JAMES GALBRAITH AND VIDAL GARZA-CANTU

United States and Canada understand that Mexico has a need of
compensatory investments in areas that are lagging, then we can talk
about an equal comparison between the three countries.

JAMES GALBRAITH: Only to say that I accept both points in their
entirety. I think the political question is very important. I only passed
over it with great speed and not meaning to use, to have the term
taken in a pejorative sense in any way. It does seem to me that one has
to contrast policies that produce high growth rates and rising mini-
mum wages with policies that fail to produce them. The trick, the
problem of course is coming up with policies that produce high
growth rates in a sustainable way, and that leads directly to your sec-
ond point, which is that here is inter-regional—and in this case,
transnational—interdependence on this matter. Portugal’s an inter-
esting case because it does have three and a half percent of its GDP
transferred to it by the European community and this is a very impor-
tant factor in what is a very low unemployment rate for a poor coun-
try. So the Europeans have begun to come to grips with this, but I
would suggest that the model of coming to grips with it is not on the
international level but rather in the United States during the New
Deal, when we achieved a continental social security system, a feder-
al minimum wage and as a result a great convergence across regions,
where the differences between Texas and New York are much less
than the differences between, say, Spain and Germany, let alone
Mexico and the United States. This is an issue which needs to be
considered, as you rightly point out, in its larger context.
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Introduction

As the twentieth century drew to a close, protests at the Seattle
Summit of the World Trade Organization brought home the twin
realities of greater international economic interdependence and bur-
geoning popular anxieties over its implications. Although the Seattle
protesters were concerned with a wide range of environmental and
social issues, many of their concerns had underlying economic roots.
Globalization has been widely blamed for a “race to the bottom” in
wage levels and employment standards in the developed world.
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Elected governments, acting through the World Trade Organization,
have increasingly constrained themselves to inaction in dealing with
the potential adverse implications (such as job loss) of international
trade. Talks aimed at increasing international trade have therefore
become the focus of protests, whose basis is the increasing economic
insecurity felt by many individuals.
In Canada, these economic anxieties have interacted with concerns
about national identity and cultural distinctiveness (which are also
directly affected by the debate over trade liberalization and cultural
industries). The vast majority of Canadians live within 100 kilome-
ters of the U.S. border and experience a daily inundation of American
popular culture. Distinguishing ourselves from “the Americans” has
therefore long been a preoccupation of many Canadians. In recent
years, a somewhat sanctimonious self-image of Canada as “kinder
and gentler” than the United States has taken hold [see Graves,
Dugas, and Beauchamp (1999)]. Up to 1994, the empirical evidence
on the prevalence of poverty in different nations had lent support to
that perception, as Canada-wide poverty intensity approached north-
ern European norms, while U.S. poverty continued to increase.! Since
1994, however, new patterns have emerged in Canada and the United
States. Figures 1 and 2 compare poverty intensity in Canadian
provinces and U.S. states in 1994 and 1997. In both Figures 1 and 2,
provinces and states are ranked in order of poverty intensity as calcu-
lated when one draws the poverty line at the internationally accepted
standard level of half the median equivalent income of individuals.
One could also draw the poverty line at the real value (using pur-
chasing power parity) of the U.S. official poverty line, or at the
Canadian Low Income Cutoff (LICO). In all cases, the qualitative
result is much the same. In 1994, Canadian provinces are almost all
clustered at the bottom end of the distribution of poverty intensity,
but by 1997 they are spread throughour the distribution. This result
1s strongest for the highest poverty line (the LICO) and least for the
lowest (the U.S. official poverty line). Figure 2 presents the interme-
diate case. It therefore appears that Canada’s “distinctiveness” in
social outcomes is rapidly eroding.?
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Figure 1. Poverty Intensity in U.S. States and Canadian Provinces
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Figure 2. Poverty Intensity in U.S. States and Canadian Provinces—1997
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Although, on an annual income basis, less than a fifth of the pop-
ulation directly experiences poverty, poverty is also important for
many non-poor people who are anxious about their future probabili-
ty of deprivation. Even the securely affluent are affected, because the
prevalence and depth of poverty may be of wider importance for civic
life and national identity.® Since greater similarity of poverty out-
comes in Canada and the United States appears to be coinciding with
greater North American trade integration, one possible explanation is
trade liberalization.

However, despite having had internal free trade for over 200 years,
there is a wide range of income inequality and poverty outcomes to
be observed within the United States.* A wide range of social welfare
payments are made by states.” This heterogeneity in outcomes and
policies should induce some skepticism about the homogenizing
effects of trade.

Another potential cause is macroeconomic policy. Monetary poli-
cy in Canada has, since 1988, been focused solely on the attainment
of inflation targets, while the U.S. Federal Reserve has adopted a less
dogmatic approach. A succession of prominent Canadian economists
have focused on monetary policy as a leading cause of Canada’s high-
er unemployment during the 1990s. [For example, Fortin (1996),

Riddell (1999).] Social policy change is yet another conceivable
explanation. The 1994-1997 period coincides with major structural

change to American welfare policy and Canadian (un)employment

insurance.®

Since all these trends affected provinces and states to differing
degrees, this paper focuses on trying to explain the variation in pover-
ty intensity across jurisdictions within Canada and the United States.
To fix ideas, section 2 (Conceptual Framework) presents a framework
for discussion while section 3 (Empirical Issues) discusses data
sources and the variables used in the analysis. In section 4 (Results),
the results of cross-sectional regressions for 1994 and 1997 are pre-

sented. Section 5 discusses implications.
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Conceptual Framework

Suppose that we think of the national economy as having two sec-
tors—internationally tradable (T) and non-tradable (N) goods and
services. Each individual worker draws his or her income from one
sector or the other as per equation (1) or (2).

Y=YV o+ el (1
Yi=Y] of+el )

\7?, \7?/ = average income in traded (T') and non-traded (N) sec-
tor in period t

T N . C e .
oy, 0 = relative permanent personal advantage of individual I in
traded and non-traded sectors.

E(o])=E@) =0
g2,€Y = stochastic income shock in traded and non-traded sector.
Efe)=Eey)=0  ¥~f00M; ¢l ~f (0,07

The Average Income in a country is then given as (3) where B, is
the proportion of employment in the tradable sector at time t.

Y= ByTe (1) ¥V 3)

A policy shift to greater openness 1n international trade is moti-
vated by the expectation that (4) holds. However, it is also recog-
nized that the tradable sector is more exposed to shocks (impacting
on both wages and employment), which imply that income flows
become more uncertain. Equation (5) summarizes the difference in
insecurity.
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v7, vy )
oV<o” (5)

Presumably, the labor supply of individuals to sectors is driven by
some combination of their attitudes to risk, the correlation of relative
abilities across sectors, the average income differential (4) and the dif-
ference in stochastic variability (5). In a full general equilibrium
model, relative labor supplies by sector would interact with sectoral
clasticities of demand to determine the equilibrium relative income
ratio. For present purposes, all we need to assume is that (4) and (5)
hold and that the industrial structure of states (provinces) differs.
Each state (province) of workforce n_ within a country of size N has
a specific industrial structure f3 . Equation (6) summarizes the over-
all relation.

Bt = Z%‘ Bst' (6)
Figure 3 presents a graphical representation of income prospects
for a typical person, where P represents the poverty line. The greater
dispersion of income in the tradable sector opens up the possibility

Figure 3. Income Distribution in Tradable and
Non-Tradable Sectors
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that poverty will rise as labor flows into traded industries, but the
combination of a higher mean income with greater variance of
incomes in the traded sector means that there is no clear prediction
about poverty probability.

If Fp and Fy denote the cumulative distribution function of
income in tradable and non-tradable sectors (for a person of given
characteristics), then poverty probability in a state (province) would
be given by (7).

R =BFAP) +(1-B) (Fy (P)). (7)

In addition to worrying in general about the loss in utility pro-
duced by a possible income loss, people worry about poverty
because there is something different about being poor. Adam Smith
wrote of the importance of meeting customary consumption norms:
“the want of which would be supposed to denote that disgraceful
degree of poverty, which, it is presumed, nobody can fall into with-
out extreme bad conduct.”” Sen (1985) has introduced the vocabu-
lary of functionings or capabilities—such as the capability of
appearing in public without shame as to shabby clothing.
Bourguignon and Fields (1997) have noted that if there is some-
thing qualitatively different about being poor, the utility function is
discontinuous at the poverty line. Hence, there is good reason for
individuals to care about both their probability of poverty and the
depth of that poverty, if it occurs.

If, as equations (1) and (2) summarize, the current pretax income
of individuals can be neatly divided into permanent differentials and
stochastic shocks, one could categorize the corresponding social
transfers as arising from social assistance or social insurance pro-
grams. The simplest characterization of a social assistance program
that aims at redistribution of permanent income is in terms of its
guarantee rate (g ) and implicit tax rate (t,) which together determine
net transfers B, as per equation (8).

