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Government policy of reducing transfer payments -drastically
is based on arguments of strong preference for leisure by the
beneficiaries. Since this has direct bearing on working poverty,
empirical evidence on the relationship between the incidence of
working poverty and transfer payments in Canada is presented in
the paper. Different categories of working poor are considered
separately and determinants identified. Impact of unemployment
benefits and other transfer payments on working poverty |is
examined holding other factors constant. Our findings suggest
that cuts in transfer payments are likely to impose considerable
social costs in terms of raising the incidence of working poverty
in Canada.
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Tranater Paynenta and Other Daterminante of Working Poverty

in Canada, 1971-9Q

The government of Canada froze federal transfer payments for
the years 1990, 1991 and 1992. [t was preceded by indexation of
transter payments to the increase {in GNP less three percentage
points in the 1989 budget. All this indicates a sharp decline in
the ‘Treal transfer payments in the economy. There have been
sharéer cuts in the unemployment benefits, employment programmes,
and qublic expenditure on health and education. (Sea, Ken
Battle, 1992). The impact of all these policy changes-aon the
poor. is of critical importance for policy makers. There 1is a
cont#oversy on the 1likely effects of reduction 1{in transfer
payments on the poor. Danziger et al. (1981) argue that while
direct effect of 1increasing transfer incomes is to reduce the
poverty rate, the indirect effect on their work effort tends to
reduce their earned income substantially. Plotnick (1984), Jones
(1984) and Burtless (1986) also indicate similar kind of effect
of transfer payments on poverty. It is argued that if transfer
incomes are reduced. hours worked by the zeneficiaries wouild have
significantly increased. Murray (1884) gces to the extent of
arguing that the welfare system might be a cause rather than a
cure for poverty. There is a widespread feeling that the welfare
system is abused by beneficiaries who are able to work but choose

to work less. If such preferences betweern {ncome and lefisure do

exist, it {s expected that a decrease in transfer income -



particutarly the unemployment benefits, other things remaining
the same, would lead to a decrease in the number of working poor
in the sconomy. On the other hand, the general belief is that
transfer incomes directly benefit the poor, particularly
alleviating poverty of the working poor. A reduction in
unemployment benefits or other transfer incomes is, therefore,
expected to increase the number of working poor in the economy.
The question is ultimately empirical in nature.

In the present paper, we propos? to investigate the

relationship empirically by identifyingf the determinants of
working poverty in Canada over two decades, 1971-1890. Je begin
by discussing briefly the concept and 'measurement of working
poverty (Section 11) followed by identification of possible
determinants of different categories ofvuorking poor in Canada
(Section I110), Results of ¢the empirical exercise are then

presented (Section V), Implications of our findings for

policies are discussed in the concluding part (Section V).

11. Concept and Measurement of Working Poverty:

Poverty in an economically developed country like Canada is
dimensionally 3 very different concept as compared to the poverty
in a less developed country. While 1in the latter case, absolute
poverty measures are more relevant, in the former case the
concept of relative poverty only can be meaningful. Howevar,
issuses involved 1in the measurement of relative poverty,

particularly the ones retated to the tastes and preferences of



people, make the estimates more subjective. Moreover, when we
consider measuring working poverty, complications get compounded
by the additional dimension of "work™ in the concept. As a
result, consensus on a definition or a measure of the working
poverty among the schotars working on the subject is not only
difficult but almost impossible to achieve. This {s particularly
so because the estimates are highly sensitive to the definition
adopted (See Evans and Chawla, 13850).

Apart from the practical problems in arriving at a generally
gcceptable definition for measuring the phenomenon, the 'concept
of working poor is intuitively appealing and too relevant for the
policy makers to ignore. It points to the extent of failure of
&he working of the economic organization of the country to ensure
3 decent living standard to the household of a worker. Ross and
Shillington (1889) preferred a conservativse definition by
considering only full time work of the family (of 49 weeks in a
year) in order to "test the validity of the common assertion that
in any industrialized economy any hcusehold that puts in a full
year of employment is wunlikely to be poor.” This certainly
captures 3n important dimension of the failure of the working of
the economic system. But it ignores the other equally important
dimension of the failure of the system in not being able to
provide gainful employment to the extent it is desired. A peoerson
who fails to get full time employment and who has to accept part-
time work or remain unemployed may not be i{n a position to afford

? decent living standard to his/her household. such cases should



also be considered in our definition of working poor. Thus, we
need a concept which equates work with labour supply rathsr than
employvment per se. Moreover, it should consider household rather
than individual as unit.

There have been few studies dealing with temporal behaviour
and empirical models on working poverty in Canada. On the other
hand, it 1{is possible to construct a fairly long ¢time series
estimates of working poverty from the low income statistics
available from the annual publication of the Statistics Canada
(Cat.% 13-207) entitled "lIncome Distribution By Size." These
data are not intended to focus upon specific issues o{ working
poverty or labour market related hardships. As a result, the
reported data in the publication are not in complete confirmity
with our requirements. For igstance, the published data do not
contain cross-classified statistics of low income ‘working heads
of households' by age, sex, level of education, number of
earners, etc. This prevents us from excluding certain categories
of people like the households heads above 65 years of age,
students and others whose problems of poverty are not related
directly with the labour market.

