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Abstract Fighting poverty is an important concern in most societies. This usually
involves transferring resources to the poor. There exists a widespread view that Eu-
ropean countries are much more generous to the poor than the United States. We
study whether this is really the case. First, we argue that using data on aggregate
spending does not allow us to conclude who the final recipients of social expenditure
are. We then analyze microeconomic evidence from the Current Population Survey
and the European Community Household Panel and find mixed results. In particular,
when the concept of relative poverty is used, we find that every individual below the
poverty line receives an average transfer in the United States that is 45% higher than
in the European Union. When the old are excluded from the sample, this difference
is reduced to 14%.
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JEL Classification H51 · H53 · I38

1 Introduction

Fighting poverty is an important concern in most societies. The common view in
many countries is that the government should lead the fight against poverty by rais-
ing the earning power of those at the bottom of income distribution. The most direct
way of achieving this is by just making transfers to this segment of the population.
These transfers can be monetary transfers or in-kind transfers, such as free public
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education or free access to health services. However, it seems that there is a large de-
gree of heterogeneity across countries regarding the size of the transfers to the poor,
even within developed countries. In particular, it seems that there are large differences
between the members states of the European Union and the United States.1 Conven-
tional wisdom is that transfers to the poor are much higher in Europe than in the
United States.2 The purpose of this paper is precisely to study whether this is really
the case. To put it succinctly, we want to compare government generosity towards the
poor in the United States with that in Europe.

A first approach to studying this issue consists of comparing total expenditure on
social protection. However, as will be seen below, we cannot identify who are the final
recipients of social expenditure using aggregate data only. A second approach that has
been extensively used in the literature consists of studying the effect of government
intervention in removing people from poverty. This is typically done by computing
poverty rates before and after taxes and transfers. The main conclusion from this
literature is that the United States is much less effective than the European countries
in reducing relative poverty.3 This is a very interesting approach. However, most
taxes and transfers are not intended to remove individuals from poverty. Consider
the case of pensions. With this approach most elderly individuals are considered as
individuals that are not poor because of government intervention. But without Social
Security many individuals would have saved part of their income for old age.4

Our approach is different. We start with the aggregate data on social expenditure
as defined by the OECD and try to identify who are the final recipients of this ex-
penditure using information from micro data. That is, we try to identify who are the
final recipients of public transfers.5 In particular, we use data from the European
Community Household Panel (ECHP) for the European Union and from the Current
Population Survey (CPS) for the United States, respectively. The standard definition
of relative poverty is used to identify poor households in each country. Two defini-
tions of public transfers are considered. The first one only includes cash and near-cash
transfers as food stamps. The second one also includes the monetary value of health
transfers. We add health transfers as excluding health transfers would mean excluding
a sizable fraction of total expenditure on social protection.6 Furthermore, we believe
that they can have a large impact in terms of removing individuals from poverty. Us-
ing the first definition, average cash transfers per poor person are found to be slightly
higher in the United States than in Europe ($2,265 in the United States and $2,106
in Europe). The differences become much larger when an imputation of the value of

1Throughout this paper when we talk about the European Union or simply Europe we always refer to the
EU-15, that is: Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg,
the Netherlands, Portugal, Spain, Sweden, and the United Kingdom.
2See, for example, Alesina and Glaeser (2004) or Alesina et al. (2001).
3See the works by Atkinson et al. (1996), Jäntti and Danziger (2000), Heady et al. (2001), Smeeding et al.
(2002), Alesina and Glaeser (2004), and Smeeding (2006) among others.
4See the discussion in Jäntti and Danziger (2000, pp. 349–351).
5See Page (1983) for some early evidence for the USA.
6In 2001 expenditure on health protection represented 25% of total expenditure on social protection in
Europe, and 42% in the United States. See OECD (2006).
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health transfers is included. The average transfer per poor person rises to $5,463 in
the United States compared to $3,757 in Europe. The reason for this is that, as we will
see below, health transfers in the United States are more concentrated in the bottom
part of the income distribution than in Europe. To confirm this evidence, we also an-
alyze how public transfers are distributed across income quintiles. We see that, once
health transfers are included, all quintiles get more transfers in the European Union
than in the United States, except for the first quintile. That is to say, even when the
average value of public transfers is higher in Europe, the distribution of transfers is
more progressive in the United States. The value of per capita transfers received by
the bottom quintile in the United States is 19% higher than in the European Union.

Clearly, the fact that the poor get a higher value of transfers in the United States
does not imply that they are better off than in Europe. Per capita GDP in the United
States is higher than that of Europe, so even though transfers per poor individual are
higher in the United States, when we divide them by per capita income the value of
transfers to the poor is very similar in Europe and the United States.7 Moreover, one
possible explanation for the higher transfers in the United States would be simply that
health care is more expensive in the United States, as several authors have repeatedly
pointed out.8 If this is the case, a large part of the difference between the United
States and Europe will be offset by the differences in prices.

There are some previous studies comparing poverty rates in different European
countries and the United States, although not directly focused on the role of govern-
mental transfers to alleviate poverty. Smeeding et al. (2002) employ the Luxembourg
Income Study (LIS) database. The LIS contains comparable income data for twenty-
five countries, covering the period 1967 to 1997. They use the LIS to compare the US
with several European countries. They conclude that the US has one of the highest
poverty rates of all the countries participating in the LIS project, both using relative
and absolute poverty levels. However, this database has some limitations. It does not
include some countries of the European Union, such as Portugal. Furthermore, it is
net income in some countries, while it is gross income in others.

The structure of the paper is as follows. Section 2 reviews the evidence on aggre-
gate government spending. Section 3 describes the way we use micro data to construct
poverty rates after transfers. We also describe how we calculate the imputed value of
health transfers. Section 4 presents the main results of the paper. Section 5 discusses
several extensions of our approach. Finally, Sect. 6 presents our conclusions.

2 Preliminary evidence: aggregate government spending

This section begins by showing data on expenditure in social protection collected by
the OECD. Broadly speaking, by social protection we refer to four big programs:
support for retired people, income support for working-age population, health care,
and other services such as child care.9 In the first column of Table 1, we present

7This is discussed in Sect. 5.
8See, for example, Anderson et al. (2003) and Peterson and Burton (2008).
9The OECD considers nine categories of Social Expenditure: Old age, survivors, incapacity, health, family,
active labor market programs (ALMP), unemployment, housing, and “other.”
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Table 1 Macroeconomic evidence

Country Expenditure
in social
protectiona

Net public
social
expenditurea

Means-tested
programsb

GDP per
capitac

Per capita
social
expenditured

Austria 26.1 21.2 1.60 31,518 8,022

Belgium 26.5 22.9 0.97 30,167 7,966

Denmark 27.6 20.4 0.83 30,462 8,505

Finland 22.5 19.9 2.57 27,722 6,361

France 28.7 25.8 3.35 27,429 8,148

Germany 27.3 26.4 2.70 28,599 7,527

Greece 21.3 – 1.75 22,573 4,362

Ireland 15.9 14.0 3.99 34,469 5,444

Italy 24.2 22.0 1.14 27,168 6,646

Luxembourg 22.2 – 0.66 60,510 12,362

The Netherlands 20.7 18.3 2.36 31,738 6,571

Portugal 23.5 21.2 2.12 18,812 4,141

Spain 20.3 17.6 2.56 24,776 5,039

Sweden 31.3 24.6 0.95 30,097 9,234

UK 20.6 19.9 3.28 29,320 6,191

EU-15 24.5 22.5e 2.51 27,834 6,830

United States 16.2 17.6 5.04 37,445 6,007

aPercentage of GDP in 2003. Source: OECD Social Expenditure Database (www.oecd.org/els/social/
expenditure)
bPercentage of GDP. For Europe, authors’ calculations using 2003 data from Eurostat (2008). For the US,
2002 data. Source: Congressional Research Service (2004)
c2003 data. GDP per capita at current prices and current PPPs (US dollars). Source: OECD

d2003 data. Data are per capita at current prices and current PPPs (US dollars). Source: OECD Social
Expenditure Database
eAverage for 13 countries