Boi =8 to ?ai (8)
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Social insurance programs (such as unemployment insurance) can
be characterized as a form of coinsurance, or risk-sharing, among
individuals, in which people with positive income shocks pay taxes
and those who get negative shocks receive benefits (B!). A simple
characterization® of such a system is (9):

Bi=-1t &. )

In this highly simplified world, the after-tax income of workers in
non-tradables is given by (10) while (11) gives after-tax income in the

tradables sector.

YN =g+ (1) YN N+ (1-t,) N (10)
Y=g +(1-t) YToT+ (1-t)) eF, (11)

If social assistance and social insurance programs are delivered at
the state (provincial)? level then one must add a subscript to denote
the state-specific level of welfare payments (g ) and the state-specific
replacement rate in social insurance (t; ). Denote the cumulative dis-
tribution function corresponding to (10) as FSN and that correspon-
ding to (11) as IFST. After taxes and transfers, when the poverty line is
p, the poverty rate in a given state (province) is then given by (12).

R =B, FT(p)+(1-B)FN(p). (12)

We cannot unambiguously predict the impact of trade openness
(51_15/8[3520), but the implication of greater risk pooling in social
insurance programs is clear (8Rs/6t; <0) and so is the impact of
greater generosity in social assistance (8Rs/dg, <0).

In reality, of course, Unemployment Insurance (UI) and social
assistance programs are highly complex programs. Both simultane-
ously redistribute income between lifetime income classes and
between contingencies (such as unemployment) that are experienced
within lifetime income classes. In reality, program designers and
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administrators cannot easily distinguish permanent and transitory
differences in earnings capacity, or the voluntary and involuntary uti-
lization of that capacity. A major part of the design and administra-
tion of these programs is driven by the incentive problem, and
program managers’ desire to minimize their impact on labor supply.
Boadway and Cuff (1999) is an example of recent theoretical litera-
ture that outlines why, in an environment of imperfect information,
program designers will utilize both types of programs, and will also
institute controls for job search and work effort.

However, the bottom line for present purposes is that variations in
Ul and social assistance generosity are likely to have distinct effects
on the intensity of poverty. The exposure of a region to trade, on the
other hand, has ambiguous effects.

Empirical Issues
Poverty Measurement

The most commonly used statistic on poverty is the poverty rate, but
since Sen (1976) many authors have recognized that the poverty rate,
by itself, is a poor index.!% Simply counting the number of the poor,
as a percentage of all people, ignores any consideration of the depth
of their poverty. As Myles and Picot (1999) have noted, some social
policies transfer income to groups (such as single parents) whose
incomes are well below the poverty line. Because their incomes are so
low, policy changes that affect these groups may have large impacts
on their well-being, but not show up in the poverty rate statistics if
few individuals are actually moved over the poverty line.

On the other hand, an index such as the average poverty gap ratio
looks only at the average percentage shortfall of income below the
poverty line. As a result, it ignores the issue of how many people are
poor. This paper therefore uses the Sen-Shorrocks-Thon (SST) index
of poverty intensity, which combines consideration of the poverty
rate, average poverty gap ratio and inequality among the poor.!!

POVERTY IMPACTS OF TRADE, MACROECONOMIC AND SOCIAL POLICY

In this paper, we want to assess whether observed differences
between provinces and states in poverty intensity in 1994 and 1997
can be explained by differences in trade exposure, aggregate unem-
ployment or social welfare spending. We know the sample size used
to construct estimates of poverty in each jurisdiction, which in many
cases (particularly for the smaller U.S. states) is sufficiently small that
some state rankings are not statistically meaningful.'? However, the
data do provide an unbiased estimate of each state’s characteristics,
albeit with a standard error of estimate due to sampling variability.
We therefore use a bootstrap procedure to compute the standard
deviation of the SST index of poverty intensity,!® and generalized
least squares to assign to each observation a weight inversely propor-
tional to its bootstrap standard error of estimate.

This paper uses data on the total after-tax income of households
and assumes that income is shared within families. However, the
focus of welfare comparisons is the distribution of income among
persons. We therefore calculate the “equivalent income” of all indi-
viduals, and measure poverty intensity in terms of equivalent income.
In the literature, a number of equivalence scales have been used to
account for the economies of scale of household consumption [see
Burkhauser et al. (1996), Phipps and Garner (1994), and Figini
(1998)]. The issues raised by different equivalence scales are impor-
tant, but to keep this paper focused, and to maintain comparability
with much of the international literature, we simply use the
Luxembourg Income Study (LIS) equivalence scale which calculates
the equivalent income of each family member as equal to household
income divided by the square root of household size.

As Hagenaars (1991) and many others have noted, there has long
been a debate on how best to conceptualize poverty. In very poor
countries, where many people may be continually hungry, poverty can
best be seen in absolute terms, but in developed countries we take the
view that social norms within each country as to a minimally ade-
quate standard of living differ across countries and change over time
and are in fact heavily influenced by the prevailing average standard
of living [see Osberg (1984, pp. 61-73)]. On this basis, this paper
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adopts the commonly accepted international standard of half the
median equivalent income!* as the poverty line—but in practice this
makes no appreciable difference to the regression results reported in
the “Results” section below.

Since so much of the Canadian debate has used the Low Income
Cut-Offs (LICO) of Statistics Canada, we can also use the LICO as
an estimate of the “poverty line” and convert Canadian dollar esti-
mates of the poverty line into U.S. dollars using a Purchasing Power
Parity (PPP) estimate of the exchange rate for consumer expendi-
ture. 1 Alternatively, we can convert the U.S. official Social Security
Administration (SSA) poverty line into Canadian dollars using the
same PPP estimates. Although doing so changes the estimated level
of the poverty rate and poverty gap, estimates of poverty intensity are
almost perfectly correlated across provinces and states.

Figure 4A presents a plot of poverty intensity in 1994 in U.S. states
and Canadian provinces (marked x) using the SSA poverty line and a
poverty line equal to one half the median equivalent income. Figure
4B plots the 1997 level of poverty intensity in states and provinces
using the LICO and one half the median equivalent income con-
cepts. (Other plots are available on request and tell the same story.l(’)

The use of different poverty lines can be quite important for per-
ceptions of the overall level of poverty, or the prevalence of poverty by
demographic group, or trends over time within countries—see Wolfson
and Evans (1989) or Short et al. (1999). A particularly important issue
is the dependence of many senior citizens on the same transfer pro-
grams. This implies that many senior citizens have much the same
(low) income. Because that “spike” in the income distribution of senior
citizens in Canada lay between the LICO and one half the median in

1994, poverty measurement among the over-65 cohort is quite sensi-

tive to measurement choices—see Osberg (1997). (Since Social
Security in the United States is more heavily earnings-related, the
“spike” in U.S. data is less sharp.) However, across states and provinces
the impact of changing measurement choices is nearly the same,
because the proportion of elderly in the population does not vary
enough to make much of a difference to aggregate poverty totals.”
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Figure 4A. Correlation of Poverty Measure SST Index Using Official

U.S. and 1/2 Median Poverty Line—1994
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Figure 4B. Correlation of Poverty Measure SST Index Using LICO
(100-499K) and 1/2 Median Poverty Line—1997
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Similarly, the conceptual choice of an “absolute” poverty line
which is updated only for price increases (such as the LICO or the
SSA poverty line) or “one half the median equivalent individual
income” (a “relative” poverty line which moves with median income)
can imply different perceptions of trends over time—but at the
national level. In the late 1990s, strong economic growth in the
United States has raised family incomes, but in Canada average real
family income has fallen. Since consumer prices have risen faster
than family money incomes in Canada, the LICO is now signifi-
cantly higher than “one half the median” in Canada—hence the
measurement choices of an absolute or a relative poverty line does
affect perceptions of the Canadian national trend. However, the
impact of these measurement choices reflects events that are nation-
al in scope. Comparing jurisdictions within countries, at any point in
time, poverty by one poverty line predicts almost exactly poverty by
any other poverty line.