The major problem in using these low income statistics from
the Statistics Canada is that the definition of low income keeps
changing over time. Thus, the measuring rod of poverty itself
changes as the base for the low income cut-offs (LICO) keeps

1

changing every 8 to 9 years. ' According to the 1961 definition,

households spending more than 70 per cent of their {income on



basic necessities of food, clothing and shelter are defined to be
poor (low income). The cut-off changed to 62 per cent i{in 1969,
58.5 poer cent in 1878, and 56.2 per cent in 1986. For a given
year, such changes {n the base would result {in substantial
differences in the estimated number of the poor households in the
economy. Although such periodic changes in the LICO might be
justified on other considerations like increasing per capita
income, declining average proportion of income spent on basic
necessities, declining average size of the households in the
country, etc., they create the problems of temporal comparability
and consistency of the data on poverty. Estimates of poverty
proportions based on the same set of LICO over a long p;riod of
time are very usseful for examining the impact of various macro
levet wvariables on the phenomenon. Fortunately, a fairly long
time series on poverty data from 1973 to 1889 is available for
the same 1868 base. We adjusted the data for the years - 1971,
1872 and 1990 for the 13968 base with the help of appropriate
assumptions.'z

The estimates of low income by ©Statistics Canada are
reported by employment status and length of work done by the head
of the households. Moreover, it provides dats sepsrately for two

groups viz., family and unattached irxdividual's.'3

The incidencs
of working poverty can, therefore, be estimated from these

Statistics Canada data according to the following six categories:

A, Poverty among families whose heads are {in the labour

force."
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B. Foverty among families whose heads are full time workers.

C. Poverty among families whose heads are part-time uorkera.'°

D. Foverty among wunattached individuals who are {in the labour
force.

E. Poverty among wunattached 1individuals who are full-time
workers.,

F. Poverty among, unattached individuals who are part-tims
workers.

The estimates of working poverty by ?ll these six categories in

Canada over the period 1971-90 are p&esented in Tables 1 and 2.

-

The incidence of poverty in.different categories is obtained as
percentage of total families or unsattached individuals as the

case may be in the respective categoﬁies.
( Tables 1 and 2 around here 1

1t can be seen from the tables that there were 511,000
working poor families in Canada in 1971, This number fell to its
lowest at 339,000 in 1978 and again rose to 411,000 in the year
1880. The number of unattached persons who had at least some
attachment with the labour market and were still living below the
poverty line was 386,000 in 1971, which remained almost the same
in absolute terms around 1990, with significant amount of
fluctuations in between these two years. Thus the estimated
number of working poor hocuseholds {in Canada has declined from

896,000 to 831,000 during the span of twenty years. Working



poverty has alseo mitigated in percentage terms during the period.
Incidence of working poverty among families and unattached
individuals tell from 10% to 5.8% and 22.3% to 13.45%
respactively during 1971-90. But it is important to note,
however, that the observed decline in working poverty is neither
substantfal nor consistent. The year to year fluctuations are
very large and do not provide any guide to a predictable trend.
Extent of invélvement of the head in the labour market would
naturally affect tbe chances of a family being poor. The datsa

(Table-2) do confl}m this. The probability of a family being
|

!
working poor is three to four times higher if it is headed by the

part time worker than it 1is headed by the full-year, full-time
worker. The inciéence of working poverty has declined among both
|
kinds of households, irrespective of whether they were haaded by
the part-time or full-time workers. But the decline 1is sharper
among the latter group. The highest incidence of poverty was
observed among the group of unattached individuals working for
the part-time. Around early seventiss, every sacond person of
this ¢group was poor. After this, however, the situation appears
to have improved, as around 1920, one out of every three persons
of that ¢group was found to be poor. ln our opinion, poverty
among unattached individuals need not cause great concern, since
in majority of the cases the problem is either of a fairly
temporary nature or related with the life-cycle. About 35-40% of

unattached persons are either below 24 years of age or are above

70 years and usually do not have very strong attachment to the



labour market. (See, Statistics Canada, Income Distribution By
S{ze). Infact a very high proportion of them, nearly 35-40%,
work only between 1 to 9 weeks per year. Majority of them are
either students or retired single persons and quite often work at
the minimum wage or below the minimum wage. Remaining people in
this group consist of never married or divorced individuals
without children and their poverty should certainly cause some
éoncern to the policy makers because, unlike families, such

|
working unattached persons are not entitled to certain benefits

|
/of income supplementation. (See, NCW, 1991.)

“HLL. nan f W v Cana
A fairly long time series of consistent and comparable data
set on working poverty in Canada can help provide useful insights
into the likely impact of <certain policy variables. With 20
observations, it is possiblie to hold several critical factors
constant in order to examine the direction and magnitude of the
relationship between the phenominon of working poverty and the
government policy on transfer incomes. Our methodology consists
in first identifying those influential factors which can be
separated directly by considering thé disaggregated data on
poverty from the same source of information, i.e. Stat.Can. Cat.#
13-207. In the next step, we consider working poverty within
such categnries separately and try to identify most important
determinants in sach category. We wuse the multiple regression

technique for the purpose,. {t also enables wus to hold other



determinants  constant while examining the relationship between
two given variables.