2003 data.10 The share of GDP that goes to public social expenditure in the European
Union ranges from 15.9 in Ireland to 31.3 in Sweden with a mean value of 24.5.11

Since the corresponding figure in the United States is 16.2, we see that the average
share in the European Union is 51% higher than in the United States. In the Euro-
pean Union, only Ireland has a lower share than the United States. The last column
of Table 1 presents social expenditure per capita. Only four countries in the European
Union spend less in per capita terms than the United States. These countries are Ire-
land, Spain, Greece, and Portugal. However, even though this evidence seems pretty
clear, there are two caveats that we should consider.

10See OECD (2007).
11This and all the remaining figures for the European Union are weighted sums of individual country data,
where the weights correspond to the relative population of each country.

http://www.oecd.org/els/social/expenditure
http://www.oecd.org/els/social/expenditure
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Firstly, the above data reflect gross public social expenditure. In most countries
cash transfers are taxable income, meaning that the size of pre-tax transfers does
not correctly capture the impact that public transfers have on individual well-being.
Building upon the work by Adema and Ladaique (2005) the OECD has started to re-
port data of net expenditure. We present these data in the second column of Table 1.
For example, while net social expenditure in Denmark represents 20.4% of GDP, the
gross figure is 27.6%. On average, Danish families finally enjoy only around 3/4 of
gross transfers. The average value of the share of net transfers for the 13 European
countries in the sample is 22.5%, while the gross figure is 24.5%. This means a reduc-
tion of 8%. The United States represents the only exception to this general pattern,
since net social expenditure is higher than gross social expenditure: 17.6% of GDP
versus 16.2%, a 9% increase. The reason for this increase is the existence of pro-
grams like the Earned Income Tax Credit (EITC). In the United States gross public
expenditure underestimates public social effort. If net instead of gross transfers are
considered, the gap between the United States and the European Union narrows con-
siderably. From 51% with gross expenditure, it becomes 28% with net expenditure.

Secondly, aggregate data do not tell us anything about who are the final recipients
of social expenditure. In the European countries most public programs are not di-
rectly targeted towards the poor. For instance, although most public pension systems
produce some redistribution, pension benefits are strongly linked to past contribu-
tions, meaning that replacement rates are roughly constant in many countries, at least
up to a certain level of previous contributions.12 One possible approach would be to
consider only transfers that are intended to remove people from poverty. However,
it is difficult to compare Europe with the United States using this approach, as in
Europe those kinds of transfers represent a small fraction of total transfers. In the
United States, on the contrary, there are many public programs that are demograph-
ically targeted to groups where the poor are disproportionately represented, such as
the elderly or the disabled. These programs are labeled as “welfare” programs. In fact,
in the United States the word “welfare” is used as synonymous of “public assistance,”
and typically refers to programs that provide basic support to low-income families.
These programs are means-tested, which means that eligibility is determined solely
or partially on the basis of low income.13 Other entitlement programs such as Social
Security or unemployment insurance are not considered “welfare” programs. Thus,
for the United States we could, in principle, distinguish between transfers that focus

12See Whitehouse (2003) for data on replacement rates of public pension systems in several OECD coun-
tries.
13There are more than 80 governmental programs in the United States providing cash and non-cash
aid, primarily to persons with limited income. These programs include TANF (Temporary Assistance to
Needy Families), Medicaid, SSI (Supplemental Security Income), Food Stamps, EITC (Earned Income
Tax Credit), and Pell Grants. See Moffit (2003) for a detailed description of the main means-tested pro-
grams in the United States.
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mainly on the poor and transfers that are universalistic.14 In 2002, the United States
spent slightly more than 5% of GDP on income-tested programs.15

In Europe things are different. Most welfare programs are universalistic, so that
entitlements are available to everyone regardless of income. Consequently, virtually
all Europeans have universal health care, or universal access to free pre-school. In
fact, only a small fraction of public transfers is means-tested. In Column 3 of Table 1,
we present evidence on the proportion of GDP that represents social expenditure in
means-tested programs. All European countries spend a lower fraction of GDP than
the United States. The fraction goes from 0.66% in Luxembourg to 3.99% in Ireland.
The average value for the European Union is 2.5%. To put it in another way, 90%
of social expenditure in the European Union is not means-tested. The lion’s share of
social expenditure is not directly targeted to the poor, although this does not mean
either that the poor are not the main recipients of social expenditure.

Now consider the following back-of-the-envelope calculation. We divide the pop-
ulation into five quintiles, according to income, and assume that all non means-tested
social expenditure is divided evenly among the five quintiles.16 Regarding means-
tested social expenditure, let us assume that everything goes to the first quintile (the
bottom quintile). According to this, the European poor defined as the bottom 20% of
the population get 2.5% + 4.4% (one fifth of non means-tested expenditure) = 6.9%
of GDP, while in the United States they get 5.0%+2.2% = 7.2%. Taking into account
total expenditure in social protection and total population, per capita social expendi-
ture would be distributed very differently in Europe and the United States. In Europe
the value of per capita social transfers is $6,830 (see the last column of Table 1). If
the first quintile gets 6.9% of GDP while the other four quintiles get 4.4% of GDP,
average transfers would be $9,618 for the first quintile, and $6,134 for the other four
quintiles. In the United States the value of per capita transfers is $6,007. The first
quintile gets 7.2% of GDP while the other four quintiles get 2.2%. In terms of per
capita transfers per quintile, the numbers would be $13,515 for the bottom quintile,
and $4,130 for the other four quintiles.17 Although these are very rough measures
of how much transfer the poor get, they illustrate how misleading aggregate figures
can be. In fact, the main conclusion derived from this section is that the analysis
of aggregate data does not clarify who the final recipients of social expenditure are.
Microeconomic data needs to be used to get better information.

14This is not completely correct, since Social Security benefits are calculated according to a formula that
benefits lower-income workers. This means that at least some part of the Social Security payments could
also be seen as “welfare” payments.
15The total figure was $522.2 billion, $373.2 billion in Federal funds and $149 billion in State and local
funds. The largest programs were Medicaid ($258 billion), Supplemental Security Income ($38 billion),
Earned Income Tax Credit ($28 billion), Food Stamps ($24 billion), Low-Income Housing Assistance
($18.5 billion), Temporary Assistance for Needy Families ($13 billion), and Federal Pell Grants ($11
billion). See Congressional Research Service (2004).
16This seems to be a very strong assumption. However, in Sect. 4 we will see that maybe it is not that
strong.
17In 2003, total population in the EU-15 and in the United States were 381,980,470 and 290,796,000,
respectively.
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3 Micro data and methodology

Two alternative approaches are used to study the distributional effects of public trans-
fers in Europe and the United States. In the first one, we follow the standard procedure
in cross-country poverty studies by defining a poverty line for each country as a frac-
tion of median income in the country. Thus, the population of each country is divided
into two disjoint groups, those below and those above the poverty line. Then, we com-
pute how social expenditure is allocated between these two groups both for Europe
and the United States. The reason for using a relative measure of poverty, or rela-
tive deprivation, is that individuals sometimes think of themselves as poor when they
compare themselves with their neighbors. They care not only about their absolute
income, but also about relative income.