For the United States, we use the Luxembourg Income Study
(LIS) data (based on the Current Population Survey), but for the
Canadian inter-provincial comparisons we use the Survey of
Consumer Finance household micro data of 1994 and 1997. We
assume that within all provinces and states, at all dates: (i) family
(after-tax) income is equally shared among all family members, (ii)
the LIS equivalence scale adequately accounts for economies of scale
in family consumption, and (iii) the poverty line is represented by half
the median equivalent income.!®

The Context for Poverty Comparisons between the
United States and Canada

Before proceeding to an examination of the differences between
Canadian provinces and U.S. states in the 1990s in poverty intensity,
we first set the context by discussing the much larger differences in
poverty intensity that can be observed among selected developed
countries and over time. Figure 5 presents LIS data from the 1990s, to
make the point that in 1994, poverty intensity in Canada was, overall,
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comparable to the high end of the European poverty intensity spec-
trum—and quite different from that observed in the United States.
Figure 6 is also based on LIS data and is presented to make the
point that differences in national poverty intensity between the
United States and Canada only emerged within the last 30 years.
Canada and the United States were statistically indistinguishable in
poverty intensity in the early 1970s (indeed Canada’s point estimate
of poverty intensity in 1971 exceeds the U.S. 1974 point estimate).
Over the period 1971 to 1994, Canadian social policy diverged from
that in the United States [see Card and Freeman (1993)], and
Canadian and American poverty intensity moved in different direc-
tions. By the mid 1990s Canadian poverty intensity was clearly less
than in the United States at the national level. However, within both

Figure 5. 1990s—Country Rankings by SST index
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Figure 6. Poverty Intensity Over Time
Canada-United States Comparison
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Canada and the United States, it is the larger subnational jurisdic-
tions'? that dominate national totals. Since the decisions of a few
provincial and state lawmakers dominate national averages, differ-
ences in poverty that emerge in a decade can, presumably, disappear
Just as quickly. As Figure 2 indicated, by 1997 Canadian provinces
were spread throughout the distribution of U.S. states. The point of
this paper is to try to explain why.

Unemployment Rate

During the 1990s, U.S. and Canadian unemployment rates have
diverged substantially. In explaining this, Fortin (1996) and Riddell
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(1999) have laid primary emphasis on the divergent monetary poli-
cies of the U.S. Federal Reserve and the Bank of Canada. The adop-
tion of an explicit target range of 1 to 3 percent for inflation in
Canada has not been emulated by the United States and the Federal
Reserve continues to emphasize the costs to output and employment
of such a one-dimensional perspective on monetary policy.?0 For
present purposes, this divergence in policy choices is important,
because it may be that the insecurities that are popularly associated
with greater trade liberalization would be better focused on monetary
policy choices.

To account for the influence of macroeconomic conditions, we use
the male unemployment rate (all ages) for each province/state for
1994 and 1997.2! However, the impact of aggregate labor demand on
poverty is unlikely to be linear. When unemployment rates are high,
a one percentage point shift may largely produce changes in the
employment probability of middle-class workers, but as the labor
market tightens up, employers have to start to consider more serious-
ly the job applications of the disadvantaged. Hence, our preferred
specification is the natural Jogarithm [In(unemployment)], since that
gives greatest weight (in reducing poverty) to changes in unemploy-
ment that occur at low levels of unemployment.

Unemployment Insurance Generosity

There is an enormous literature on unemployment insurance and its
impacts. For example, Atkinson and Micklewright (1991) and
Osberg (1996) have surveyed international evidence on the connec-
tion between unemployment compensation and unemployment and
have stressed the complexity of Ul systems and the inadequacy of a
simple story of Ul disincentives. Myatt has surveyed the macro time-
series studies on Canada which assess the impact of the 1971 UI revi-
sions on unemployment, half of which find no impact. As he
comments, “A more evenly divided result could not be imagined.”
(1996, p. 109). Sargent (1995) has noted that a variety of indices of
Ul generosity have been used in the Canadian literature, often
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imposing arbitrary assumptions, such as the time horizon over which
labor/leisure choices are made.

Researchers face difficult choices in attempting to summarize a
complex system such as Canadian Ul in a small number of vari-
ables®> However, that difficulty is magnified when the system
changes structurally (as in 1996) and when the point at issue is a
comparison with the “generosity” of an amalgam of 50 heterogeneous
state systems, which differ somewhat from each other and have had
a quite different structure from Canadian Ul As a consequence,
direct comparisons of U.S. and Canadian Ul are surprisingly rare23—
Moorthy (1990) is one of the few to attempt a pooled state/province
regression.

The price of comparing jurisdictions with different structures to
their UT systems is a necessity to simplify the characterization of those
systems. Data are to enable calculation of the ratio of total Ul benefits
in the province/state to the total number of unemployed for 1994 and
1997. The second concept of generosity used in this paper is total Ul
benefits divided by total earnings. This variable has been used by
Moorthy (1990) [and criticized by Osberg (1996, p. 93)].

Social Assistance Generosity

If anything, social assistance systems in Canada and the United
States are even more complex than UI, with a host of provisions for
earnings disregard, maximum asset holdings allowed, supplementary
benefits, etc. However, there are also plausible comparable measures
of the generosity of social assistance.

Our first measure of social assistance generosity is the maximum
amount a single parent with one child would receive in assistance, as
a fraction of average local earnings. For the United States, the
amount is the dollar amount of maximum Aid to Families with
Dependent Children (AFDC) for a family of two for each state. The
National Council of Welfare reports the benefits for a single parent
with one child across all the provinces in Canada. These amounts are
divided by 52 to obtain a weekly amount and then by the average
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weekly earnings in states/provinces. These figures were obtained for
1994 and 1996 (1997 data are not yet available).

The second concept looks at welfare generosity in terms of nation-
al, not local, norms. It is similar to the first but rather than dividing
by the average earnings, the divisor is the poverty line of one-half the
median equivalent income for each country. Both these concepts of
“generosity” measure the legislated provisions open to an individual
with given characteristics, but not the value of benefits actually paid.
Our own opinion is that such a measure of the generosity of social
assistance is desirable, since it is not endogenous to the choices of
individuals to apply for welfare, or the other local factors that might
push people onto welfare.(A disadvantage is that benefits change
infrequently in most states, implying there is little identifying varia~
tion in fixed effects models.) However, one could also argue that
jurisdictions may differ in the ease with which applicants are
approved for benefits and in the demographic structure of the appli-
cant pool (which would argue for the use of actual benefits paid per
person).

We therefore experiment with a third measure of social assistance
generosity—average social assistance benefits for all individuals
receiving benefits. In Canada, this is the total annual social assistance
paid by each province divided by the total number of recipients (i.e.,
all those in a household receiving social assistance) per province esti-
mated in March of 1994 and 1997 (which is then divided by 12 for a
monthly amount). For the United States, we take the average month-
ly AFDC for all households plus the average monthly value of food
stamps for all recipient families and divide this total by the average
household size for the state.

Trade Exposure
Our trade openness variable measures the exposure of a state or
province to international trade as the product of the industrial com-

position of the labor force and the trade exposure of industries.
Although we prefer a measure of trade exposure (exports plus
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imports), popular discussion often focuses on the impact of imports
on employment. Hence, we also construct a measure of import expo-
sure. The variable consists of each country’s exports plus imports (or
imports alone) by industry as a proportion of the output of that
industry, weighted by the proportion of the state’s or province’s labor
force working in that industry. Export and import data are obtained
for two-digit categories, using the 1980 industrial classification sys-
tem for Canada and the major groupings industrial classification sys-
tem for the United States. The trade data include agriculture, mining,
and manufacturing industries, but do not include services.

The industry-level labor force data uses the same industrial classi-
fications. For Canada, the Monthly Labour Force Survey is used,
with an average being taken for the 12 months of 1994 and 1997. For
the United States, non-farm employment rather than the total labor
force is used. For each state or province, the proportion of the labor
force in each industry as a percentage of all employment is calculat-
ed. Finally, the proportions of the labor force in each industry are
multiplied by the share of trade (or imports alone) in output, and then
summed for each province or state.

The Canada Effect

In cross-national comparisons, one always faces the concern that there
may be real or nominal differences between countries that are not cap-
tured in measured explanatory variables. Differences in statistical pro-
cedures or the measurement of variables (such as welfare benefits).may
create the perception of difference where none exists, but it may also
be that some variables (e.g., the percentage of black or Hispanic indi-
viduals) are plausibly omitted in one context, but important in anoth-
er. It could also be that in Canada—United States comparisons, Canada
is just “kinder and gentler” in some set of unspecified ways that are not
captured by differences in unemployment, trade and social policy
(specifically, welfare and UI). We therefore include a dummy variable
to denote “Canadian”™—but to anticipate the discussion of results
below, it is almost never statistically significant.