As we have already discussed in the previous section,
working poverty rates are separately obtained for fsmily heads
and unattached persons. Within each of these categories, length
of employment 1is an important factor determining the phenomenon
of working poverty. Since {t is possible to obtain poverty rates
separately among those who are full time full year workers and
those who are paré time workers, we can consider determinants of
the working poverty within each of these categories. It is
intersting to note that incidence of poverty among familief whose
heads are in the labour force (Variable A) is determined at the
first Llevel by the incidence of poverty among families whose
heads are full time workers (Variable B), and by the incidence of
poverty among families whose heads are part time workers
(Variable C). The same type of relationship holds for the
unattached individvuals, i.e. Variable D being determined at the
first level by Variables E and F as defined above in section II.
The two regressions corrected for first order autocorrelation by
Cochrane-Orcutt msthod are obtained as:

1) A = 1.53 + 0.3060 B + 0.2307 C
t-values: (1.66) 1.9 " (3.18 "
R? betwsen obsarved and predicted values = 0.8572

Runs Test : 12 runs, 10 positive, 10 negative;
N Stat. = 0.4585

VIKRAM SARABMHAI LIBRARY
NOLAN INSIHITUIE OF MANAGEMEN.
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2) D - 4,51 + 0.5118 E + 0.2490 F
t-valuest (1.52) (2.50»" (2.a2)"

R between observed and predicted values = 00,7534
Rung Test: 11 runs, 10 positive, 10 negative;
N Stat. = 0.00

(Note: ¥ Significant at 5% level; ¥» Significant at 10% level)

It can be seen from our first step in the methodology that
rates of working poverty among full time and part time workers
individually as Qell as Jjointly provide a very significant
explanation for the Qartation in the rates of working poverty
among those in the labour forcs. In terms of magnituda, it may
be observed that a one percentage point increase in the‘poverty
rate among full time workers leads ¢to a larger increase in
variables A and D than in the poverty rate among part time
workers., It implies that {incidence of poverty among those
connected with labour market in Canada is more affected by the
incidence of poverty among the full time workers than among the
part time workers.

In our second step, we need to first identify possible
determinants of the incidence of poverty among the family heads
and wunattached individuals who are full time or part time
workers. Since our primary objective is to examine the impact of
government policy regarding transfer incomes, we consider it as
3an important determinant. Transfer payments in Canada include

Tt is

various types of welfare payments to different groups.
necessary to disaggregate it into unemployment insurance benefits

(UI1B) and other transfer payments (OTP) because the government

10



policy trenda of late In Canada seem to move towards complete
withdraw! of the Federal! government from UIB while some
restructuring and reduction in OTP. Both these policy variables
are likely to have directionally similar impact on the work
effort of the beneficlaries. As discussed in the beginning of
the present paper, if the UIB and OTP have net adverse effects on
the work effort of the beneficliaries, they shoutld be positively
related with the incidence of working poverty, other things
‘remaining the same. We now turn to identify these other factors,

The 1incidence of poverty among families and unattached
persons is closely 1linked with the overall macroktconomic
environment in the country as well 3s some specific socio-
cultural factors relevant for the concerned catagory. The most
appropriate indicators for the macroeconomic environment relevant
for the incidence of poverty in our opinion are the overall
unemployment rate (UR) in the system, the growth rate of real GDP
(GGDP) and share of the tertiary sector in total employment in
the economy (TSE). When the relationship between incidence of
working poverty and UIB and OTR is investigated, it is necessary
to hold the overall unemployment rate (UR) in the system constant
because if UR changes, UIB is 1likely to change in practice. The
government policy intervention in terms of UIB would, therefore,
acquire meaning only when UIB changes at a given level of UR in
the economy. As far as the effect of UR on the incidence of
working poverty is concerned, it is possible to think about both

types of relationship. High UR implies downward pressure on the

11



the wage rate and 1is likely to depress incomes of the people
either by making them completely jobless or by converting full
time workers into part time workers. In both these cases, high
UR 1Is likely to be posifivaly associated with the incidence of
working poverty. On the other hand, it is possible that creation
of low-paying jobs resulting in the reduction of UR may lead to
an increase in the number of working poor by shifting some non-
working poor to the working poor category.