In the second approach, instead of dividing the population into just two groups, we
study the size of public transfers received by households at different percentiles of the
income distribution. In particular, we divide the population into five quintiles. By an-
alyzing the value of transfers received by quintiles, we have an alternative perspective
of the problem. In fact, we could simply assume that the poor are those households in
the bottom quintile, namely the 20% households with less income in each country.18

This approach is interesting because it allows us to study how public transfers are
allocated among the different levels of income in the society. This tells us about the
degree of progressivity of transfers.

The definition of income used throughout the paper corresponds to disposable
cash income, that is, market income minus direct income and payroll taxes plus cash
and near-cash transfers, like food stamps and housing allowances.19 This is the most
widely used definition in studies of poverty since it is the one that corresponds best
to disposable income in the household.20 Micro data from the European Commu-
nity Household Panel (ECHP) and the Current Population Survey (CPS) is used to
compute household income. The ECHP is a standardized multi-purpose annual longi-
tudinal survey carried out at the level of the European Union. It is centrally designed
and coordinated by the Statistical Office of the European Communities (Eurostat),
and covers demographics, labor force behavior, income, health, education and train-
ing, housing, migration, etc. The ECHP started in 1994. Here we will use the last
wave, 2001, where all income data correspond to the year 2000. Sample sizes for
each country are presented in Table A.1 in Appendix A.

The CPS is a monthly survey of about 50,000 households carried out in the United
States by the Bureau of the Census for the Bureau of Labor Statistics. It has been
conducted for more than 50 years. It is the primary source of information on the la-
bor force characteristics of the United States population. Estimates obtained from the
CPS include employment, unemployment, earnings, hours of work, and other indica-
tors. In particular the March CPS surveys provide detailed information on household
income and we use the March 2001 wave in this study.

18Feldstein (1998) suggested this as a possible definition of poverty.
19Market income in the United States includes employer contributions for health insurance. As Garfinkel
et al. (2006) point out, the inclusion of employer-provided health insurance increases income inequality,
since the very poor receive very little of it.
20See Smeeding (2006).
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Our definition of disposable income relies heavily on the information that can be
obtained from the ECHP. Comparing the ECHP with the CPS, we see that the former
has less detailed information regarding the different sources of income. What we do
is to extract the best information we can get from the ECHP and then we use the CPS
to match the definition of income constructed with the ECHP. See Appendix A for
details.

As is standard in the literature, we use the household as the unit for income ag-
gregation and the person as the unit of analysis. We use equivalence scales to make
comparisons between households of different size. Equivalence scales are used to
adjust household income for differences in needs regarding household composition.
The equivalence scale that we use is the square root of household size. According to
this scale the poverty line for a household of 4 persons is twice as high as the poverty
line for a household with only one person. Individual income is then estimated by
pooling the income of all persons in the household and using the equivalence scale
to get the equivalent income of each individual.21 We are assuming, therefore, that
income within the household is shared equally among its members.

Finally, to make all monetary variables comparable across countries, we use the
OECD purchasing power parity (PPP) exchange rates to convert all variables into US
dollars.22 This means that all data on income and transfers corresponding to different
countries have been adjusted so that they correspond to the same purchasing power.

As we said above, we use relative poverty in our first approach, where the poverty
line for each country is defined as a fraction of median income. The poor are all
individuals living in households with income below the poverty line. As is standard
in many cross-national studies on poverty, we will fix the poverty line at 50% of
national median adjusted income.23

3.1 Public transfers in cash

We consider cash transfers from the government. In particular public cash transfers
include pension payments, unemployment benefits, welfare transfers, public grants
for education, etc. All of them are net of taxes, as all income data in the ECHP are net
of taxes.24 There are some problems with the treatment of pensions. In particular the
ECHP does not make a distinction between pension benefits that come from public
sources and pensions from private plans. Although in most European countries the
fraction of income that the elderly get from private pensions is rather small, there
are some exceptions, such as in the Netherlands and the United Kingdom.25 This
means that public pension payments, and as a consequence cash transfers, are slightly
overstated in the European countries.

21Table A.1 in Appendix A presents some descriptive statistics by country.
22See http://www.oecd.org/std/prices-ppp.
23There are many other possibilities. For example, Eurostat recommends setting the threshold at 60 percent
of median income, while in the United States the poverty line is close to 40 percent of median household
income. See Smeeding et al. (2002).
24We give detailed information on the construction of these variables in Appendix A.
25In the Netherlands, 37% of total income for couples aged 60 or more comes from private pensions. In
the UK this figure is 26.5%. See Disney and Johnson (2001).

http://www.oecd.org/std/prices-ppp


670 M.D. Collado, I. Iturbe-Ormaetxe

3.2 In-kind health transfers

If we only took cash transfers into account, we would be excluding a sizable fraction
of what is considered as public expenditure on social protection. Roughly speaking,
six out of the nine categories of the OECD classification correspond to cash trans-
fers.26 These six categories comprise 69% of total expenditure on social protection
in the European Union, and 57% in the United States, in 2001. By including health
transfers, we are considering up to 95% of total expenditure on social protection in
the European Union and 99% in the United States, as reported by the OECD.

Although in-kind transfers such as health transfers are generally less effective than
cash transfers in increasing the welfare of the household, we think that not including
them would produce a distorted picture of the comparison between Europe and the
United States. The situation in Europe can be described as universal coverage, with
unlimited benefits including payments for doctors’ fees, hospitalization expenses, and
drugs. Some countries finance health care basically out of taxation, while others rely
on compulsory social insurance, or on a combination of both. The existence of health
insurance at the national level implies that families do not need to set some money
aside to pay for private health insurance and, thus, they can spend that money on
other goods or services.

The description of the health care system in the United States is very different from
Europe. The United States lacks a national health insurance program. Instead, most
individuals have employment-based health insurance. In 2003 this was the case for
243.3 million people, 60.4% of the population. Another 76.8 million people (26.6%
of the total population) were covered by government health insurance programs. Of
these, 39.5 million (13.7%) were covered by Medicare, 35.6 million (12.4%) by Med-
icaid and 10 million (3.5%) by military health care.27 Medicare is a national health
insurance program that is basically designed for old people and for individuals with
disabilities. Medicaid is a means-tested transfer program that funds medical assis-
tance to low-income people with certain specific characteristics: the aged, the blind,
the disabled, pregnant women, and children.28 In the year of reference, 2000, to-
tal public health expenditure in the United States was 592.4 billion dollars, 5.9%
of GDP, of which 216.9 billion went on Medicare (36.6% of total expenditure) and
188.3 billion on Medicaid (31.8%). Finally, an estimated 15.6% of the population,
representing 45 million people, had no health insurance in 2003.