1
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Results

Tables 1A and 1B present the main results. Column 1 presents our
preferred specification because it (1) enters the logarithm of the local
unemployment rate (implying that changes in unemployment at low
rates have greater impacts on poverty); (2) measures Ul in the same
manner as Moorthy (1990); (3) focuses on statutory entitlements to
social assistance as a fraction of average local earnings; and (4) meas-
ures trade exposure (not just import exposure). However, columns 2
to 7 are included to give readers a feeling for the robustness of our
results. 24

It is clear that a rise in the unemployment rate is strongly associ-
ated with an increase in poverty. This result 1s noteworthy since there
was a time when analysts emphasized the proportion of the poverty
population (elderly, single parents and handicapped) who are perma-
nently outside the labor force and declared: “Poverty... s no longer a
phenomenon closely related to the labour market” [Economic
Council of Canada (1976, p. 122). By contrast, Tables 1A and 1B
emphasize the importance of macroeconomic policy for poverty out-
comes. The tight labor markets produced by a continuing expansion
in the United States have had a significant impact on poverty—but
in Canada the poor have paid the price of the policy choice to de-
emphasize the importance of unemployment.25

The generosity of social assistance benefits is also clearly associ-
ated with lower poverty. Although it has been argued that cutting
social assistance benefits is an act of “tough love” which increases
work incentives, gets people off welfare and reduces poverty, Tables
1A and 1B are instead consistent with the more obvious idea that
cutting social welfare benefits deepens the deprivation of the disad-
vantaged, and is consistently associated with more intense poverty—
not less.

In most specifications, more generous Ul benefits are associated
with lower poverty—but not for our preferred specification. We are
not happy with the construction of our Ul variables, and are there-
fore, cautious in our interpretation—perhaps the most accurate
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phrasing would be that Tables 1A and 1B offer qualified support for
the anti-poverty role of Unemployment Insurance.

The literature on trade and income inequality has been con-
tentious, but a consensus has slowly emerged that, while trade is
undoubtedly to blame for a significant part of the rise in inequality
over the last generation, it 1s not the sole or even strongest factor.
Borjas, Freeman, and Katz (1997) found that trade and immigration
contributed up to 20 percent of the rise in the skilled-to-unskilled
wage ratio, while Borjas and Ramey (1994a, 1994b) theorized that in
sectors weakened by imports, unskilled workers lost their monopoly
power, resulting in a rise in wage inequality. Wood’s (1995) exhaus-
tive study attributed almost the entire rise in the skill premium to
North-South trade. However, Lawrence and Slaughter (1993)
stressed that, according to the Stolper-Samuelson theorem of the
Heckscher-Ohlin model, rising wage inequality could not be attrib-
uted to trade, given that neither the relative price of unskilled labor-
intensive imports nor the skilled-to~unskilled employment ratio has
fallen. Krugman'’s (1995a, 1995b) general-equilibrium analysis sug-
gested that North-South trade is sufficiently small (non-oil imports
from low-wage countries to the U.S. amounted to just 2.8 percent of
US. GDP in 1990) that it could not possibly explain the rise in
inequality. Finally, Cline’s (1997) summary and analysis of the evi-
dence states that only one-fourth to one-fifth of the rise in the
skilled-to-unskilled wage ratio is attributable to trade or immigra-
tion.

The literature on trade and risk focuses on the rise in instability
caused by increased openness. This rise in instability may have many
possible sources, such as increased exchange-rate risk [see, for exam-
ple, Gagnon (1993)]. Gottschalk and Moffitt (1994) find that a rise
in the instability of earnings can account for one-third of the widen-
ing in the U.S. earnings distribution between the 1970s and the
1980s. Rodrik (1997) provides many examples of increased risk due
to globalization, such as a rise in the elasticity of demand for
unskilled workers. This is caused by an asymmetry between groups
that can more easily cross borders (such as capital and highly skilled
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workers) and those that are locked in (such as less-skilled workers),
and results in greater instability in incomes when there are shocks to
labor demand. Rodrik (1998) points out that openness might be
thought to lower risk, given that any one economy must be more
volatile than the overall world economy. However, openness causes
risk by encouraging specialization, which leads to less diversifica-
tion—and the stability of domestic production is what matters, not
the stability of the world. Empirically, Rodrik finds that greater expo-
sure to external risk (measured by the terms of trade or the product
concentration of exports) does lead to greater volatility in income.

Tables 1A and 1B indicate that the cross-sectional level of trade
exposure is statistically insignificant as an explanatory variable—i.e.,
states (provinces) that are more highly trade-dependent have, all else
being equal, much the same poverty intensity as those that are less
trade-dependent. In other work (not reported here) we have looked
at the change between 1994 and 1997 in poverty intensity as a func-
tion of the change in unemployment, Ul, social assistance and trade
exposure. These fixed effects regressions are marred by the fact that
in 42 states and two provinces, statutory benefits for a single parent
did not change from 1994 to 1997, hence there is little identifying
variation, and we do not report these results. However, we note that
the fixed effects regressions do show a statistically significant positive
association between an increase in trade exposure and increased
poverty intensity. When combined with the statistically insignificant
effect of the level of trade exposure in the cross section, this could be
read as indicating that the dislocations produced by a change in trade
regime produce greater poverty, but the effects are temporary.

It 1s notable that with only five variables we are able to explain a
substantial part of the variance in poverty across provinces and
states—the range in R? in 1994 is .56 to .63 and in 1997 is .41 to
.51—but the dummy variable for Canada is almost always statistical-
ly insignificant. There is, therefore, little support in this data for any
“Canada effect” that is not captured by differences in social assistance
benefit levels, unemployment and unemployment insurance. Overall,
the parameter estimates of Tables 1A and 1B provide quite reason-
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able approximate explanations of poverty trends. For example,
between 1994 and 1997 the SST index in Ontario increased from
.044 to .063. In late 1995, a 21 percent cut in social assistance bene-
fits was enacted in Ontario. Columns 1 and 2 of Table 1A imply that
such a cut would have, by itself, produced an increase in the SST
index to approximately .085.26 (Columns 3 to 5 imply a smaller
impact on increase poverty intensity—to about .076.) However, since
a low exchange rate and continuing expansion in the United States
fueled substantial expansion of Ontario’s exports, resulting in a 1.8
percentage point decline in the male unemployment rate over the
same period, about .01 of that increase in the SST index has been off-
set by lower unemployment.

Implicitly, Tables 1A and 1B also provide an estimate of the extent
to which one can hope for macroeconomic expansion to fill the gap
created by welfare cuts. In order to fully recoup the increase in pover-
ty intensity that occurred in Ontario from 1994 to 1997, for example,
a decline in unemployment rates of about 7.2 percentage points (i.c.,
to 2.7 percent) would have been required—something that the Bank
of Canada is unlikely to permit to happen.

Implications—Choices to Make

Some social policy analysts have advanced the hypothesis that the
combination of trade openness and the substantial welfare state
observed in the northern European countries represents a form of
societal risk pooling that attempts to maintain long-run political sta-
bility by finding a balance across the population of the greater
rewards, and greater risks, of being open to international trade. If this
is true, and if long-run social stability requires a link between greater
trade and a larger welfare state, there may be a long-term endogene-
ity of the evolution of the explanatory variables used in this paper.
However, during the 1990s in Canada and the United States there
has been rapid growth in trade and little sign of any general expan-
sion of the welfare state. Instead, a common theme in both countries

80

POVERTY IMPACTS OF TRADE, MACROECONOMIC AND SOCIAL POLICY

has been overall cuts, in the context of a devolution to states
(provinces) of responsibility for social policy. The basic message of
this paper is the heterogeneity of poverty outcomes across states and
provinces and the importance of the decisions that are being made at
those levels. In the United States, states will soon begin to encounter
the implications of the five-year time limits to social assistance
receipt legislated in 1996. Nobody yet knows how much deprivation
will be produced and how the states will respond in the administra-
tion of existing programs, design of new supports or neglect. In
Canada, there is no evidence of political pressures to undo the social
assistance cuts of recent years, but there is continued lobbying to
reduce taxation. In both countries, there is widespread uncertainty
over how long the current economic expansion can continue, and the
prospects for unemployment if it does not. Hence, although it is clear
that in both countries the income determination process for poor
people is in flux, it is far from clear where it will end up.

