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Abstract

In this paper we study the correspondence between a household’s current income and
its vulnerability to income shocks in two developed countries: the U.S. and Spain.
Vulnerability is measured by the availability of wealth type resources to smooth
consumption in a multidimensional approach to measuring poverty, which allows us
to identify three groups of households. First, the twice-poor group which includes
income-poor households who also lack of an adequate stock of wealth; second, the
group of protected-poor households, which are all those income-poor families that
have accumulated a buffer stock of wealth resources they can rely on; lastly, the
vulnerable-non-poor group, which includes those households above the income-
poverty line that do not hold any stock of wealth. The latter are, out of the group of
non-poor, those who are more likely to be pushed into economic deprivation in times
of economic hardship. Interestingly, the risk of belonging to one of these groups
changes over the life-cycle in both countries while the size of the groups differs
significantly between Spain and the U.S., although this result is quite sensible to
whether one includes the housing wealth component in the wealth measure or not.
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Consistent with the results from the unidimensional analysis of poverty, the figures in
Table 11 indicates that the proportion of twice-poor households is greater among those
at early stages of the life-cycle, with households under 35 being clearly over-represented
in this group. Moreover, the share of twice-poor households declines with the age of the
head, even though the incidence slightly increases among the elderly, especially in the
case of Spain. The figures by household type suggest that the share of female headed
households in the twice-poor group is larger than in the case of males. In particular,
elder females living alone, middle-age singles, especially lone-mother households, as well
as, single females under 35 are more likely to be simultaneously income and wealth poor.
However, the incidence among these households differs quantitatively in the two countries:
more than 28 percent of lone-mother households above 35, and more than 38 percent of
single females under 35 are below the two poverty thresholds in the U.S., compared with
5 and 15 percent in Spain, respectively. The estimation results in Table 12 confirm the
age profile of the twice-poor group, with households under 35 facing the largest relative
risk of being included in this group, while this risk decreases for households who are
above 50, even though this reduction is only statistically significant in the case of the U.S.
Furthermore, while the sex of the head does not matter, the type of living arrangement
highly conditions the chances of being in the twice-poor group: single and lone parent
households are the most exposed to this type of poverty in both countries, although people
living alone are significantly more vulnerable in the case of the U.S.

Regarding the protected-poor group, we find that two types of households generally
identified as vulnerable to income-poverty, such as elder females in single households,
usually widows, as well as lone-mother families, have a larger presence in this group:
almost 40 percent of elder females living alone in Spain and the U.S. are in this situation,
whereas the incidence among middle-age lone-mothers is slightly larger in Spain than in
the U.S. (34 versus 23 percent). The incidence of the protected-poor increases with the
age of the head, so that households above 75 years of age, who despite of being currently
income constrained have accumulated a significant amount of wealth over the life cycle,
are clearly the most over-represented in this group. However, the larger relative risk faced
by the elderly is only confirmed by the regression results in the case of Spain, as suggested
by the value and significance of the dummy variable obtained for this country. Moreover,
the estimates suggest that lone-parent families in Spain have more chances of being in the

protected-poor group than their U.S. counterparts, while the opposite is true in the case
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of single households.

Coherent with the pattern of wealth-poverty described in Section 3, both descriptive
and estimation results indicate that young households at early stages of the life cycle have
the greatest presence in the vulnerable-non poor group. Thus, households under 35 years
of age that have not started their wealth accumulation process are the most vulnerable
to negative income shocks among those that are above the income threshold. In addition,
the incidence of this group clearly declines with the age of the head in both countries,
although the share of elderly in this situation is slightly larger in Spain than in the U.S.
In fact, similarly to the twice-poor group, the value of the dummies for households above
50 suggests that middle-age and old households have a lower relative risk of belonging to
the vulnerable-non poor group in the U.S. than in Spain. Among people under 35, those
who are living alone are the most over-represented in the vulnerable-non poor group in
both countries (around 20 and 30 percent in the case of females and males, respectively),
which highlights the financial constraints these type of households may face to accumulate
wealth holdings even if they have income levels above the income-poverty line. Lastly, the
figures relative to education and labour status in the bottom of Table 12, show that having
a low-educated head increases the chances of being included in any of the poor groups.
However, decisions about education seem to have a larger impact in the U.S. than in Spain,
given the large difference in the relative risk between low and high educated households
obtained for this country, especially in the case of the twice-poor group. Unemployment
and inactivity implies a larger risk of poverty in both countries, mainly in the case of
the twice-poor and protected-poor groups. In particular, as one would expect from the
unidimensional analysis, we find that households headed by unemployed individuals face
a larger relative risk in Spain than in the U.S., while having a non-active head is more
problematic in the case of the U.S.