Our objective is to obtain an imputation of the value of the health transfers house-
holds get. Again the problem we find is that, while the CPS has information about
the cash value of health transfers, the ECHP lacks this information. In particular, the
CPS contains information about the “Market value of Medicare” and “Market value
of Medicaid.” The market value of Medicare and Medicaid, also called insurance
value, equals the average cost to the government of providing medical services to

26These six OECD categories are: old age, survivors, incapacity, family, unemployment, and “other.”
27Some individuals are covered by both Medicare and Medicaid. For data on Medicare and Medicaid, see
the web page of the Centers for Medicare and Medicaid Services at: http://www.cms.hhs.gov.
28However, according to Feldstein (2005), more than half of Medicaid outlays are for nursing home care
for the very elderly rather than care for low income people.

http://www.cms.hhs.gov
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persons within a specific risk class. As an example, the risk classes are the elderly
and the disabled for Medicare.

Due to this shortcoming in the ECHP, we need to devise our own estimation
method. We do it as follows. For the European Union, we have OECD data on per
capita public health expenditure.29 However, it is widely known that expenditure on
health is not homogeneous across age groups, rather it is typically skewed towards
the old. This amounts to saying that in Europe risk classes are well approximated
simply by age. Then, we use age profiles of health care expenditure constructed by
the OECD.30 These age profiles divide the population of each country into 20 age
groups, ranging from individuals under 5 up to individuals 95 and older. The infor-
mation provided by these profiles consists of per capita public health care expenditure
for each age group as a percentage of GDP per capita. Appendix B briefly summa-
rizes how both sources of information are combined to calculate the monetary value
of per capita health transfers. Here we present a simple example to illustrate our
method. Suppose that there are only two age groups, called “young” and “old,” re-
spectively. The young are 2/3 of the total population. Per capita health expenditure
is $2,000 and the age profile is (0.02,0.04), that is, average health expenditure per
young (resp. old) individual is 2% (resp. 4%) of GDP per capita. Then, to each young
(resp. old) individual we will impute the amount eY (resp. eO), so that:

2

3
eY + 1

3
eO = 2,000, (1)

eO = 2eY. (2)

We get eY = 1,500 and eO = 3,000.

In the case of the United States, we believe that the above procedure would not be
appropriate. We believe that using only age could not be a good approximation of the
risk classes to compute the insurance value of health transfers. This could work for
Medicare, but not for Medicaid since it is a means-tested program. Moreover, as we
discussed above, health insurance is not universal. Therefore, we start by imputing to
every individual in the sample a value of public health transfers equal to the corre-
sponding market values of Medicare and Medicaid. The problem with this approach
is that it understates the value of health transfers in the United States. The average
value of the sum of the market value of Medicare and Medicaid in the CPS is $945.7,
while the value of per capita public health transfers in the United States computed by
the OECD for the year 2000 is $1,997.31 Since the per capita difference is $1,051.3,

29See OECD (2006).
30The primary data to construct these profiles comes from the AGIR data set (Pellikaan and Westerhout
2005, based on EPC 2001), and final profiles were constructed by Oliveira Martins et al. (2006). We thank
Joaquim Oliveira Martins (OECD) for sending us the profiles.
31In the CPS average market values per recipient of Medicare and Medicaid are $4,951 and $2,562, re-
spectively. However, the calculations made by the CMS about average benefits per enrollee are $5,400 and
$4,400, respectively. This means that one reason for the large discrepancy above could be that Medicaid
transfers are largely understated in the sample.

The fact that the market value of Medicare and Medicaid seems to be underreported in the CPS is
closely related with the observation that health insurance coverage in the CPS is also underreported, as



672 M.D. Collado, I. Iturbe-Ormaetxe

this approach would be taking into account less than half of total health expendi-
ture. What we propose to do is to supplement this procedure using the age profile
for the United States constructed by the OECD. In particular, we distribute the above
difference ($1,069.3) across the individuals in the sample using the age profile.32

We close this section by commenting briefly on the quality of reported transfers in
the two surveys by comparing them with the aggregate data collected by the OECD.
When we include health transfers, the average value of transfers in the household
surveys are $4,470 in Europe and $4,120 in the United States. The last column of
Table 1 shows that the average value of per capita social expenditure calculated by
the OECD is $6,830 for Europe and $6,007 for the United States. The main reason
for the discrepancies could be underreporting in the households. Another reason is
that the values obtained from the surveys are in net terms, while per capita social
expenditure is in gross terms. In any case, we see that the proportion of transfers
captured by the two surveys is roughly similar. In the case of Europe, we capture a
65% (4,470/6,830) while we capture a 68% (4,120/6,007) in the United States.

4 Main results

We start by computing relative poverty rates for all countries in the European Union
and for the United States in 2000 using disposable income.33 Recall that income is
always after tax and after cash transfers. We also compute an index of poverty for the
European Union as a whole. This index is a weighted average of the 15 countries,
where the weights correspond to the relative population of each country. We present
these results in Table 2. Column 2 presents the poverty rate for each country. The
poverty rate in the European Union is 8.8%, compared to 17% in the United States.
The fact that the rate of relative poverty is higher in the United States has been exten-
sively documented in the literature on cross-country comparisons of poverty rates.34

All European countries have a lower rate of relative poverty than the United States.
It is remarkable how countries in the European Union are split into two groups: in
the first group of countries (Greece, Italy, Spain, Portugal, Ireland, and the UK) the
poverty rate is above 11%. In all other countries (Sweden, France, Belgium, Austria,
the Netherlands, Luxembourg, Denmark, Germany, and Finland), the poverty rate is
always below 7.5%.

Columns 3 and 4 report the value of mean cash transfers to those below and to
those above the poverty line. All values in Columns 3 and 4 are in PPP adjusted US
dollars, so that we can compare across countries. In the European Union cash trans-
fers to the poor range from $1,167 in Italy to $4,180 in Belgium, with an average

has been already noticed by DeNavas-Walt et al. (2004). They find that the CPS underreports Medicare
and Medicaid coverage when compared with enrollment data from the Centers for Medicare and Medicaid
Services (CMS).
32It would be desirable to use health-specific PPPs to compare the monetary value of health transfers
among countries. Although there is an ongoing joint project between the OECD and Eurostat to build
health-specific PPPs, they are not available yet.
33The precise definition of disposable income in both surveys is provided in Appendix A.
34See, for example, the recent work by Smeeding (2006).
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Table 2 Relative poverty

Poverty
rate

Transfers do not include health services Transfers include health services

Mean transfers
to the poor

Mean transfers
to the
non-poor

Ratio Mean transfers
to the poor

Mean transfers
to the
non-poor

Ratio

(3) (4) (4)/(3) (6) (7) (7)/(6)