It is, however, possible to say what has happened, up to 1997. It is
clear that Canada’s distinctiveness in poverty outcomes has eroded
dramatically. Cross-sectional results do not support the hypothesis
that greater levels of trade exposure can be blamed for higher pover-
ty. Instead, this paper argues that decisions that were made in
Canada—on macroeconomic policy, social assistance generosity and
unemployment insurance—are the ones that mattered. The basic
conclusion is that the choices made by Canadian provinces and
American states in the future will be of great importance in deter-
mining the intensity of poverty and the type of society that
Canadians and Americans will live in.
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Appendix

Table Al. Sen-Shorrocks-Thon Index, Poverty Rate

and Relative Poverty Gap—1994

12 Median
Equivalent Income ‘N-° scale U.S. Poverty Line
Standard
Error
. Pn?vince/ St_a_t_e SST" Ra?a Gap (SST) SST .Rate Gap-
Carlada ~ 0.059 0.111 0.273 0.0013 0.036 0.069 0.264
Alberta 0.055 0.104 0.271 0.0037 0.032 /7(5.065 0.254 "
Brltlsh C"c.J.Iiumbiia 0.056 0.105 0.275 0.0039 0.035 0.067 0.265
i Maaitelaa 0.072 0.124 0.300 0.0051 0.049 0.084 0299 “
New Brunswick 0.083 0.141 0.307 0.0056 0.050 01;9;;’“(’)"‘278 |
i Newfoundland »“0.106 0484 0305 00069 0066 0128 0271 |
i Nova Scotia 0.083 0.157 0.277 0.0051 0.049 O,OQ;M 0.261 k
Ontario 0.044 0.082 0.274 0.0024 0.028 »51048 0.29% A
PEI - 0.044 m0.109 0.207 0.0065 0.026 0.051 0.265
_____ Quebec 0069 0140 0256 00028 0033 0085 0227
Saskatchewan 0.087‘ 0.147 0.311 0.0056 0.058 0.1086 0285
UnitedﬂSfates 0.126 0.185 0.360 0.0015 0.09; 0130 " 0367
Alabama 0.158 0.230 0.368 0.0160 0.116 0149 0.412
..... A Ila”ska 0.093 0.133 0.359 0.0156 0.070 0.085 0424
i Arizﬁqna 0.149 0.206 0.386 0.0146 0.114 0.142 0.421
Arkansas 0.138 0.223 0.332 0.0115 0.090 0.153 0.311 |
L Califoinﬂirar 0.145 0.213 0.363 0.QF)58 0.110 0.151 0.386w
Colorado ”0.083 0.115 0.374 0.0100 0.061 0.078 0.401'
Connecticut 0.089 0.126 0.369 0.0141 0.062 0102 0.314 .....
Delaware 0.084 0.139 0.313 0.0125 0.056 0.080 0.363
District of
Columbia 0.173 0.247 0.382 0.0175 0.126 0.201 0.337
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Table Al. (continued)

=

12 Median

Equivalent Income N-° scale U.S. Poverty Line
Standard
Error

Province/State  SST Rate Gap (SST) 88T Rate Gap
Florida 0.133 0.480 0.389 0.0073 0.100 0.133 0.392
Georgia 0.417 0.179 0.345 0.0114 0.081 0.122 0.348
Hawaii 0.081 0.126 0.333 0.0118 0.054 0.0ZB 0.364
Idaho 0.101 0.183 0.291 0.0120 0.065 0.101 0.332
lllinois 0.115 0.173 0.351 0.0068 0.081 0.119 0.357
Indiana 0.139 0.196 0.379 0.0162 0.100 0.142 0.370
lowa 0.097 0.133 0.381 0.0126 0.07¢ 0.100 0.371
Kansas 0.144 0.210 0.366 0.0132 0.101 0.147 0.365
Kentucky 0.164 0.235 0.378 0.0138 0.116 0.181 0.343
Louisiana 0.1491 0.275 0.378 0.0168 0.145 0.207 0.379
Maine 0.083 0.139 0.309 0.0117 0.054 0.078 0.354
Maryland 0.081 0.428 0.331 0.0110 0.053 0.077 0.354
Massachusetts 0.088 0.132 0.347 0.0056 0.059 0.090 0.336
Michigan 0.123 0.178 0.366 0.0069 0.090 0.135 0.351
Minnesota 0.100 0.159 0.330 0.0116 0.067 0.105 0.329
Mississippi 0.158 0.262 0.327 0.0147 0.108 0.183 0.313
Missouri 0.133 0.206 0.344 0.0166 0.096 0.152 0.336
Montana 0.1120 0.173 0.334 0.0110 0.072 0.109 0.337
Nebraska 0.079 0.123 0.332 0.0108 0.052 0.067 0.400
Nevada 0.102 0.145 0.367 0.0137 0.072 0.101 0.372
New Hampshire 0.065 0.116 0.289 0.0094 0.037 0.065 0.292
New Jersey 0.07v9 0.118 0.346 0.0058 0.055 0.078 0.358
New Mexico 0.186 0.267 0.379 0.0146 0.140 0.199 0.376
New York 0.143 0.199 0.382 0.0066 0.107 0.148 0.382
North Carolina 0.121 0.184 0.348 0.0073 0.083 0.120 0.362

(Table continues on the following page.)

83



LARS OSBERG AND TERESA L. CYRUS

Table Al. (continued)

North Dakota  0.109 0.161 0.355 0.0127

12 Median
Equivalent Income N-° scale U.S. Poverty Line
Standard
Error
. Province/State  8ST  Rate Gap  (SST)  SST Rate  Gap

0.078 0.099 0.408

Rhode Island 0.101 0.147 0.356 0.0147

South Carolina 0.126 0.199 0.336 0.0137

South Dakota 0.117 0.178 0.348 0.0124

Ohio 0.182 0.367 0.0067 0.081 0.128 0.374
Oklahoma 0.144 0.228 0.338 0.0135 0.203 0.148 0.366
Oregon 0.10¢ 0.175 0.329 0.0118 0.073 0.115 0.332

Pennsyivania 0.111 0.162 0.362 0.0068 .

Tennessee 0.134 0.185 0.383 0.0149
Texas 0.150 0.231 0.350 (;.0070 »
Utah 0.071 0.116 0.318 0.0107
Vermont 0.068 0.121 0.289 0.0096
. Virginia 0.101 0.145 0.363 0.0108

Washington 0.227 0.170 0.362 0.0119

West Virginia 0.1714 0.256 0.361 0.0154

Wisconsin 0.077 0.122 0.325 0.0100

Wyoming 0.101 0.450 0.351] 0.0117

Table A2. Sen-Shorrocks-Thon Index, Poverty Rate
and Relative Poverty Gap—1997

12 Median
Equivalent Income N5 scale
Standard
Error
Province/State  S§ST Rate Gap  (SST)
Canada 0.070 0.118 0.306 0.0018
Alberta 0.055 0.088 0.322 0.0037

U.S. Poverty Line

SST.  Rate Gap |
0.048 0.081 0.306

0.037 0.060 0.314
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Table A2. (continued)

[ I 12 Median

Saskatchewan 0.069 0.127 0.283 0.0056

United States 0.106 0.168 0.333 0.0099

Equivalent income N-° scale U.S. Poverty Line
Standard
Error
Province/State  SST Rate (SST)
British Columbia 0.073  0.115 . 0.0039 .
Manitoba 0.069 0.129 0.0051
New Brunswick 0.083 0.155 0.0056
Newfoundland 0.099 0.197 0.0069
Nova Scotia 0.093 0.166 0.0051
Ontario 0.063 0.099 0.328 0.0024 0.046 0.069 0.340
PEI 0.053 0.126 0.219 0.0065 0.030 0.071 0.220
Quebec 0.078 0.144 0.285 0.0028 0.051 0.099 0.268

Connecticut 0.0714 0.087 0.418 0.0141

Alabama 0.144 0.214 0.360 0.0160 0.088 0.122 0.375
Alaska ' 0.064 0.101 0.325 0.0156 0.040 0.055 O 366
Arizona 0.128 0.226 0.303 0.0146 0.070 0.112 0.322
Arkansasv 0.160 0.254 0.342 0.0115 0.096 0.142 0.354
California 0.118 0.491 0.328 0.0058 0.069 0.112 0.319
Colorado 0.063 0.097 0.332 0.0100 0.038 0.054 0.358

Delaware 0.07v6 0.108 0.361 0.0%?5 0.048 0.071 O 350
District of

Columbia 0.188 0.248 0.414 0.0175 0.126 0.173 0.386
Flonda ....... 0.118 0.176 6.351 0.0073 0.071 0.098 0.375
Georgia 0.128 0.193 0.353 0.0114 0.081 0.112 0.375
Hawaii 0.098 0.163 0.316 0.0118 0.056 0.079 0.366
ldaho 0.099 0.190 0.277 0.0120 0.049 0.099 0.256
lllinois 0.0867 0.145 0.312 0.0068 0.047 0.078 0.313

(Table continues on the following page.)
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Table A2. (continued)