The other macrosconomic environment factor retevant fo# our
study is the growth rate of real GDP (GGDP). Again, ther; are
hypotheses for both types of relationship with the 1ncid9n£e of
working poverty. The trickle down theory would suggest that
higher GGDP would 1ead to increased real earnings and upward
pressure on the wages ultimately reducing the poverty rate émong
those connected with labour market,. However, some empirical
evidences suggest that the contrary might happen too. If with
the overall growth wage dispersion in the system increases, it

may not lead to reduction in working poverty (See, Sawhill,

1988). As Levy and Michael (19886) argue, growth in
industrialized nations is usually accompanied by ‘wage
poliarization’ problem. Bluestone and Bennett (1988) find a U-

shaped relationship between economic growth and growth of low
paying jobs. Thus, the nature of the relationship between GGDP
and working povery depends on what types of forces - trickling

down or polarizing - are dominant in the system.
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A very related wmacroeconomic phenomenon to the overall
growth and unemployment in the system is the employment structure
which is also likely to have considerable effect on the working
poverty 1In the economy. Over the years the employment structure
in Canada has moved in favour of the tertiary sector. The modern
tertiary sector jobs require high degree of skills and hence have
high wages. Whereas, the traditional tertiary sector jobs offer
lower wages stnce' their skill requirements 3re also not very
high. The l%tter category includes uncontracted and informal
jobs. Even dn the modern sector, growth of part-time 3jobs can
lead to lowsr earnings per worker. Faster growth of the t;rtiary
sector might have led to the retative growth of part-time and
uncontracted ijobs in Canada. We hypothesize, therefore, that
proportion of employment in this sector is positively associated
with the problem of working poverty.

From the socio-cultural factors which are likely to affect
the incidence of working poverty, education and work
participation in our opinion are more important. The proportion
of multi-earner families (MEF) is <clearly a relevant factor
determining the incidence of working poverty among families.
Studises have found that the probability of being working poor |is
less, the higher the number of earners in a3 family (See NCW,
1981; Ross and Shillington, 1889). This, however, is not a
factor for the case of unattached individuals.

Education as a factor can be considered through the

enrollment rate in the post-secondary education (PSE). We may

13



measure (it a8 a8 ratio of +total enrolilment in post secondary
education to people in the age group 15-24 years. This variable
is likely to be positively retated to the incidence of working
poverty among all the categories considered here. Students
constitute a large fraction of the unattached individuals and
majority of them are doing one or the other kind of part time
work to support thelir education. Some of them, however, may be
part-time students and fu#l time workers. Some may be staying in
the family and studying.; Those who are working may be getting
low wages dus to their lack of experience or desired
qualifications. They may have to continue ¢to work in the same
way until they obtain ]necessary qualification and experiencs.
Since post secondary eduéation is an expensive proposition, they
may have to live in poverty at ieast temporarily. A
complementary measure of the importance of education in the
society is to consider per capita real! expenditure on education
(I“EE).'5 The higher PEE are expected to contribute positivaly to
the productivity and income of the people in future. It is thus
an investment. However, since they are considered a part of the
current consumption expenditure for the accounting purpose, PEE
is likely to be positively related with the incidence of working

poor. Time series data on all these variables are presented in

Appendix_Table below,
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IV, Enpirical Resulta!

We are considering simple multivariate single egquation
regression models for the different categories ot working poor
mentioned above. (Section 1l1). The basic models for the poverty
rates among the three categories of family heads would iInclude
the same set of explanatory variables. Similarly, the set of
explanatory variables for the poverty rgtes among three
categories of wunattached individuals remains the same as shown

belowt

|

The Basic Model of Determinants of working’PoveLy in Cahada

Dependent Independent Variables Considered

'

Variables
(1) A,B,C uis, OTP, UR, GGDP, TSE, ?SE, PEE, MEF
tii)> D,E,F uis, OTP, UR, GGDP, TSE, PSE, PEE.
where A,B and C are poverty rates among family heads who are
respectively in the labour force, full-time workers and part-time
workers;
D,E and F are poverty rates among unattached individuals who are
respectively in the labour force, full-time workers and part-time
workers.

UIB is unemploymant insurance benefits;

OTP is other transfer payments;

UR is unemployment rate;

GGDP is growth rate of gross domestic product

TSE is share of tertiary sector in total employment;

PSE is rate of post secondary enrollment

15



PEE is per capita real expenditure on educationg
MEF is proportion of multi{-earner families.

These regressions are based on time series of annual data

from 1971 to 1890 for the Canadian economy. Therefore, they
usually suffer from the problem of serial correlation. We have
taken care of this problem by estimating the regressions

correcting for first order autocorrelation through Cochrane-
Orcutt method. The reported R-Square is, therefore, betweén the
observed and pradictad values of the dependent variable. We need
to consider the fact that our sample observations are limited
only to 20. The cost of considering more number of explénatory
variables 1in terms of reduced degrees of freedom is, therefore,
substantial. In order to enhance confidence and rellability of
our estimates without sacrificing the overall explanatory power
significantly, we have dropped statistically most insignificant
variables from the equation. Table 3 presents the most
scceptable estimates of regression equations considered for the

abovementioned six categories of working poverty in Canada.