Austria 7.1 3007 3873 1.29 5801 5992 1.03

Belgium 5.1 4180 3340 0.80 6859 5187 0.76

Denmark 5.6 3472 2922 0.84 5894 4855 0.82

Finland 5.9 2323 2558 1.10 3522 3882 1.10

France 7.5 2513 3389 1.35 4638 5266 1.14

Germany 5.8 2848 3181 1.12 4903 5314 1.08

Greece 11.5 1379 1925 1.40 2548 2756 1.08

Ireland 11.2 3336 1810 0.54 5150 3072 0.60

Italy 12.3 1167 2520 2.16 2594 4017 1.55

Luxemb 6.3 2854 5242 1.84 4770 7547 1.58

Netherl 6.2 1566 3084 1.97 2755 4578 1.66

Portugal 12.4 1319 1721 1.30 2673 2778 1.04

Spain 11.1 1605 2321 1.45 2780 3411 1.23

Sweden 4.9 2493 3543 1.42 4153 5496 1.32

UK 11.0 2590 2651 1.02 4195 4131 0.98

EU 8.8 2106 2875 1.36 3757 4539 1.21

US 17.0 2265 2072 0.92 5463 3823 0.70

value of $2,106. Transfers to those above the poverty line go from $1,721 in Portugal
to $5,242 in Luxembourg. The average for the European Union is $2,875. All Euro-
pean countries except for Belgium, Denmark, and Ireland give more transfers to those
above the poverty line than to those below. This trend is confirmed by the fact that
in the European Union every individual above the poverty line receives, on average,
a transfer that is 36% higher than the average transfer received by each poor indi-
vidual. The obvious explanation is that pensions account for a large fraction of cash
transfers. In Column 5 we compute the ratio between the values in Columns 4 and 3.
The ratio shows how progressive cash transfers are. The lower the ratio, the more pro-
gressive the transfer system is. In Europe, Italy is the most regressive country with a
ratio of 2.16, while Ireland is the most progressive, with a value of 0.54.

In the United States, cash transfers to the poor are $2,265, slightly above the av-
erage in the European Union, and $2,072 to the non-poor, significantly lower than in
Europe.

In Columns 6–8, we add the monetary value of health transfers and observe that
things change dramatically. In Europe, the average transfer to the poor rises to $3,757,
while in the United States it rises to $5,463, 45% higher than in Europe. The reason
for this change, compared to Columns 3 and 4, is that in the United States health
transfers are more progressive than in Europe, basically because of the existence of
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Table 3 Cash transfers by income quintiles

All Average transfers Percentage of total transfers

1stQ 2ndQ 3rdQ 4thQ 5thQ 1stQ 2ndQ 3rdQ 4thQ 5thQ

Austria 3811 3728 3969 3860 3365 4133 19.57 20.87 20.23 17.66 21.68

Belgium 3383 4824 3892 2817 2376 3004 28.58 23.01 16.62 14.06 17.73

Denmark 2953 4926 3623 2410 1793 2006 33.37 24.57 16.39 12.11 13.56

Finland 2544 3191 3016 2340 2151 2021 25.12 23.68 18.46 16.88 15.87

France 3323 2846 3328 3008 2887 4547 17.15 20.01 18.11 17.37 27.36

Germany 3162 3218 3125 3031 3005 3432 20.37 19.76 19.17 19.01 21.69

Greece 1862 1475 1860 1744 1766 2469 15.99 19.82 18.72 18.95 26.51

Ireland 1981 3342 2003 1627 1647 1280 33.85 20.18 16.48 16.61 12.89

Italy 2353 1354 2165 2619 2517 3113 11.51 18.39 22.28 21.38 26.44

Luxemb 5093 4051 5318 6472 5146 4477 15.92 20.93 25.37 20.21 17.57

Netherl 2990 2734 2965 2395 2594 4264 18.29 19.83 16.05 17.32 28.51

Portugal 1671 1473 1539 1228 1402 2714 17.64 18.42 14.69 16.78 32.46

Spain 2241 2049 2277 2107 2242 2533 18.29 20.32 18.81 20.00 22.58

Sweden 3491 3992 3738 3459 3058 3206 22.91 21.38 19.84 17.53 18.34

UK 2644 3352 3285 2429 1942 2212 25.38 24.84 18.37 14.69 16.73

EU 2807 2755 2911 2653 2519 3195 19.66 20.73 18.91 17.95 22.75

US 2105 2293 2202 2032 1670 2328 21.79 20.93 19.30 15.87 22.11

Medicare and Medicaid. Regarding transfers to the non-poor, it is just the opposite. In
Europe they are on average $4,539, while in the United States they amount to $3,823.

In the last column, we compute the ratio between the values in Columns 7 and 6.
We still observe that transfers are more regressive in Europe. Only in Ireland is this
ratio lower than in the United States.

In Tables 3 and 4, we present the relationship between the level of transfers and
the income of the recipient. We perform the following to build Tables 3 and 4. We
classify all individuals in the sample according to disposable income and divide the
population of each country into five income groups or quintiles. Thus, the first quin-
tile comprises all the individuals in the bottom 20% of the distribution. Following
a suggestion by Feldstein (1998), we could consider the first quintile to represent
poor individuals. Then, we calculate average transfers received by each of the five
quintiles. The exercise is repeated twice. Table 3 only considers monetary transfers,
whereas in Table 4 we also include the imputed value of health transfers. In the sec-
ond column of Table 3, we write average cash transfers across all individuals in the
sample. Average transfers are $2,105 in the United States and $2,807 in the Euro-
pean Union, i.e. 33% higher. In Columns 3–7, we calculate average transfers for the
five quintiles. In Columns 8–12, we calculate the share of each quintile over the total
value of cash transfers. It is very surprising to see that in most countries the pattern
is quite odd. In nine European countries and also in the United States the share of
the top quintile is higher than the share of the bottom quintile. When we compare the
European Union as a whole with the United States, we find a similar pattern on both
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Table 4 Cash plus health transfers by income quintiles

All Average transfers Percentage of total transfers

1stQ 2ndQ 3rdQ 4thQ 5thQ 1stQ 2ndQ 3rdQ 4thQ 5thQ

Austria 5978 6362 6117 5866 5299 6246 21.29 20.50 19.60 17.73 20.89

Belgium 5273 7377 5884 4491 3931 4676 28.04 22.33 17.00 14.93 17.71

Denmark 4913 7548 5537 4176 3513 3786 30.73 22.56 17.07 14.26 15.38

Finland 3861 4592 4359 3587 3427 3337 23.82 22.55 18.65 17.72 17.26

France 5219 4878 5294 4829 4651 6443 18.72 20.26 18.51 17.82 24.69

Germany 5291 5359 5243 5108 5112 5632 20.28 19.81 19.31 19.33 21.28

Greece 2732 2566 2774 2561 2537 3224 18.96 20.15 18.74 18.55 23.60

Ireland 3304 5143 3249 2825 2848 2451 31.22 19.62 17.15 17.21 14.80

Italy 3842 2824 3696 4148 3962 4579 14.71 19.24 21.61 20.62 23.82

Luxemb 7373 6157 7647 8990 7395 6679 16.71 20.79 24.34 20.06 18.10

Netherl 4465 4192 4492 3773 4027 5842 18.78 20.12 16.93 18.00 26.16

Portugal 2765 2831 2693 2227 2381 3692 20.50 19.49 16.10 17.22 26.69

Spain 3341 3303 3448 3163 3269 3523 19.78 20.64 18.95 19.56 21.07

Sweden 5430 6107 5735 5342 4886 5080 22.53 21.09 19.69 18.00 18.69

UK 4139 5113 4935 3852 3273 3519 24.73 23.83 18.61 15.81 17.00

EU 4470 4558 4629 4261 4088 4814 20.42 20.70 19.07 18.28 21.53

US 4102 5422 4421 3827 3070 3770 26.44 21.56 18.65 14.97 18.38

sides of the Atlantic. We could say that cash transfers are roughly constant across
quintiles.

