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2. Poverty

Definition and measurement

Avoiding material hardship is a primary objec-
tive of social policy, sometimes made explicit
though a constitutional right to a decent
standard of living. However, perceptions of “a
decent standard of living” vary across countries
and over time. Hence no commonly agreed
measure of poverty across OECD countries
exists. As with income inequality, the starting
point for poverty measurement is equivalised
household disposable income provided
by national consultants (see “Definition and
measurement” under EQ1. Income inequality).
People are classified as poor when their equiva-
lised household income is less than half of the
median prevailing in each country. The use of a
relative income-threshold means that richer
countries have the higher poverty thresholds.
Higher poverty thresholds in richer countries
capture the notion that avoiding poverty means
an ability to access to the goods and services
that are regarded as “customary” in any given
county.

Poverty is considered in terms of the poverty rate
and poverty gap. The poverty rate is a headcount
of how many people fall below the poverty line.
The poverty gap measures the extent to which
the income of the poor falls below the poverty
line. The poverty gap is the mean aggregate
income shortfall relative to the poverty line.

The average OECD country poverty rate was 11% in
the mid-2000s (EQ2.1). There is considerable diversity
in country experiences. Poverty rates are around 15%
in Poland, Korea, Ireland and Japan, and 17-18% in
Mexico, Turkey, and the United States, while they are
below 6% in Denmark, Sweden and the Czech
Republic. Different thresholds change poverty rates
considerably. Based on a threshold set at 40% of
median income, the average OECD poverty rate falls to
around 6%. The average poverty rate rises to around
17% for a threshold of 60% of median income.

The OECD average poverty gap was 29% in the
mid-2000s (EQ2.1). The poverty gap is largest in
Mexico, the United States and Switzerland, with a
shortfall around 38%. At the lower end, in Finland,
Luxembourg, the Netherlands and Belgium, it hovers
around 20%.

Countries with higher poverty rates tend to have
higher poverty gaps. The two measurements have a
solid positive correlation of 0.60. Within this broad
tendency, there are some notable outliers. Poverty gaps
are well above OECD average, at 30% or more, in some
of the countries characterised by relatively low poverty
rates, such as Iceland and Switzerland in particular.
Equally, poverty gaps are below average for some
countries like Australia, Canada, Greece and Ireland
which have higher than OECD average poverty rates.

Poverty rates generally increased over the period
from mid-1980 to mid-2000s (EQ2.2). Rates fell for
eight countries and rose for 16 countries. The biggest
falls were registered in Belgium and Mexico, whereas
the other countries had small poverty declines of
around one percentage point or less. The largest rises,
between 4 and 5 percentage points, were experienced
by Germany, Ireland, the Netherlands and New
Zealand. There is no clear pattern of difference of
poverty rises between the mid-1980s and mid-1990s
and the mid-1990s to the mid-2000s. The increase was
about 0.6 points in each sub-period.

Further reading

OECD (2008), Growing Unequal — Income Distribution and
Poverty in OECD Countries, OECD, Paris (www.oecd.org/
els/social/inequality).

Figure note

Figure EQ2.2: Data in the left figure refer to changes in the poverty
headcount from around 1990 to mid-1990s for Czech Republic,
Hungary and Portugal; no data are available for Australia and
Switzerland. Data in the middle figure refer to changes from
the mid-1990s to around 2000 for Austria, Belgium, Czech
Republic, Ireland, Portugal and Spain (where 2005 data, based
on EU-SILC, are not comparable with those for earlier years);
and to changes from 2000 to 2005 for Switzerland. OECD24
refers to the simple average of OECD countries with data span-
ning the entire period (all countries shown above except
Australia and Switzerland).
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2. Poverty

EQ2.1. OECD countries with high poverty rates tend to have high poverty gaps
Poverty rate and poverty gap, mid-2000s, 50% poverty threshold
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EQ2.2. Poverty rates generally increased over the period from mid-1980s to mid-2000s
Percentage point changes in income poverty rate at 50% median level over different time periods

Cumulative change

Mid-1980s to mid-1990s Mid-1990s to mid-2000s (mid-1980s to mid-2000s)
AUS [ AUS [ AUS [
AUT | AUT | AUT [
BEL | BEL | BEL |
CAN | CAN | CAN |
CZE | CZE | CZE |
DNK | DNK | DNK |
FIN | FIN | FIN |
FRA | FRA | FRA |
DEU | DEU [ DEU [
GRC | GRC | GRC |
HUN | HUN | HUN |
IRL | IRL | IRL |
ITA | ITA | ITA |
JPN | JPN | JPN
LUX | LUX [ LUX
MEX [ MEX | MEX [
NLD [ NLD | NLD
NZL NZL | NZL
NOR | NOR [ NOR |
PRT [ PRT | PRT [
ESP ESP | ESP
SWE [ SWE [ SWE |
CHE [ CHE [ CHE [
TUR [ TUR | TUR [
GBR [ GBR [ GBR [
USA [ USA [ USA [
OECD24 |, | . . . . , OEcD24 | OECD24 | 1
5 -4-3-2-1012343%5 -5 5 -4-3-2-1012343%5
Source: OECD (2008), Growing Unequal: Income Distribution and Poverty
in OECD Countries, OECD, Paris (www.oecd.org/els/social/inequality). StatLink sw=r http://dx.doi.org/10.1787/550406285615
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