Finally, the characterization of the poor groups is slightly modified when only non-
housing wealth is considered. In fact, the figures reported in Tables A.2 and A.3 in
the appendix, suggest that the number of twice-poor and vulnerable non-poor households
increases in all the age groups, especially among middle-age and old households. Moreover,
the impact is more significant in the case of Spain, where the proportion of twice-poor
and vulnerable-non poor among households above 50 is more than four times larger after
eliminating housing wealth. Indeed, the age-profile of these two groups of poor in this
country now displays a clear U-shaped pattern, although this pattern is not confirmed by
the estimation results. Additionally, the results for Spain show that households headed
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Tablel12
Multinomialllogitiregressionionithelprobabilityiofliincomeland netiworthipovertyliniSpainianditheiu.S.1"
(standardlerrorsiiniparenthesis)

Spain us
Twicel Protected Vulnerable Twicel Protected Vulnerable
poor poor nonipoor poor poor nonlpoor
Constant 13.87 01.60 01.80 13.90 12.60 01.70*
(0.6) (04) (0.5) (04) (04) (04)
Age, sex, andlrace of the'head
<=25 1.70* 0.90* 1.40* 1.70* 1.00* 1.4
(0.5) (0.4) (0.3) (0.2) 0.2) (0.2)
(25035] 1.00* 10.04 0.2 0.51* 0.21 0.9
0.2) 0.2) (0.2) (0.1) (0.1) 0.1)
(50065] 10.3 10.1 10.2 00.40** 0.2 10.40**
(03) (0.2) (02) (0.2) (0.1) (0.2)
(65075] 10.2 0.3 10.51 10.41* 0.3 11.00*
(0.3) (0.2) (0.3) (0.3) 0.2) (0.3)
>75 10.2 0.50* 10.50¢ 10.60** 0.1 10.90**
(0.4) (0.2) (0.3) (0.3) 0.2) (0.3)
Female 0.3 00.30** 0.1 0.1 0.1 0.1
0.2) (0.1) (0.1) (0.1) (0.1 (0.1)
Nonlwhite ) 0.9+ 0.20* 0.4
(0.1 (0.1 (0.1
Householdtype
Size 10.3 10.61** 00.50** 0.2 10.1 10.4
(0.3) (0.2) (0.2) 0.2) 0.2) (0.2)
Sizel*2 0.10% 0.10** 0.10** 0.003 0.03* 0.040*
(0.03) (0.02) (0.02) (0.02) (0.02) (0.02)
Single 0.9r* 0.2 0.51 1.50%* 0.70% 0.50*
(0.4) (0.2) (0.3) 0.2) (0.2) 0.2)
Lone parent 22* 1.80" 0.3 210 1.40* 140
(0.4) (0.3) (0.6) (0.2) 0.2) (0.2)
Couplelwithichildren ) 0.50¢ 0.80* 0.2 0.05 0.3 0.2
(0.3) (0.2) (0.2) 0.2) 0.2) (0.2)
Education andLabour(status )
Lowleducatedihead 0.60** 0.70** 0.40* 1.30* 0.80* 0.4+
(0.2) (0.1) (0.1) (0.1) (0.1 (0.2)
Highleducatedihead 10.3 00.60** 00.70%* 10.8** 10.8** 10.50**
(04) (0.2) (03) (0.2) (0.1) (0.1)
Unemployed 1.50 1.50* 1.00* 1.20%* 0.80* 0.50*
(0.3) (0.2) (0.2) 0.2) (0.2) 0.2)
Retired 1.00* 0.50* 0.1 1.00** 1.4 0.2
(0.3) (0.2) (0.2) 0.2) 0.2) (0.2)
Otherflinactive 2.00 1.2 0.50* 2.1 1.7 0.60**
(0.3) (0.2) (02) (0.2) (0.2) (0.2)