In Table 4, we add the imputed value of health transfers. In Column 2, we see
that average transfers are still higher in Europe. They amount to $4,470, compared
to $4,102 in the United States. In Columns 3–7, we calculate the value of average
transfers by quintiles and in Columns 8–12 we calculate the share of the total pie that
goes to each quintile. Comparing by quintiles, average transfers are 19% higher in
the United States than in Europe for the bottom quintile, but the pattern reverses for
the other four quintiles. In particular, average transfers for the bottom quintile in the
European Union amount to $4,558, while in the United States they are $5,422. The
biggest differences are for the fourth and the top quintile. Transfers are 33% higher
in Europe for the fourth quintile and 28% for the top quintile.

Figure 1 illustrates the results from Tables 3 and 4. The dotted lines represent
average cash transfers per quintile. It seems as if the line corresponding to the Euro-
pean Union were just a parallel shift upwards of the line corresponding to the United
States. Bold lines are used to represent the average value of the sum of cash transfers
and health transfers that each of the five quintiles receives. For the European Union,
the general impression is that the picture is quite similar to the one we obtained with
cash transfers only. All income groups get more transfers, but the increase is more or
less the same for all of them. In the United States, on the contrary, we see that public
health transfers are strongly progressive, since they are heavily concentrated at the
bottom of the distribution.
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Fig. 1 Transfers by quintiles (with and without health transfers)

5 Discussion

It could be the case that the results in Sect. 4 are highly dependent on the choice of
2000 as the reference year. We chose 2000 because the last wave of the ECHP is
2001, and this corresponds to 2000 data. What we can do is to repeat the exercise
with a different reference year. The first wave of the ECHP in which we have data for
the 15 countries of the European Union is the 1997 wave, with data corresponding to
1996. Therefore, we repeated all our calculations using 1996 as the reference year.
We found very similar results. We will briefly comment on them here.35 The poverty
rate in Europe in 1996 was 9.1% and 17.7% in the United States. Mean monetary and
health transfers to the poor in 1996 are 60% higher in the United States, compared
to 45% in 2000 (see Table 2, Column 6). Regarding average monetary and health
transfers by quintiles, we find that they are 27% and 5% higher in the United States
for the bottom quintile and the second quintile, respectively, while they are 7%, 19%
and 28% higher in Europe for the third, fourth and fifth quintile, respectively.

The second test consists of repeating the exercise for the reference year 2000,
while eliminating all households where the head is 65 or older. The reason for this is
that it has been argued that in many countries transfers are not targeted to the poor, but
to the old. We will now review the most important changes with respect to the results
in Sect. 4. The results are gathered in Tables 5, 6, and 7. Now average transfers both
to the poor and to the non-poor are much lower, which is in accordance with the view
that most transfers have the old as their target. The main change observed here is that
the United States gives less transfers in cash than Europe both to the poor ($1,268
versus $1,487) and to the non-poor ($1,023 versus $1,607).36 When health transfers
are added, the picture changes and the results are similar to those obtained for the

35The results are available from the authors upon request.
36When all households were included in the analysis we found that average transfers to the poor were
larger in the US than in Europe (see Sect. 4).
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Table 5 Relative poverty

Poverty
rate

Household head younger than 65

Transfers do not include health services Transfers include health services

Mean transfers
to the poor

Mean transfers
to the
non-poor

Ratio Mean transfers
to the poor

Mean transfers
to the
non-poor

Ratio

(3) (4) (4)/(3) (6) (7) (7)/(6)

Austria 6.7 2053 2573 1.25 3585 4273 1.19

Belgium 5.9 3506 1939 0.55 4959 3311 0.67

Denmark 5.0 2376 1878 0.79 3853 3514 0.91

Finland 6.7 2037 1715 0.84 2973 2811 0.95

France 8.2 1747 1703 0.97 3100 3126 1.01

Germany 6.2 2555 1864 0.73 4209 3619 0.86

Greece 13.1 534 1037 1.94 1211 1710 1.41

Ireland 11.9 2203 1157 0.53 3275 2236 0.68

Italy 13.8 499 1467 2.94 1620 2722 1.68

Luxemb 7.6 2449 3306 1.35 4026 5153 1.28

Netherl 7.3 1468 1502 1.02 2538 2706 1.07

Portugal 12.4 555 1049 1.89 1352 1914 1.42

Spain 12.6 851 1221 1.43 1654 2101 1.27

Sweden 6.2 2216 2225 1.00 3530 3715 1.05

UK 13.1 2010 1420 0.71 3177 2626 0.83

EU 9.9 1487 1607 1.08 2664 2950 1.11

US 17.9 1268 1023 0.81 3036 2058 0.68

whole population. In the United States transfers per poor person are larger than in
Europe, whereas transfers to the non-poor are larger in Europe than in the US. In
Tables 6 and 7, we present transfers per income quintiles. Once health transfers are
introduced, we observe that the bottom quintile gets similar transfers in the United
States and in Europe. All quintiles except the bottom are better treated in Europe.

We perform a third extension that consists of comparing the United States with
an average of the nine European countries considered in Smeeding (2006). The idea
is that this might be the group of European countries that is most comparable to
the United States. This group of countries comprises Austria, Belgium, Finland, Ger-
many, Ireland, Italy, the Netherlands, Sweden, and the United Kingdom. Our main re-
sults do not change greatly. Now cash transfers per poor individual amount to $2,364,
compared to $2,265 in the United States. For the EU-15, the value was $2,106.
Adding the value of health transfers the United States is still ahead, although the
difference is slightly narrower. For the EU-9, per capita transfers for individuals be-
low the poverty line amount to $4,096, while in the United States they are $5,463, still
33% higher. We also find that when we consider the reduced version of the European
Union, average transfers to individuals above the poverty line are slightly lower. The
average value of cash transfers is $2,905, while it is $2,875 for the EU-15 and $2,072
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Table 6 Cash transfers by income quintiles

All Household head younger than 65

Average transfers Percentage of total transfers

1stQ 2ndQ 3rdQ 4thQ 5thQ 1stQ 2ndQ 3rdQ 4thQ 5thQ

Austria 2538 2341 2628 2713 2449 2559 18.49 20.67 21.39 19.29 20.16

Belgium 2031 3134 1888 1596 1453 2084 30.89 18.59 15.74 14.26 20.52

Denmark 1902 3075 2198 1689 1293 1256 32.33 23.18 17.69 13.61 13.19

Finland 1736 2387 2087 1545 1371 1289 27.56 24.02 17.82 15.78 14.82

France 1706 1782 1740 1456 1406 2148 20.90 20.39 17.09 16.45 25.17

Germany 1907 2387 1758 1754 1730 1904 25.07 18.43 18.41 18.14 19.95

Greece 972 597 701 889 1050 1622 12.29 14.44 18.34 21.57 33.36

Ireland 1282 2015 1337 1090 1120 845 31.49 20.86 17.02 17.47 13.16

Italy 1333 534 997 1395 1668 2073 8.03 14.93 20.96 25.00 31.08

Luxemb 3241 2954 3097 3610 3316 3230 18.24 19.17 22.26 20.43 19.90

Netherl 1500 1762 1379 1294 1323 1741 23.54 18.37 17.29 17.60 23.21

Portugal 987 642 777 783 863 1872 13.00 15.75 15.88 17.47 37.90

Spain 1174 749 986 1167 1455 1515 12.77 16.79 19.88 24.78 25.78

Sweden 2224 2757 2195 2045 2188 1937 24.79 19.76 18.41 19.64 17.40

UK 1497 2218 1610 1361 1138 1157 29.66 21.50 18.23 15.17 15.45

EU 1595 1721 1502 1474 1491 1786 21.61 18.83 18.50 18.68 22.38

US 1067 1236 925 904 909 1360 23.17 17.34 16.95 17.04 25.50

for the United States. Adding health, the values are $4,622, $4,539, and $3,823 for
the EU-9, EU-15, and the United States, respectively.