{ Table 3 around here 1

Table 3 shows that, for each category of the working poverty, we
have bsen able to identify the determinants achieving a very high
degree of explanatory power. The explanatory power of our models
has been considerably higher in the case of working poverty Among

the families than the unattached individuals and among full time

16



workers than the part time workers. It can also be seen from our
results that the coefficients of different independent variables
show remarkable stability when the statistically insignificant
variables are dropped from the regression on the same dependent
variable. In fact, the first regression with the given depaendsent
variables like A.B.....F (i.e. the odd numbered regressions in
the table) incorporates all possible determinants so as to
provide an estimate of the maximum explanatory power of our model
fbr; the dependent variable. The second regression on the same
deandant variables (i.e. the even numbered regressions) contains
only the most relevant set of determinants for the cafggory of
wo{king poverty in question so as to ensure that the goodness of
fié (F-Statistics), adjusted r-square and t-values of slope
coefficients are optimized. The stability of the slope
coefficients |is, therefore, reassuring of the lack of major
econometric problems in our results. In our most acceptable
regression equations for each category of working poor (i.e. the
even numbered regressions reported in the Table 3), most of the
slope coefficients are statistically significant as can be ssen

from their t-values. We may, therefore, use this set of

regressions for drawing implications and conclusions,

V. laplications of Qur Results:
Our exercise has clearly shown that the set of most relevant
determinants varies for different categories of working poor.

Disaggregated set of data would, therefore, provide very valuable

17



ins{ghts into the phenomenon., Other transfer payments (OTP) is
the only variable appearing in 8ll our chosen regressions. Its
slope coefficient s consistently negative and statistically
significant in all cases except the case of working poverty among
family heads in the labour force (Variable A). lts magnitude is
numerically much higher in the <c¢sse of wunattached individuals
than the family heads; and for the part-timers than the full-time
workers. Ve can éee that, other things remaining the same, an
increase of ¢ 100 p.a. per capita on OTR would 1lead to a
reduction of poverty rate by 0.7 and 2.4 percentage points
respectively among the family heads who are full-time workers and
the ones who are part-time workers; and by 2.6 and 7.3 percentage
points respectively among the wunattached 1individuals who are
full-time workers and the ones who are part-time workers,
Similarly, the slope coefficient of the unemployment insurancs
benefits (UIBR) in all the regressions except the last one
(Variable D) turns out to be negative and statistically
significant. In terms of magnitude of the coefficient, the UIB
appears to be much more important to the family heads who are
full-time workers s compared to the wunattached individuals who
are full-time workers. However, among the part-timers, UIB sgams
to be more important to the unattached individuals than to the
families for reducing their poverty.

In any case, our results categorically reject the hypothesis
of a positive relationship between the transfer payments (UIB &

OTP)» and incidence of working poverty. This implies that there

18



is not sufficient evidence at macro tlevel to support the
hypothesis of strong preference of the poor in favour of leisure.
Any policy changes based on the arguments that *"hours worked by
the beneficliari{es would significantly 1{increase {f transfer
incomes are reduced’ needs re-examination. When one 1is
examining the impact of the poticy of transfer payments on work
effort or poverty, other factors tike overall unemployment rate,
growth rate or education, etc. should be held constant as we have
done in our exercise. If this is not done, the conclusions are
likely to be misleading because 'the estimates would not reflect
the true magnitude or sometimes even the sign of the partl;l rate
of change in the concerned variables.

Our results in Table 3 also reveal that overall unemployment
rate (UR) is a relevant factor for the poverty among families and
not among the unattached individuals. Moreover, UR is positively
related to the working poverty in Canada. A one percentage point
increase in UR, other things remaining the same, would lead to
0.55 and 1.16 percentage points increase in the poverty rates
among respectively the full time working head of the families and
the part-time working head of the families. Thus, the impact of
increased unemployment on the poverty among part-timers is more
than double the one among the full-time workers,. This is
expected because increased unemployment rate exerts downward
pressure on the wages and depraess people’s income by rendering

them jobless or part-time workers from full-time workers.
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The role of the growth of real GDP (GGDP) and the share of
tertiary sector in total employment (TSE) in determining working
poverty in Canada also comes out clearly from Table 3. The slope
coefficients for both are positive in all cases and turn out to
be higher for the poverty rate among the part-timere than among
the full-time workers. Thus, we can say that Canada experienced
immiserizing growth during 1871-80. Our findings corroborate the
arguments of Sawhill (1988) and Levy and Michael (1986). Canada,
like other industrialized countries, seems to have experienced

the problem of ‘wage potarization® and growth of tertiary

employment in low paid Jjobs during the seventies and the
eighties. The ‘trickling down effects’® do not seesm to be
operating efficiently in Canada. This per se calls forth

interventionist approach at lsast to alleviate the poverty and
correct mal-distribution of income in the country. One effective
way to intervene is by providing education and training
opportunities to the labour. However, as our findings in Table 3
suggests, this could at best be a3 long run solution. In the
short run, increased enrollment {in post-secondary education (PSE)
or an 1increased per capita real expenditure on education (PEE)
would lead to an increase in the poverty rate among both families
and wunattached 1individuals who are full-time or part-time
workers, However, the poverty rates among family heads and
unattached individuals who are in the labour force are negatively
and statistically significantly related to the per capita real

expenditure on education. This could be on account of the
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unemployed leaving the labour market to join studies if some
financial assistance is available. In the short run, therefore,
an increase in public expenditure on education can provide some
relief to the poor.