Source:lAuthor'sicalculationsiusinglEFF12002landidatalfromithelSCF12001lincludedlinithelL WSidatabase.

(1) [Thelincomelpovertyllinelisisetlequalitol50lpercentiofithelmedianiequivalentlhouseholdigrosslincome,(whilelthelassetIpovertylthresholdlis
equalito one fourthlof incomelpovertylline. The mainiresultsidoinotichangelwhenialternativelthresholdslarelused. Thelreferencelhouseholdlis
alhouseholdiwithialwhitelmalelheadlbetweeni36landi50lyearsiwhollivesiwithlhisispouselandiwithoutichildren,landiwherelthelheadlisiworking,
withlal mediumi educationalllevel. (2) Thislinformationlisinotlavailablelinithel Spanishi survey.l(3)10 Wel consideri childrenl everyl household
memberibelowl15lyears oflage.((4)IEducationalllevelsiareldefinedlaccordingitolthellnternationallStandardiClassificationlof Educationidesigned
bylUNESCOQIdescribediinithelappendix.i(5)1Flandi**Tindicatesithatithelestimatesiarelsignificantlati5i%landi1 %, respectively.

by elder females are the most affected by the elimination of the home-equity. Thus,
the presence of elder females living alone in the twice-poor and the vulnerable non-poor
groups increases by a factor of four when the home-equity is removed (from 5.8 to 23.4

percent, and from 4.1 to 16.5 percent, respectively), which indicates the vulnerability of
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these households to a negative income shock in Spain in the case that housing wealth

cannot be easily converted into cash.

5 Conclusions

In this paper we have used two highly comparable surveys such as the SCF 2001 and the
EFF 2002 to quantify and to characterize households that are poor in income and wealth
in the U.S. and Spain. We complement the standard income-poverty approach in which
poverty is identified with the lack of adequate income, using information on households’
wealth holdings in order to identify those households that are more vulnerable in periods
of economic crisis where households income falls. For doing so, we depart from the annuity
approach that combines information on income and wealth into a single welfare index, and
we specify a poverty line for each dimension, so that households that hold an insufficient
level of either income or wealth are identified. Thus, this methodology, in contrast with
the annuity method, allows us to characterize vulnerable-non poor households, that is,
households whose incomes are above the poverty line but hold few assets, which makes
them vulnerable if current income were to be reduced or disappeared entirely. Moreover,
it also allows us to identify protected-poor, as well as, twice-poor households. The former
refers to households with incomes below the income threshold but with sufficient wealth
holdings to maintain a minimum standard of living, while the latter category includes all
the households that are deprived in both dimensions.

We quantify and characterize these groups of poor households in the U.S. and in
Spain, two countries whose social protection systems are usually catalogued as rather
weak, which makes the consideration of wealth holdings in poverty measurement in these
countries even more relevant, given the importance that private insurance mechanisms
have for households in order to protect themselves against income shocks in a context with
low social protection. We find that the proportion of households that are either affected
by income or wealth poverty is larger in the U.S. than in Spain, and this result is robust
to the poverty thresholds considered. Moreover, income and wealth are more correlated
in the U.S., which clearly contributes to explain the larger proportion of households that
are simultaneously deprived in income and wealth in this country. Similarly, the number
of households above the income-poverty line that are vulnerable to income fluctuations as
they lack sufficient wealth holdings is also larger in the U.S. than in Spain. However, the
differential in the incidence of twice-poor and vulnerable-non poor households between