Our fourth extension has to do with the fact that the results in Tables 2, 3, 4, 5,
6, and 7 refer to average transfers per individual. However, the United States has per
capita income that is higher than that of all European countries but Luxembourg. For
example, in 2003, GDP per capita in the United States was 34.5% higher than the
average of the European Union (see Table 1). Then, what we can do is to calculate
the ratio of per capita transfers to the poor and non-poor over the average income in
the sample. We will do this for the numbers in Table 2. In particular, average income
in the reference year 2000 was $10,982 in Europe and $17,616 in the United States.
The value of per capita monetary and health transfers was $3,757 for the poor and
$4,539 for the non-poor in Europe, and $5,463 for the poor and $3,823 for the non-
poor in the United States. Computing the ratios over average income results in the
numbers 0.34 and 0.41 in Europe for the poor and non-poor respectively, while the
corresponding numbers for the United States are 0.31 and 0.22. The numbers are
quite similar for the poor, but differences are huge for the non-poor.

Finally, we want to comment briefly on employer-provided health premiums in
the United States. Several authors have repeatedly pointed out that the United States
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Table 7 Cash plus health transfers by income quintiles

All Household head younger than 65

Average transfers Percentage of total transfers

1stQ 2ndQ 3rdQ 4thQ 5thQ 1stQ 2ndQ 3rdQ 4thQ 5thQ

Austria 4227 3875 4252 4407 4171 4431 18.38 20.08 20.86 19.73 20.96

Belgium 3409 4529 3220 2923 2808 3563 26.60 18.89 17.18 16.42 20.91

Denmark 3531 4660 3845 3295 2904 2948 26.40 21.85 18.60 16.47 16.68

Finland 2821 3374 3133 2595 2508 2496 23.98 22.19 18.41 17.75 17.67

France 3124 3078 3128 2840 2863 3710 19.72 20.02 18.20 18.31 23.75

Germany 3656 4029 3382 3480 3536 3854 22.07 18.50 19.04 19.33 21.06

Greece 1645 1277 1357 1563 1725 2303 15.54 16.50 19.04 20.94 27.99

Ireland 2359 3077 2391 2167 2217 1944 26.13 20.26 18.38 18.78 16.45

Italy 2570 1652 2181 2649 2965 3405 12.88 16.94 20.64 23.06 26.48

Luxemb 5068 4579 4787 5510 5212 5252 18.08 18.95 21.73 20.54 20.70

Netherl 2694 2871 2500 2454 2570 3073 21.36 18.54 18.26 19.04 22.81

Portugal 1845 1455 1634 1656 1721 2757 15.77 17.72 17.97 18.65 29.88

Spain 2045 1539 1836 2059 2378 2411 15.07 17.95 20.14 23.27 23.57

Sweden 3704 4074 3552 3491 3795 3608 22.00 19.20 18.87 20.47 19.46

UK 2698 3402 2841 2570 2332 2345 25.23 21.05 19.09 17.25 17.38

EU 2922 2963 2782 2792 2857 3215 20.30 19.04 19.13 19.53 22.00

US 2233 2955 2129 1934 1846 2302 26.47 19.07 17.32 16.53 20.61

spends much more in health care than what the official estimates suggest.37 The
reason is that employer-paid health insurance premiums are not included in em-
ployee gross income. According to the estimates of the United States government, the
employer-paid health insurance premiums amount to $331.4 billion in 2000 ($1,174
per capita), and its exclusion from employee taxable income reduced income tax lia-
bility by $76.5 billion ($272 per capita).38 The CPS includes information on the em-
ployer contribution for health insurance and the per capita contribution in the sample
is $808 (69% of the official figure). If we compute the implicit health transfer each
person receives by multiplying the employer contribution for health insurance by the
marginal tax rate, which is also reported in the CPS, we obtain a per capita health
transfer of $124 (46% of the official figure). Given that our estimate is quite small
compared to the official figure and due to the difficulty of assigning the difference
to particular households, we have decided not to include this implicit transfer in our
measure of health transfers. However, as an illustration we have checked that includ-
ing the implicit transfer due to the employer contribution for health insurance re-

37See, for example, Woolhandler and Himmelstein (2002), Sheils and Haught (2004) and Burman et al.
(2008).
38This number comes from “Analytical Perspectives: Budget of the United States Government, Fiscal Year
2002,” Office of Management and Budget.
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ported in the CPS, the average transfer to the poor and the non-poor in the US change
to $5,488 and $3,990, respectively. The original values are $5,463 and $3,823.

6 Conclusions

In this paper we have studied transfers to the poor in the European Union and in the
United States. First, we have seen that studies that use aggregate data only cannot
properly address this issue. Second, we have analyzed micro data including an impu-
tation of the monetary value of health transfers and we do not find large differences
between Europe and the United States.

We agree that our approach has many shortcomings. However, most of them arise
from the lack of available information in the ECHP. We think that a better approach
would need more detailed information on the different types of public transfers.
In particular, the possibility of distinguishing between “welfare” and “non-welfare”
transfers would prove very interesting. Another shortcoming of this paper is the fact
that we focus on one particular year. We recognize that the ideal measure of poverty
in a country should be based on lifetime income. The reason is that we could thus
avoid the problem of having households that are only temporarily below the poverty
line. We would also have to calculate the discounted value of all net transfers re-
ceived, where we should be aware of all the contributions paid in order to get those
transfers. Obviously this way of dealing with the problem of poverty would be much
more demanding in terms of the data that would be needed.

Finally, it could be argued that what is interesting is not to compare the size of
transfers to the poor across countries, but the extent to which these transfers help to
raise families above the poverty line. We agree that this last issue is important, but we
argue that the effect of transfers on poverty depends crucially on how those transfers
are distributed among the poor. As Hoynes et al. (2006) notice, there are means-tested
programs in the United States that have a deep impact on the well-being of the poor,
the EITC for example, but have little impact on the poverty rate, because they occur
at income levels that are substantially below the poverty line.
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Appendix A

Here we give detailed information on the construction of all relevant income vari-
ables, both for the European Union and the United States.
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A.1 European Union

All information for the countries in the European Union comes from the ECHP. We
use the 2001 wave, where all income information corresponds to the year 2000. All
variables are after tax. Our definition of disposable income corresponds to total net
household income. This is the variable called hi100 in the ECHP. This variable hi100
includes all monetary transfers. Monetary transfers (variable hi130 in the ECHP) in-
cludes unemployment benefits (hi131), retirement and survivors pensions (hi132),
family related allowances (hi133), sickness/invalidity benefits (hi134), education-
related allowances (hi135) and any other benefits (hi136). For France and Finland
monetary transfers (hi130) are pre-tax. For these two countries, therefore, we multi-
ply the values in the sample by the net/gross factor (hi020).