We conclude by summarizing our main argument that transfer
payments are not necessarily a wasteful expenditure. 1t has been
argued and has sﬁmehow found favour with the Canadian government
in the recent pas@ that transfer payments need to bé cut
drastically in order to encourage people to put in more w%rk 50
as to be self-reliant and independent. In the procesé, the
impact of such a policy on poverty, particularly working poyerty,
was considerably underplayed. It is high time that the policy
makers in Canada recognize the adverse impact of such polidies on
the poor. The policy of reducing transfer payments may have its
own benefits, but it also has significant costs. It is for the

government to consider whether the benefits of such policies

ocutweigh the costs they impose on the society.
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FOOT-NOTES

L.

The Statistics Canada has been conducting the Survey of
Consumer Finances (SCF) on a periodical basis between 1951
and 1971 and annually since 1971, A sample representing
virtually all private households in Csnada is taken and the
results are published 1{in the yearly publication "Income
Distribution by Size." It devotes separate section on the
low income statistics. The procedure for determining thse low
income cut-offs can be outlined as follows: (a) The overall
proportion of income spent on food, clothing and shelter (A)
from the most recent ‘Family Expenditure’ data is
determined. (b) add 20% to this proportion (i.e. A+20%). (¢)
Estimate income levels (according to family size and size of
area of residence) from family expenditure data, where
expenditure on food, shelter and <clothing is (A + 20%) of
income. There are 35 cut-off lines produced to suit the
varied size of the family and extent of urbanisation. These
cut-offs change periodically and create the problem of
comparability.

For the years 1971 and 1872, Statistics Canads data on
poverty rates are available only at 1961 base. Similarly,
for the year 1990 the data are available with 1978 and 1986

base only. Since data with 1961 base are available for 1973/

for which alternative set of estimates are also available at
1968 base, we have derived the ‘comparable estimate® for the
year 18971 and 1872 at 1968 base, assuming the same annual
rates of «change 1in the poverty rates implied by the

alternative sets of data. Similarly for the year 1989
estimates of poverty rates were available both at 1369 base
and at 1986 base, Hence we made the same assumption of

proportionality to derive the estimates for 1890.

Statistics Canada defines family as a group of individusals
sharing a common dwelling wunit and related by blood,
marriage or adoption. Thus all relatives living together at
the time of survey are considered to comprise one family,
whatever the degree of family relationship. This definition
of family 1is referred to as the "economic family". It
defines unattached individual a3s a3 person living alone or in
3 household where he/she is not related to other household
members. ©9.g. hostels.

Labour Force {includes employed as well as unémployad
persons. MHead of the family is husband in case of married
couples, parent in case of lone parent family with unmarried
children, eldest 1in the family where the relationships are
other than husband-wife or parent-child.
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Futll time worker here is a full year full-time worker who
worked mostly 30 or more hours per week for 49 to 52 weeks
in the reference year.

Part time worker is a person who worked mostly 289 or less
hours per week for 48 to 52 weeks or worked less than 49
weeks in the reference year.

Transfer payments in Canada <can be classified intoe five
major groups: (a) age related - old age security, guaranteed
income supplement and spouse’s 3llowance: (b) employment
related - Canada snd Quebec Pension plans, Unemployment
Insurance, Manpower training, allowances and workers’
compensation; (¢c) family related - Family Allowance and
refundable Child Tax Credit; (d) means tested - refundable
federal sales tax and provincial ¢tax «credits, social
assistance and (e) other - pensions to the blind, disabled
and veterans,

Expenditure on education includes both public and private
expenditures. The real expenditures are obtained by
deflating the current per capita expenditures by price index
of education with base of 1986. This price index is a
component of the consumer price index.
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Table | : Estimates of Poor And Vorking Poor {n Consds - |971-%
(As Per 1969 LICO Base)

.....................................................................

Year NFHLF  PFHLF  NUPLF  PUPLF  NFMLF NUPLF  TPUPH
(in (in ) (in (in %) as ¥ as¥ of {in "000}
‘000)  (A) *000) n of TPF  TPUP

....................................................................

151 511 10.0 388 22,30  55.40  39.30 2209
1972 408 7.9 n 20.20  50.40  38.50 1837
1973 ASS 8.7 A14 21.70 53,40 33.00 1996
1874 356 8.5 391 18.90  47.60  30.80 1543

1975 381 6.8 382 17.890 46.80 26.B0 1702
1978 310 6.4 311 16,70  46.40  28.60 1626
1977 364 6.2 3n 16.10 44,50 25,90 1536
1978 339 5.7 AN 17.80 420 29.9%0 1537
1879 397 6.6 359 14,30  50.50 268.70 1689

1980 390 8.4 437 16.60  53.10 3440 1797
1981 318 5.9 366 14,40 50.00 32.%0 1635
1982 453 8.9 432 16,20 53.30  36.60 2026
1983 508 1.7 486 18.40  55.60  37.50 2259
1984 518 1.1 510 18.80  52.90 4130 2290
1985 ABA 1.2 470 16.90  54.00  40.80 2134
1986 454 6.7 491 16.90  54.40 4480 2008
1967 405 5.9 512 16.90  51.10 A5.40 1884
1988 343 4.9 535 17.20 45,30 45,40 1657
1989 7 4.9 387 12.40  50.60 36.90 1547
1930 ALl 5.8 420 13.45  53.13  35.49 1830