these two countries is mostly attributable to the housing wealth component: more than 60
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percent of households in Spain own their homes outright and about 22 percent are buying
it with debt, compared with 24 and 43 percent in the U.S. In fact, the vulnerability of
Spanish households, measured by the lack of adequate wealth, increases importantly when
the home-equity is removed, so that, for instance, the incidence of vulnerable-non poor
households becomes greater in Spain than in the U.S. when this component is not taken
into account. This, in turn, highlights the larger vulnerability of Spanish households to
house prices shocks, given the important liquidity constraints households in this country
may face in a context where housing prices drop. These constraints would come about
due to the difficulties for selling houses in such a context, as well as, due to the larger
credit constraints imposed by the reduction of the value of collateral to homeowners in
such a situation.

Despite the difference in quantities, we find that the characteristics of the groups of
poor households are remarkably similar in the two countries. Our results indicate that,
among households situated above the income poverty line, those at early stages of the
life cycle are particularly more vulnerable to negative income shocks, as they are less
likely to hold some assets that allow them to overcome low-income periods. In particular,
households headed by individuals under 35 years of age face a larger relative risk of
being in the vulnerable-non poor group in both countries. Moreover, the fact of living
alone increases the risk of belonging to this group, especially when there are children in
the household, which shows the important financial constraints this type of households
may face to accumulate wealth holdings even when they are above the income-poverty
threshold. Additionally, we find that the probability that an income-poor household will
have enough wealth holdings to smooth consumption increases with the age of head, so
that, households with heads above 65 years of age are clearly over-represented in the
protected-poor group in both Spain and the U.S. In particular, old-age females living
alone have a larger presence in this group (around 40 percent), even though, in the case of
Spain, the vulnerability of this type of household increases significantly when home-equity
is removed. In contrast, among those that are income constrained, households headed by
young individuals are more likely to be also wealth-poor, so that, the incidence of twice-
poor households is greater among those under 35. Lastly, having a low-educated or non-
working head increases the chances of being included in any of the poor groups, mainly in
the case of the twice-poor group. However, households headed by low educated or non-
active people face a larger relative risk in the U.S. than in Spain, whereas unemployment

implies a greater risk in the case of Spain.
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6 Appendix

6.1 Information in the EFF and the SCF

Table A.1
Information included in thelEFF 2002(and thelinithe LWS(database fromithe SCF 2001
(A=available,INA= notlavailable)

EFF12002 SCFi2001

Ownership  Value Ownership  Value
Reallassets
Principaliresidence A A A A
Otherirealistatelproperties A A A A
Vehicles A A A A
Businesslequities A A A A
Durablesland Collectibles () A A A A
Financiallassets
Savinglandideposits A A A A
Fixedlincomelsecurities A A A A
Mutual funds A A A A
Shares A A A A
Privatelpensionischemes A A A A
Lifellnsurance A A A A
Othertfinanciallassets A A A A
Debts
Principaliresidence A A A A
Otherirealistatelproperties A A A A
Vehiclesland educationallloans A A A A
Otheridebts A A A A

Source:1Author'sicalculationsiusinglEF F120020andidataifromithelSCF12001lincludediinithelL WSidatabase.

(1) This category includes gold, silver, works of art, jewelry, antiques, stamps collec-

tions, and other miscellaneous assets in the household.

6.2 Education Coding

To group households according the educational level of the head we follow the Interna-
tional Standard Classification of Education (ISCED) provided by the UNESCO:

- LOW includes no education, pre-primary, primary, lower secondary, compulsory
and initial vocational education.

- MEDIUM includes upper secondary general education, basic vocational educa-
tion, and post-secondary education.