12 Median
Equivalent Income N-5 scale U.S. Poverty Line
Standard
Error

_Province/State  SST Rate Gap  (SST)  SST = Rate Gap
Indiana 0.062 0.120 0.264 0.0162 0.033 0.045 0.371
lowa 0.082 0.139 - 0.309 0.0126 0.045 0.060 0.385
Kansas 0.076 0.130 0.303 0.0132 0.042 0.060 0.356
Kentucky 0.120 0.201 0.320 0.0138 0.062 0.119 0.273
Louisiana 0.136 0.213 0.343 0.0168 0.080 0.132 0.319
Maine 0.093 0.452 0.321 0.0117 0.050 0.073 0.352
Maryland 0.059 0.095 0.317 0.0110 0.031 0.054 0.286
Massachusetts 0.101  0.438 0.380 0.0056 0.062 0.085 0.380
Michigan 0.087 0.141 0.323 0.0069 0.051 0.076 0.343
Minnesota Q.O78 0.123 0.331 0.0116 0.047 0.075 0.323
Mississippi 0.140 0.234 0.320 0.0147 0.082 0.124 0.348
Missouri 0.100 0.1451 0.348 0.0166 0.057 0.087 0.337
Montana 0.130 0.204 0.340 0.0110 0.072 0.107 0.347
Nebraska 0.074 0.142 0.272 0.0108 0.035 0.076 0.239
Nevada 0.077 0.139 0.288 0.0137 0.036 0.072 0.254
New Hampshire 0.064 0.117 0.281 0.0094 0.037 0.052 0.359
New Jersey 0.077 0.117 0.339 0.0058 0.046 0.070 0.335
New Mexico 0.174 0.250 0.378 0.0146 0.109 0.167 0.346
New York 0.132 0.199 0.370 0.0066 0.087 o0 12?; 0.3%0
North Carolina 0.097 0.153 0.331 0.0073 0.058 0.086 0.351
North Dakota  0.098 0.157 0.326 0.0127 0.054 0.094 0.299
Ohio 0.085 0.144 0.309 0.0067 0.050 0.078 0.329
Oklahoma 0.114 0.183 0.328 0.0135 0.063 0.098 0.331
Oregon 0.087 0.153 0.296 0.0118 0.043 0.062 0.352
Pennsylvania 0.092 0.155 0.309 0.0068 0.050 0.084 0.306 |
Rhode island 0.127 0.175 0.382 0.0147 0.083 0.111 0.388
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12 Median

Equivalent Income N-5 scale

U.S. Poverty Line

Province/State  SST Rate  Gap
South Carolina 0.095 0.182 0.275

Standard

Error
(SST) SST Rate. Gap _

0.0137  0.050 .

South Dakota  0.133 0.177 0.397

0.0124 0.084 0.116 0.375

Tennessee 0.115 0.192 0.317 .
» ‘féxas o 0.142 0.217 Q.351

Ut&;r; ....... 0.061 0.109 0.288

Vermont 0.069 0.113 0.315
V|rg|n|a 0.105 0.163 0.338

0.0096 0.036 0.050 0.370

0.0107 0.034 0.057 0.302

0.0108 0.065 0.084 0.398

Washington 0.086 0.134 0.332
West Virginia 0.142 0.235 0.326

0.0119 0.052 0.071 0.377

0.0154 .

Wisconsin 0.061 0.107 0.295

0.0100 0.030 0.047 0.316

Wyoming 0.111 0478 0.329

0.0117 0.065 0.088 0.383

Table A3. Independent Variables—1994

Columbia 10.2 617.7 0.031 0.496

Manitoba 9.5 4592 0.027 0.497

Unemployment Social Assistance Trade
Male Generosity Generosity Exposure
Province/ U. Ben./ Ben./ Ben./ Ave. Ben./ imports/
State Rate Unemp. Earn. Earn. SA R Line lr_r_u)ortsrf_“)fp?‘rt‘sw
Alberta 8.2 5649 0.026 0.420 460.5 0.836 0.179 0.494
British

394.7 1.049 0.118 0.2917

346.2 0.877 0.185 0.396

New
Brunswick 13.4 1279.5 0.099 0.508

300.4 0.813 0.126 0.305

Newfound-
land 21.3 1050.3 0.139 0.678

Nova Scotia 13.5 845.4 0.070 0.577

231.4 1005 0.116 0.310‘

281.2 0.949 0.147 0.349

Ontario 9.9 4854 0.023 0.600

410.8 1.302 0.295 0.571

(Tabie continues on the following page.)
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Table A3. (continued) Table A3. (continued)

Unemployment Social Assistance Trade [Gaar Unemployment Social Assistance g
Male Generosity Generosity Exposure Male Generosity Generosity Exposure

Province/  U. Ben.,/ Ben,/ Ben,/ Ave. Ben,/  imports/ province/ U. Ben/ Ben,/ Ben,/ Ave. Ben./ Imports/
s A S bl e e S AR b TR S SR e
PEI 175 1061.0 0442 0717 2897 0073 0426 0327 Michigan 59 3123 0.009 0.163 264.8 0.472 0123 0211
""" Quebec 129 7448 0053 0.538 367.0 1013 0261 0.503 Minnesota 4.6 3462 0.007 0217 2001 0556 0078 0.138
Saskatche- ) Mississippi 0.005 0.063 136.4 0.122 0.166 0.254
wen 7.0 8829 0027 0546 3120 0935 0.53 0.381 | sori | 4 0.007 0425 200.7 0.298 0.099 0.160
RO it 20:4, 0006, 0078 1617 0474 0.133 0206 Montana 53 2541 0009 0.222 230.8 0.423 0040 0.062
e 91 5011 0021 0351 4344 1045 0046 0.064 Nebraska 2.5 1688 0003 0182 2190 0373 0065 0.114
Arzona 87 1814 0005 0149 2258 0350 0.072 0.123 Nevada 59 2791 0.008 0451 230.3 0367 0030 0.047
[rkansas 4.7 2369 0009 0104 1664 0206 0135 0217 New

California 8.7 2586 0.011 0.218 323.4 0.624 0.089 0.146 _Hampshire 4.4 149.1 0.004 0.246 293.3 0.612 0.108 0.184
Colorado 4.4 226.0 0,065 0.142 228.3 0.358 0.060 0,1027 “NewJersey 6.8 465.8 0.013 0.127 261.14 0.410 0.064 0.108
Connecticut 5.3 534.0 0.012 0.183 3245 0.602 0.100 0.176 | NewMexico 7.4 1363 0006 0186 2322 0.387 0.063 0.094
Delaware 4.5 327.6 0.008 0125 237.4 0.344 0.059 0.107 NewYork 7.5 3558 0011 0.180 340.2 0596 0.071 0.112
District of North

Columbia 83 369.2 0.008 0119 280.4 0.428 0.002 0.004 Carofina 4.0 1749 0.004 0133 193.9 0.300 0.131 0.210
Florida 6.3 161.1 0.006 0.135 221.8 0.307 0.047 0.078 North Dakota 4.4 219.1 0.007 0.223 243.0 0.424 0.048 0.080
Georga 50 1437 0004 0421 2030 0299 0096 0453 Ohio 56 2371 0007 0.140 2477 0.355 0.109 0.189
Hawaii 7.1 518.4 0017 0.289 "4.18.3 0'71;" 0.017 0026 Oklahoma 6.2 1242 0.005 0.150 2183 0.319 0.096 0.151
idaho 56 249.3 0010 0152 211.8 0.319 0.073 0.130 | Oregon 58 3911 0013 0213 2707 0.503 0.080 0.136
inois 58 3239 0.008 0125 230.2 0.354 0.084 0-145W Pennsylvan}a 6.5 426.0 0.014 0‘.‘156 2-46.5 0.402 0.092 0.149
Indiana 45 1551 0.004 0.120 1959 0291 0.144 0.242 RhodAeMIVslrand‘ .7.6 512.8 0.022 d.é4i 313.6 0.571 0.134 0.199
lowa 3.9 260.1 0007 0214 2401 0.459 0.097 0.170 ' south

kansas 5.6 2155 0.006 0203 2304 0448 0.099 0471 Carolina 5.6 1596 0006 0.094 1692 0.202 0.129 0.211
| fenwely 58 231.4 0.008 0114 1846 0.249 0123 0198 bota 3.3 1055 0.003 0270 2174 0484 0086 0146
touisana 73 987 0005 0077 1611 0176 0.074 0113 Temessee 4.4 2010 0.005 0078 1618 0181 0439 0.216
Mare .83 2391 0012 0187 2622 0397 0137 0201 Teras 63 1703 0006 0081 1627 0.207 0.083”0.1317
 Maryland 5.7 250.2 0008 0140 243.9 0372 0.045 0.076 Utah 34 1817 0004 0201 2411 0435 0087 0.142
g/leattsssacm_ 6.6 4346 0011 0205 3295 0619 0.083 0138 (Table continues on tho W
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Table A3. (continued) Table A4. (continued)