Note: NFHLF =  No., of working poor Families whose Head is in the
Labour Force

PFHLF = Incidence of working Poverty among Fasilies whose
tead is in the Labour Force, i.e. Variable A
NUPLF = No.of working poer Unattached individuals in the

Labour Force
PUPLF = Incidence of working Poverty among Unattached
Persons who are in the Labour Force, i.e. Variable D

TPF .= Total Poor Families
TPUP =  Total Poor Unattached Persons
TPUPH = Total Persons staying in Working Poor Households
Source: 1. ®Income Distribution By Size®™ (Annual), Statistics
Canada, Ottava, Cat No.13-207.
2. Canadian Observer, 1991.
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Table 2: Ilncidence of Poverty by Work Status in Canada, 1971-99

Year  Poverty rate vhen Poverty rate vhen Percentage distribution of  Percentage distribution of
head is full time, head is part time poot families by work unattached poor by work
full year worker, vorker, among status of head status
among
Fasilies  Unatta- Fanilies  Unatta- Full Part Not Full Part Not

ched ched per- Tine Tine Vork- Tine Tine Vork-
Persons SONS Vorker  Vorker ing Vorket  Vorket ing
§:)] (B} ) (F}

3% 2) (K} (4) 5 ()] (n 8) (9) 10) (11)

1971 8.9 11.18 26.01 49.16 2.4 .4 6.1 10.4 4.0 65.6

1972 1.0 11.67 21.80 46.30 26.0 23.3 43.9 11.5 21.7 60.8

1973 5.7 11.30 21.80 AL10 29.0 26.8 .2 11.8 4.5 64.2

1974 4.3 6.00 16.10 38.50 25.6 25.9 48.5 8.1 21.8 66.1

1875 4.0 8.00 16.50 35.00 21.9 21.9 50.5 1.8 23.7 68.4

1976 3 6.20 16.30 32.90 21.1 28.4 50.5 6.5 25.1 88.4

1977 .7 .10 17.40 YA )] 2.4 25.6 52,0 1.9 2.7 67.5

1978 3.1 1.0 14.40 3410 18.9 23.5 56.5 7.8 23.2 89.2

1879 3.5 5.70 11.50 35.50 22.4 28.2 A8.4 1.3 26.3 66.4

1980 3.6 6.10 17.50 35.30 24,4 29.9 45.7 8.4 29.2 62.5

1981 3.0 5.3 16.20 32.80 21, 32.3 46.8 8.2 21.5 64.3

1882 3.3 5.70 15.90 36.20 20,0 32.0 48.0 8.4 32.4 59.2

1983 3.2 5.20 18.30 36.50 17.4 3.9 (YR 6.8 28.8 64.3

1984 3.6 5.70 17.50 37.40 19.2 31.3 49.5 1.8 35.0 $1.2

19895 3.2 5.10 18.10 38.80 18.1 33.1 A7.8 8.1 36.9 §5.0

1986 3.3 5.70 16.20 39.00 21.8 30.6 4.5 10.1 P R N

1987 2.6 5.40 17.10 40.40 18.6 3.0 AT 9.8 1.2 48.0

1988 2.0 5.70 16.00 38.60 15.4 31.5 53.1 10.2 38.3 5t.5

1989 2.8 3 13.00 30.80 21.8 29.1 49.0 .9 .t 58.0

1930 2.1 3.7 14.60 31.3% 20.8 3.7 42,5 9.8 3.t 56.3

Note : Estimates are as per 1969 LICO Base

Source: Same as Table 1.
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...............................................................................................................

Regression
Nusber and

Dependent
Varlable

..........................................................

ll
with
F-Stat,

Adjusted
¥ with

Degrees
of Free-

doa

---------------------------------------------------------------------------------------------------------------

...............................................................................................................

10. F

1. 0

-0.016 -0.007 0.529

-0.0t4

(-8.47)(-2.69) (4.11) (-0.38)

-0.016 -0.007 0.85¢
(-9.27)(-3.88) (7.95)

-0.040 -0.026 1.115
(-6.311(-3.02) (2.56)

-0.039 -0.024 1.158
(-8.63)(-4.84) (3.41)

-0.008 0.001 0.320
(-3.66) 10.30) (2.20)

-0.007
(-3.23)

0.003 0.232
(1.32) (3.12)

-0.006
(-1.50)

-0.028 -0.218
(-6.38)(-0.91)

-0.008
(-2.35)

-0.026 -
(-1.14)

-0.032
(-3.20}

-0.067 0.552
(-3.94)(0.60)

-0.047
(-3.48)

-0.073 -
(-5.32)

0.0000
(0.02)

-0.014 0.259
(-1.85) (0.63)

- -0.014 -
(-3.5h

0.522
(4.1

0.537
5.1

0.026
(0.63)

0.350
(.7

0.319
{4.88)

1.228
(4.,23)

1.314
(5.28)

0.551
14.33)

0.625
(6.60)

2.278
2.20)

2.08
(2.19)

0.408
(1.22)

0.466
(2.04)

2.310
(3.41)

1.806
(4.67)

1.007
(2.66)

8.310
(5.62)

1.226
(1.06)

1.923
(4.32)