- HIGH includes specialized vocational education, university/college education

and (post)-doctorate and equivalent degrees.
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6.3 Income and Non-Housing Wealth Poverty
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Table 1A.3
MultinomialllogitiregressionionithelprobabilitylofiincomelandinonihousingiwealthipovertyliniSpainiandithelu.S.
(standardlerrorsiiniparenthesis)

Spain us
Twicel Protected Vulnerable Twicel Protected Vulnerable
poor poor nonipoor poor poor nonlpoor
Constant 02.70 01.80 01.2r 13.50* 1250 01.20
(0.5) (04) (03) (04) (04) (04)
Age, sex, andlrace of the'head
<=25 1.30 0.70* 00.70%* 1.50* 1.00* 1.20*
(0.4) (0.4) (0.3) (0.2) (0.2) (0.2)
(25035] 0.60" 10.1 10.1 0.40™ 0.4 0.8
0.2) 0.2) (0.2) (0.1) (0.1) 0.1)
(50065] 10.2 10.2 10.3 10.40+* 0.2rr 00.40*
(02) (0.2) (0.1) (0.2) (0.1) (0.)
(65075] 0.1 0.2 10.2r* 10.31* 0.3+ 10.70*
(0.2) (0.2) (0.2) (0.2) (0.2) (0.3)
>75 0.2 0.4r 10.1 00.70%* 0.2 00.60*
(0.3) (0.2) 0.2) (0.3) (0.2) (0.3)
Female 00.3* 00.20** 0.2 10.01 0.01 01
(0.1) (0.1) (0.1) (0.1) (0.1) (0.1)
Nonlwhite ) 0.8+ 0.3 0.4
(0.1) (0.1 (0.1
Householdtype
Size 00.60** 0.4 00.30 0.1 00.1 0.5
(0.2) (0.2) (0.2) (0.2) 02) (0.2)
Sizel"2 0.10** 0.02 0.04r 0.02 0.04r* 0.1
(0.03) (0.03) (0.02) (0.02) (0.02) (0.03)
Single 0.51 0.2 0.1 1.40%* 0.70% 0.4
(0.3) (0.2) (0.2) (0.2) (0.2) (0.2)
Lone parent 2.0 1.7 0.3 2.00* 1.3~ 1.00*
(0.4) (0.3) (0.4) (0.2) (0.2) (0.2)
Couplelwithichildren ) 0.70%* 0.70** 0.1 0.2 0.3 0.60*
(0.2) (0.2) (0.1) (0.2) (0.2) (0.2)
Education andLabour(status )
Lowleducatedihead 0.90** 0.70** 0.50* 1.40* 0.60* 0.3
(0.2) (0.1) (0.1) (0.1) (0.1) (0.2)
Highleducatedihead 0.4 00.50* 00.50 10.90* 0.8 00.70+*
(0.3) (0.2) (02) (0.) (0.1) (0.)
Unemployed 1,70 1.40* 10.80* 1.4 0.7 0.8
(0.2) (0.2) (0.2) (0.2) (0.2) (0.2)
Retired 0.9+ 0.4* 0.1 140 1.00"* 0.1
(0.2) (0.2) (0.2) (0.2) (0.2) (0.2)
Otherfinactive 1.9 1.0 0.50 2.2 1.50* 0.50%
(0.2) (0.2) (02) (0.2) (0.2) (0.2)

Source:lAuthor'sicalculationsiusinglEFF12002landidatalfromithelSCF12001lincludedlinithelL WSidatabase.
[(1) [Thelincomelpovertylinelisisetlequalitol50ipercentiofithelmedianlequivalentlhouseholdigrosslincome (whilelthelassetIpovertylthresholdlis
equalito one fourthlof incomelpovertylline. The main resultsidoinotichangelwhenlalternativelthresholdslarelused. Thelreferencelhouseholdlis
alhouseholdiwithialwhitelmalelheadlbetweeni36landi50lyearsiwhollivesiwithihisispouselandiwithoutichildren, landiwherelthelheadlisiworking,
withlal mediumi educationalllevel. (2) Thislinformationlisinotlavailablelinithel Spanishi survey.l(3)10 Wel consideri childrenl everyl household
memberibelowl15lyears oflage.((4)IEducationalllevelsiareldefinedlaccordingitolthellnternationaliStandardiClassificationlofIEducationidesigned
bylUNESCOQIdescribediinithelappendix.[(5)*land**lindicatesithatithelestimatesiarelsignificantlati5i%landi1%, respectively.
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