Unemployment Social Assistance Trade Unemployment Social Assistance Trade
Male Generosity Generosity Exposure | Male Generosity Generosity Exposure
Province/ u. Ben./ Ben./ Ben/ Ave. Ben./ imports/ i Province/ u. Ben./ Ben./ Ben,/ Ave. Ben./ Imports/
State Rate Unemp. Earn. Earn. SA P Line  Imports Exports State Rate Urjemp. Earn.  Eamn. SA Pline Imports Exports
Vermont 5.0 351.6 0.011 0.299 3183 0.654 0.099 0.163 Alaska 9.2 510.5 0.020 0344 4520 0965 0051 0.074
Virginia 4.7 135.2 0.004 0.119 223.6 0.294 0.076 0.125 Arizona 43 1489 0003 0132 2161 0323 0078 0.165
Washington 6.5 498.3 0.018 0.225 307.8 0.560 0.087 0.148 H Arkansas 5.7 3000 0.009 0093 1711 0190 0137 0.242
West California 6.2 2764 0.007 0191 321.9 0.563 0.106 0.212
et | Lo (o BN VS 2eny BRe . BTt
Viginia 101 1884 0011 0117 2015 Saak OWre G328 Colorado 3.2 2441 0.003 0122 2558 0329 0.064 0.144
_Wisconsin __5:2 3005 0008 0240 2605 Uew0 By bals Comnecticut 5.9 439.9 0.007 0147 3711 0.521 0.105 0.232
Wyoming 54 2029 0008 0192 2226 0.407 0085 0.083 Delaware 4.4 4782 0.007 0.108 231.7 0317 0.058 0.126
District of
Columbia 7.2 416.7 0.006 0.099 317.6 0.383 0.004 0.008
Table Ad. Independent Variables—1997 S |- ; T SO YSsS Lt YRR
P 7 Florida 4.7 201.0 0.005 0.121 220.5 0.283 0.051 0.108
: ; Georgia 41 166.3 0.003 0.104 225.3 0.276 0.097 0.174
Unemployment Social Assistance Trade i e
Male Generosity Generosity Exposure Hawaii 7.2 455.3 0.015 0.276 499.7 0.664 0.029 0.048
Prov,nce/ U' Ben./ Ben./ Ben./ Ave‘ Ben'/ lmpOrtS/ . et e v e e temiiee s —————— - 1enaseeienanens oo
State Rate Unemp. Earn. Eam. SA P Line Imports Exports 0.438 209.1 0.295 0.074 0.142
; AN : B [ e
Alberta 5.8 40841 0.012 0.407 362.7 0.771 0.219 0.562 0.109 2489 0.327 0.088 0.175
British 0.107 218.2 0.269 0.147 0.282
Columbi .9 496.2 0.021 0.481 402. . ) 2315 | I [ e
| ooumoE 8 6 .O. _0. 09780126 0315 | . 0.191 259.5 0.424 0.092 0.192
Manitob 4476 0017 0.80 e, .
........... nitoba - 0809 Kansas 3.4 259.7 0.005 0.185 247.9 0.414 0.105 0.202
New -
Brunswick 13.6 896.3 0.070 0520 296.9 0.804 0.126 0.321 Kentucky ~ 4.6 227.4 0.007 0115 1947 0.264 0.130 0.224
Newfound- i Louisiana 5.4 120.9 0.004 0.069 167.0 0.162 0.085 0.134
..... land 199 9117 0.113 0627 291.6 0928 0147 0385 Maine 57 287.2 0010 0167 3207 0.367 0136 0220
Ontario 81 370.5 0.015 0.472 411.6 0.977 0.316 0.601 Massachu-
PEI 167 9902 0.14 0623 290.1 0854 0435 0.360 . setts 44 5838 0008 0175 357.2 0571 0.097 0.226
Quebec  11.9 565.1 0.036 0499 3658 0.934 0276 0536 ' Michigan 42 460.3 0.008 0146 3115 0436 0118 0224
Saskatche- .' Minnesota 3.7 435.4 0.006 0.187 366.5 0514 0.079 0.184
..... wan 6.2 4203 0.016 0515 3338 0.863 0.170 0.435 ,' Mississippi 4.7 167.0 0.006 0056 135.7 0113 0.159 0.263
Alabama 4.4 186.0 0.005 0.070 162.0 0.161 0.136 0.230 ;
(Tabie continues on the following page.)
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Table A4. (continued)

POVERTY IMPACTS OF TRADE, MACROECONOMIC AND SOUIAL POLICY

Table A4. (continued)

Unemployment Social Assistance Trade
Male Generosity Generosity Exposure
Province/ u. Ben./ Ben./ Ben/ Ave. Ben./ Imports/
State Rate Unemp. Earn. Earn. SA R Line lmports Exports

West Virginia 7.6 255.1 0.011 0.109 21...2.0 0236 0.076 0.141

Wisconsin 3.7 4522 0.008 0212 2846 0517 0.118 0.228

Wyoming 47 2191 0.007 0.182 2235 0.376 0.061 0.096

Table A5. Explained Variance in SST Index
(SST | POVLINEL1 ) = a0 + al (SST | POVLINE2 } + a2 (CANADA)

% Median

Official U.S. Canada LICO (190_-4_991«) 1
Official U.S. 1994 1994
1 Adj R2 = 0.9709 Adj R2 = 0.9844
Canada LICO 1997 1994
(100-499K)  Adj R? = 0.9481 1 _ Adj R? = 0.9955
% Median 1997 1997

Adj R? = 0.9588 Adj R? = 0.9911 1

Unemployment Social Assistance Trade

Male Generosity Generosity Exposure
Province/ U. Ben./ Ben./ Ben./ Ave. Ben./ Imports/
State Rate Unemp. Earn. Earn. SA P Line Imports Exports
Missouri 46 2358 0.005 0.110 2257 0.275 0.107 0.197
Montana 6.0 246.1 0.009 0.215 269.9 0.410 0.064 0.109
Nebraska 2.6 2242 0.003 0.158 244.7 0.344 0.063 0.135
Nevada 4.1 512.8 0.008 0.135 2554 0.340 0.056 0.109
New
Hampshire 3.0 179.3 0.003 0.211 3349 0.565 0.119 0.274
New Jersey 5.2 5587 0.010 0.112 290.6 0.378 0.078 0.158
New Mexico 6.2 1551 0.006 0.1714 250.8 0.364 0.080 0.151
New York 6.3 326.9 0.008 0.153 368.8 0.550 0.086 0.171
North
Carolina 3.4 270.9 0.005 0.116 2124 0277 0.130 0.228
North
Dakota 26 4454 0.008 0.200 2653 0.391 0.051 0.089
Ohio 4.4 2782 0.006 0.125 2532 0.328 0.108 0.212
Oklahoma 3.6 137.5 0.003 0.130 222.3 0.280 0.099 0.172
Oregon 59 3781 0.011 0.183 3357 0464 0.090 0.183
Pennsylvania 5.3 485.0 0.012 0.138 2994 0.371 0.100 0.191
Rhode Isfand 5.2 589.9 0.017 0.215 333.0 0.528 0.271 0.509
South
Carolina 3.4 204.9 0.005 0.084 168.1 0.187 0.127 0.226
South
Dakota 2.9 140.6 0.003 0.237 2298 0.447 0.109 0.205
Tennessee 5.8 220.4 0.005 0.069 183.8 0.167 0.140 0.244
Texas 52 187.7 0.005 0.070 167.7 0.192 0.087 0.161
Utah 3.1 247.2 0.004 0.177 246.1 0.402 0.111 0.235
Vermont 4.1 397.6 0.010 0.260 363.5 0.584 0.131 0.250
Virginia 3.5 146.1 0.003 0.104 232.3 0.271 0.079 0.149
Washington 4.7 5185 0.012 0.188 362.5 0.517 0.104 0.226
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Tne top right panel represents the adjusted R2 when 1994 values of SST are regressed on
each other; the bottom left panel presents 1997 R2.
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Table A6. Poverty Lines
1997 Canadian Dollars

Persons in household
1 2 3 4 5 6

1994 U.S. Official
Poverty Line
(before tax)! 10,148 12,990 15,895 20,359 24,069 27,208

Statistics
Canada LICO

(before tax)? 14,823 18,529 23,044 27,895 31,182 34,469

% median
equivaient
(after tax)?
United States 11,773 16,649 20,391 23,546 26,325 28,837
Canada 11,705 16,553 20,273 23,410 26,173 28,671

1997U.8. Official
Poverty Line
(before tax)* 10,358 13,257 16,205 20,759 24,532 27,704

Statistics
Canada LICO

(before tax)? 14,931 18,664 23,213 28,098 31,409 34,720

% median
equivalent
(after tax)3
United States 13,143 18,587 22,764 26,286 29,389 32,194
Canada 11,765 16,638 20,377 23,530 26,307 28,818

94

1 Weighted average-—actual values vary with the numbper of household members who are
under 18.

See: http://www.census.gov/hhes/poverty/threshid.html.

2 Low-income cut-off for cities 100,000-499,999 used throughout.

See: Statistics Canada, Income Distributions by Size in Canada, 1994, 1997. Catalogue num-
ber 13-207-XPB.

3 Equivalent scale used is N-°> where N = the number of people in the household.

Authors’ calculation using the Luxembourg Income Study (United States) and the Survey of
Consumer Finance (Canada).

|
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Data Sources

SST INDEX
United States - The Luxembourg Income Study - income years 1994,

1997
Canada - The Survey of Consumer Finance, Household Income - income

years 1994, 1997

Low IncoME CUT-OFFs (LICOS)
Statistics Canada, Income Distributions by Size in Canada, 1994, 1997.
Catalogue number 13-207-XPB

U.S. POVERTY THRESHOLDS
United States Census Bureau,
hrtp://www.ccnsus.gov/hhes/ poverty/threshld.html

PURCHASING POWER PARITIES
Statistics Canada, CANSIM Matrix 8631, series d23283.