PSE PEE  NEF
{n (8) (9)
0.78¢  0.003 -0.233
(6.53) (1.50) ¢-2.70)
0.796 0.003 -0.209
{9.06) (1.74) (-3.31
0.994 0.004 -0.068
(2.50) (0.64) (-0.24)

0.93% - -
(3.68)
0.033 -0.008 -0.35%
0.72) (-3.81) (-3.72)
- -0.010 -0.431
(-6.17) (-8.62)
0.578 o.011 -
{2.85) (2.78)
0.M1s o0.012 -
(5.30) (2.88)
1,595 0.019 -
(2.02) (1.19)
1.246 0.018 -
(2.4 (1.21)
0.358 -0.010 -
(1.03) (-1.49)
- -0.014 -
(-2.91)

-108.63
(-1.81)

-95.24
(-1.87)

1.84
(0.43)

9“0
(0.70)

-125.00
(-3.32)

0.9819
(74.59)

0.9816
(115.59)

0.9348
(19.7)

0.569
(8, 1)

0.973
(6,13)

0.8874
8,11)

0.9304 - 0,898

{26.96)

0.9515
(26.98)

0.98M7
(37.01)

0.94%0
(31.90)

0.9447
(37.01)

0.8149
(1.55)

0.8070
(9.06)

0.8689
(11.36)

0.8521
(21.60)

(6,13)

0.9265
(8,11)

0.9329
(6,13}

0.9194
(1,12

0.9205
(6,13)

0.7024
(1,12)

0.1172
(6,13)

0.6000
(7,12)

0.8264
(4,15)

For notations used, see the text (Section [!l).

All these are corrected for first order autocorrelation.
therefore, betveen the observed and predicted values of the dependent variables.
Figures in parentheses in Cols.2 to 10 are t-values, in Col.if are F-Statistics and in Col.12
are the degrees of freedom respectively of the numerator and denoainater of the F-Statistics.
The table t-values with 11,12,13 and 15 degrees of freedon at 5% level of significance are
tespectively 2,20, 2.18, 2.16 and 2.13 and at 13 level of significance are 3.11, 3.08, 3.01

(v)

and 2,95,

reported in coluan 11 is,

All F-Statistics reported hers are significant at 13 level of significance.



Data on Explanatory Variables - 1971 to 990

Appendix Table §

g of Faaltles

Year  Transfer Ui Other Expenditute  Unemploy- % of Grovth  Encollment

Incone Benefits  Transfer on sent Rate  Esploysent  of GDP  Rate in vith Tvo or

per Per Income Per  Education in 3 in Tertiary in$ Post BOT® GArNATS

capita Capita at  Capita at  Per Capita Sector Secondary out of ati

in ¢ at 1988 1986 at 1968 Education earning

1986 Prices in Prices in  Prices in ¢ in % fanilies

Prices ] ¢

(IR g (OTRD) (EEDP) (UR) {ETER) (6GDP)  (PSCE) (MERF)
() V3] (3) (4) = 2-3 (5) (68) ¥ (8) (9) uam
1971 1205 132 1073 1210 6.2 63.10 5.8 12.65 49.4
1972 13N 258 1113 1169 6.2 63.85 5.7 12.85 49.9
1973 1420 258 1165 1211 /5.5 63.95 1 13.08 51.60
1974 1561 A:] 1322 1236 5.9 64.%0 N 13.32 54,45
1875 1720 318 1404 1296 6.9 65.79 2.6 13.78 755,80
1976 1800 308 1491 1379 1.1 65.50 6.2 13.73 54.76
1977 1873 328 1545 1454 8.t 66.55 3.6 13.82 56.30
1978 1916 kT 1414 1383 ' 8.3 66.70 A6 13.7 $6.60
1979 1843 n 1566 1380 7.4 86.57 3.9 13.75 57.70
1980 1910 22 1638 1374 1.5 62.18 1.5 14,13 58.90
1880 1921 283 1658 1380 1.5 67.43 LN [4.088 58.90
1982 2160 416 1744 1375 11.0 69.35 -3.2 16.09 60.30
1983 2336 465 1871 1375 11.8 70,05 3.2 17.37 59.40
1984 2348 433 1915 1381 11.2 69.98 6.3 18.35 59.10
1985 2422 A3 1999 1430 10.5 70.56 4.8 18.95 60.40
1986 2439 415 2024 1462 9.5 70.88 3.3 19.56 61.00
1987 2464 389 2095 1457 6.8 71.03 4.2 20.18 63.60
1988 2538 384 2154 1485 1.8 70,686 5.0 20.96 65.10
1988 2517 385 2192 1478 .5 M.12 2.3 21.85 65.60
1990 2681 A4 2267 1500 8.1 2.5 -0.5 22.85 63.90
Note: Data In (1), (2) and (3) are at constant (1886) prices, deflated by consumer price {ndex.

Data in (4) are at constant (1986) prices, deflated by using consuser price inder for education.
Soutce: (1) For Coluan (2), (3), (4), (B), (8) See Canadian Observer, 1991.

(2) For (5), (7) Education in Canada, Annual

(3) For (10) See Income Distribution By Size, Annual.
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