term unimportant income fluctuations.



Table 8. Ocurrence of trigger evertsand their effect on household chancesto leave poverty.
Households with and without children.

Households with children Households without children

Event occurred betweent-1 andt | Prob. event | P(event | P(exit poverty | Prob.event P(event | P(exit poverty

(al sample) | poor at t) | event) (al sample) | poor att) | |event)
Demographic events
Child-ren leaves 17 22 43.0 -- -- --
Adult leaves or dies 35 45 47.9 6.2 49 60.1
Elderly leaves or dies 1.0 11 337 19 17 65.2
Other reduction in members 16 19 52.6 0.6 0.8 67.9
Labour market events
Gain 1+ worker 175 317 61.7 111 195 77.4
Labour earnings increased >=20% 19.0 227 56.3 10.8 9.1 64.3
Labour status events (head)
Retirement (f-t to retirement) 1.0 0.9 323 2.2 18 69.0
More hours work (p-t to f-t) 0.7 17 26.5 04 0.9 50.7
Gain job (unemployment to f-t) 3.6 10.7 52.0 0.9 23 894
Gain job (unemployment to p-t) 0.7 0.9 60.2 0.9 19 714
Non-labour income change
Begin pension benefit 36 52 457 6.8 94 62.3
Begin unemployment benefit 13 1.0 59.5 2.6 21 789
Begin other regular transfers 25 4.9 40.8 2.2 37 62.7
Increase pension income 22 34 58.6 6.6 22 75.9
Increase unemployment income 0.8 16 41.2 0.5 0.8 49.9
Increase regular transfers 0.1 0.1 100 0.6 0.1 68.2
Households (weighted) 13,384 2,735 1,066 14,352 2,121 914

Note: (1) Events refer to changes between moment t-1 and t (ayear later). Demographic transitions refer to changes in the number of
household members of the type referred while all other number of members is constant. Other reduction (increase) in members
includes those cases in which more than one type of members changes (this may mean only that children transit to adults or adults to
elderly). Head labour status events are selected on the basis of an estimation of the effect of each possible event (out of 30) on the
probability of a household transiting out of poverty. The events presented are those which have alarger effect on this probability, al
other events are considered as “ stability in the labour market”.

(2) Poverty exits refer to changes in poverty status of the household between t-1 and t. Sample is restricted to households observed at
t-1 and t weighted for attrition between these two moments in time. Poverty is defined as household income below 60% median
household income each quarter.

(3) When labour earnings increase more than 20% the number of workersin the household remains unchanged.

(4) Increases in pension, unemployment and regular transfers incomes include increases over 35 percent between t-1 and t in order to
eleminate al short term unimportant income fluctuations.
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