A.2 United States

For the United States all data are from the March 2001 wave of the CPS. As opposed
to the ECHP, in the CPS all household income variables are stated before taxes. To
make the analysis comparable to that of the ECHP, we have to subtract the value of
all taxes paid by the household. We define gross before transfers household income
gy1 as:

gy1 = hwsval + hseval + hfrval + hprivpen

+ hintval + hdivval + hrntval + hcspval

+ halmval + hfinval + hoival, (3)

where, according to the notation of the CPS, hswval are wages and salaries, hseval is
self-employment income, hfrval is farm self-employment income, hprivpen are pri-
vate retirement pensions,39 hintval are interest payments, hdivval are dividend pay-
ments, hrntval are rental payments, hcspval are child support payments, halmval are
alimony payments, hfinval are financial assistance payments and hoival is other in-
come.

Since public transfers in the CPS are also before taxes, we must convert them into
after tax transfers as well. Gross household income after cash transfers is:

gy2 = htotval + hfdval, (4)

where htotval is total household income and hfdval is the value of all food stamps
received during the year. Gross social transfers in the CPS are defined as:

gy2 − gy1 = hucval + hwcval + hssval + hssival + hpawval + hvetval

+ hsurval + hdisval + hpubpen + hedval + hfdval, (5)

39We consider as private pensions company or union pension, regular payments from annuities or paid
insurance policies and regular payments from an IRA, Keogh, or 401(k) plan.
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where hucval is unemployment compensation, hwcval is worker’s compensation,
hssval are Social Security payments, hssival are Supplemental Security benefits,
hpawval is public assistance, hvetval is veterans’ payments, hsurval is survivor ben-
efits, hdisval is disability benefits, hpubpen are public retirement pensions,40 and
hedval is educational assistance.

We calculate total taxes t paid by the household as:

t = fed_tax + statetax + fica + fed_ret − eit_cred, (6)

where fed_tax is federal income tax liability, statetax is state income tax liability, fica
is Social Security retirement payroll deduction, fed_ret is federal retirement payroll
deduction and eit_cred is the amount corresponding to the Earn Income Tax Credit.

Different social transfers are subject to very different tax liabilities. We have to
take this fact into account to calculate the value of household income before transfers
and the value of social transfers received by the household, net of taxes. We distin-
guish between two groups of transfers:

(i) Social Security payments
According to US law, the fiscal treatment of Social Security payments depends

on two factors: whether it is the only source of income or not, and what the total
income value of the tax filer is. In particular, Social Security payments are exempt
from taxation if:
1. The person has no other income.
2. The person files a federal tax return as an “individual” and her combined

income is smaller than $25,000.41

3. The person files a joint return and total combined income is smaller than
$32,000.
Half of the Social Security payments are tax exempt and half are taxable in

the following cases:
1. The person files a federal tax return as an “individual” and her combined

income is between $25,000 and $34,000.
2. The person files a joint return and total combined income is between $32,000

and $44,000.
Finally, 15% of the Social Security payments are tax exempt and 85% are

taxable in the following cases:
1. The person files a federal tax return as an “individual” and her combined

income is larger than $34,000.
2. The person files a joint return and combined income is larger than $44,000.

(ii) All other social transfers

All remaining social transfers can be split into two categories according to whether
they pay or they do not pay taxes. Transfers that do not pay taxes are: worker’s com-

40We consider as public pensions federal government retirement, US military retirement, state or local
government retirement and US railroad retirement.
41The combined income is the sum of the adjusted gross income plus one-half of the Social Security
benefits.
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pensation, Supplemental Security benefits, public assistance, veterans’ payments, ed-
ucational assistance and food stamps. Transfers that pay income tax are: unemploy-
ment compensation, survivor benefits, disability benefits, and private retirement pen-
sions. We then define taxable income as:

Taxable income = gy1 + Gross taxable transfers. (7)

We calculate the average tax rate for each household as:

ATR = Total taxes paid

Taxable income
. (8)

We define before transfers household income (net of taxes) y1 as:

y1 = gy1 × (1 − ATR). (9)

To get our definition of disposable income that we call y2 we need to add employer-
provided health insurance which is non-taxable and all monetary transfers. The value
of monetary transfers, net of taxes is

Social transfers = Gross taxable transfers×(1−ATR)+Tax exempt transfers. (10)

Then we have that disposable income is

y2 = y1 + hemcontrb + Social transfers, (11)

where hemcontrb represents the value of employer-provided health insurance. Notice
that total taxes paid can be negative due to the existence of the Earn Income Tax
Credit (EITC) program. If that is the case we set the value of the average tax rate
equal to zero and all negative taxes are considered as a social transfer.

In Table A.1 we provide information on sample sizes together with some descrip-
tive statistics on equivalent income, which is the measure of income we use through-
out the paper.

Appendix B: Calculation of the monetary value of health transfers

Suppose that for a given country the age profile is:

(a0−4, a5−9, a10−14, . . . , a95+), (12)

where a0−4 represents the percentage of GDP per capita spent by the government on
each individual in the age group 0–4, etc. We first normalize this vector by dividing
all components by a0−4. We get a normalized vector as follows:

(1, b5−9, b10−14, . . . , b95+) ≡
(

a0−4

a0−4
,
a5−9

a0−4
,
a10−14

a0−4
, . . . ,

a95+
a0−4

)
. (13)

Our next task is to determine the per capita expenditure that we are going to attribute
to every individual within each of the age groups. To do it, we call c the value that
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Table A.1 Descriptive statistics

Sample size Equivalent income

10th percentile Median 90th percentile

Austria 6,859 10,168 18,950 32,648

Belgium 5,888 10,846 19,673 34,790

Denmark 5,130 11,281 19,713 31,034

Finland 7,480 9,299 16,613 28,331

France 13,090 8,950 17,058 30,857

Germany 13,733 10,387 17,676 29,942

Greece 11,208 4,892 11,139 22,677

Ireland 5,558 7,723 17,674 32,094

Italy 15,979 6,296 13,926 25,690

Luxemb 6,306 15,544 27,717 50,072

Netherl 12,027 10,261 17,144 28,970

Portugal 13,237 4,111 9,315 20,260

Spain 14,270 6,204 13,606 26,781

Sweden 12,045 10,102 16,915 27,251

UK 11,862 8,744 18,966 35,597

EU-15 154,672 7,218 16,173 30,318

US 127,843 9,247 24,615 51,537

we are going to impute to each individual in the group 0–4 in a given country. This
value must satisfy:

1

n

(
c × n0−4 + (c × b5−9) × n5−9 + · · · + (c × b95+) × n95+

) = d, (14)

where n is the total number of individuals in the sample, nh is the number of indi-
viduals in the sample with age h, and d is per capita health expenditure. Clearly,
the only unknown in the above equation is c, which is easily solved. Finally,
the imputed values of health transfers for individuals across age groups will be
c, c × b5−9, . . . , c × b95+.
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