THE MALE UNEMPLOYMENT RATE
United States - U.S. Census Bureau, Statistical Abstract of the United

States 1995, 1999.
http://www. ccnsus.gov/prod/www/statistical—abstract—us.html
Canada - Statistics Canada, Labour Force Historical Review, 1998.

(CD-ROM) 71F0004XCB.
UNEMPLOYMENT INSURANCE GENEROSITY

Ul Benefits
United States - U.S. Census Bureau, Statistical Abstract of the United

States 1996, 1999.
http://www.census.gov/prod/www/ statistical-abstract-us.html
Canada - Statistics Canada, CANSIM Matrix 5702, series d730284

to 4730293
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Unemployed

United States - U.S. Census Bureau, Statistical Abstract of the United
States 1995, 1999.
http://www.census.gov/prod/www/statistical-abstract-us.html
Canada - Statistics Canada, CANSIM Matrix 3473 to 3482, various

series.

Total Earnings

United States - The U.S. Department of Labor , Employment and
Training Administration, Unemployment Insurance Financial Data
Handbook
http://www.itsc.state.md.us/ui_managc/HDBK394_99/home.htrn
Canada- Statistics Canada, CANSIM Matrix 5730, Work Earnings,

various series.
SociaL AssISTANCE GENEROSITY

Benefit Amount, single parent, one child

United States - Urban Institute, Assessing the New Federalism State
Database

http://newfederalism.urban.org/nfdb/index.htm [variable ADCMOQ2]
Canada - National Council of Welfare, Welfare Incomes, 1994, 1996.
Minister of Public Works and Government Canada. Cat. No. H68-
27.

Average Weekly Earnings

United States - The U.S. Department of Labor, Employment and
Training Administration

Unemployment Insurance Financial Data Handbook
http://www.itsc.state.md.us/ui_manage/HDBK394_99/home.htm
Canada- Statistics Canada, The Survey of Consumer Finances,
Individuals. Income years 1994, 1996.

POVERTY IMPACTS OF TRADE, MACROECONOMIC AND SOCIAL POLICY

Average Benefits per Person
United States (1994) - Department of Health and Human Services,

Aid to Families With Dependenl Children, 1994 Report.
http://www.acf.dhhs.gov/programs/atdc/reports/1994/overview/ovrv

w22.htm
Urban Institute, Assessing the New Federalism State Database

http://newfederalism.urban.org/nfdb/index.htm [variables FSS,

FSRCP]

United States (1997-1999) ~ Cody, Scott, and Laura Castner.

Characteristics of Food Stamp Households Fiscal Year, 1997. Report for

United States Department of Agriculture.

http://www.fns.usda.gov/oane/menu/Published/fsp/FILES/char97.pdf

Canada (recipients) - National Council of Welfare. 1998. Profiles of

Welfare: Myths and Realities. Minister of Supply and Services

Canada.

http://www.ncwenbes.net/htmdocument/reportprowelfare/
repprowelfare.htm

(payments) - HRDC, data collected from Inventory of Income

Security Programs.

TRADE EXPOSURE

Imports and Exports
United States and Canada - Industry Canada Strategis, The Trade

Data Online
http://strategis.ic.gc.ca/sc_mrkti/tdst/engdoc/tr_ind.html

Labor Force/Employment

United States - U.S. Census Bureau, State and County QuickFacts
http://www.census.gov/

Canada - Statistics Canada, Labour Force Survey Monthly Micro
Data, 1994, 1997.

9
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Output by Industry

United States - Bureau of Economic Analysis, National Accounts
Data. http://www.bea.doc.gov/bea/an/gpoc.htm#l992—97
Canada - Statistics Canada, CANSIM Matrix 4765, various series;
CANSIM Matrix 9475, various series.

Notes

! See Osberg and Xu (1999).

2 Aggregated to the national level, differences in poverty remain, because national
totals are dominated by the larger states (provinces) and some of the larger U.S.
states have relatively high poverty. Nationally, when the poverty line is set at half
the median, the U.S. poverty rate fell from 18.5 percent in 1994 to 16.8 percent in
1997, while Canada’s rose, from 11.1 percent to 11.8 percent. Using the official U.S.
poverty line, the poverty rate in the United States fell from 13.0 percent t0 9.4 per-
cent, while Canada’s rose from 6.9 percent to 8.1 percent. See Appendix Tables Al
and A2 for more details,

3 See Knack and Keefer (1997) for a discussion of why social cohesion may be
important for long-run economic growth.

4 For poverty, see Appendix Tables A1 and A2. Bernstein et al. (2000, Table 10) note
F}}at during 1996-1998, the ratio of the before-tax incomes of the top quintile of fam-
ilies to that of the bottom quintile varied from 7.3:1 in Indiana to 14.1:1 in New York.

5 See Appendix, Tables A3 and A4—for example, in 1994, average AFDC and Food
Stamp Benefits per recipient were $161 (Cdn) in Alabama and $268 in Wisconsin.

6 The 1996 reforms to Unemployment Insurance (UI) in Canada included a change
of name—to “Employment Insurance”—but this paper will simply refer to Ul in
both Canada and the United States.

7 Smith, Adam. Wealth of Nations, Cannan Edition, Book V, Ch. I, Art IV, p. 399;
see also Atkinson (1998). ’

8 A1

A linear tax/benefit schedule would break even (save for administration costs) if
shocks were symmetric. However, the Empirical Issues section will discuss how, in
reality, social insurance and welfare programs are anything but simple.

9 Canadian Ul (now called El—Employment Insurance) is a federal program, but
its provisions vary with local unemployment, which differentiates its impact by
province,
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10 For surveys of the literature see Hagenaars (1991) or Zheng (1997).

1 The Sen-Shorrocks-Thon (SST) index of poverty intensity can be calculated as
I = (rate)*(gap)(1+G(x)) where “rate” is the percentage of the population with
incomes below the poverty line (sometimes called the head count ratio), “gap” is the
average percentage gap between the incomes of the poor and the poverty line and
G(x) is the Gini index of inequality of the poverty gap among all people.

In practice, as Osberg and Xu (1997) demonstrate using Luxembourg Income
Study data, changes over time and differences across countries in the inequality of
poverty gaps are relatively small, compared to differences in the poverty rate and
average poverty gap. Hence, for practical purposes the percentage change in pover-
ty intensity can be approximated as the sum of the percentage changes of the pover-
ty rate and the average poverty gap ratio.

For further details on the SST index, and its trends over ime in Canada, see
Osberg and Xu (1999) or Myles and Picot (1999). For international comparisons,
see Osberg and Xu (1997, 1999).

12 U.S. data are based on a sample of 66,014 households in 1994 and 50,320 in
1997, while Canada used 37,475 households in 1994 and 33,843 in 1997. Because
the U.S. data are spread over 50 states, smaller states have relatively large sampling
errors (see Appendix Tables Al and A2). Although the point estimate of poverty
intensity 1s unbiased, this sampling error implies that the ordering of states in
poverty intensity is possibly sensitive to sample selection—hence this paper places
no empbhasis on the ranking of particular states.

13 To compute the bootstrap standard deviation of the modified SST index esti-
mator, we resample randomly both equivalent incomes and corresponding sampling
weights. The new sample is used to compute a new SST index estimate. Repeating
this process 7 times (e.g., 7=300) gives 7°SST index estimates. The bootstrap vari-
ance is computed as the sample variance of the 7" SS8T index esumates from the
resampling. Under the assumption of normality, one can approximate a 95 percent
confidence interval by adding two bootstrap standard deviations on each side of the
SST index estimate when ranking provinces. Alternatively, a distribution-free esti-
mate of the 95 percent confidence interval is given by ordering all 300 bootstrap
estimates by size, and selecting the 8th and 2931d largest. Both methodologies give
highly similar results [see Osberg and Xu (1997) and the references therein].

14 Note that using half the median equivalent income within each country pre-
sumes that poverty norms differ between countries, while the use of an absolute
poverty line across countries could be justified with reference to the continental
consumption norms induced by U.S.-dominated media.

15 Since the U.S. data available to us do not have a coding for an urban area whose
size is comparable to that found in Canadian data, we cannot assign a different
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LICO for different city sizes, and must use throughout the Canadian LICO for
cities of size 100,000 to 499,999.

16 Almost all the variance in poverty across jurisdictions by one poverty line can be
explained by poverty measured using a different poverty line—see Table A4 in the
Appendix.

17 The percentage of the population aged over 65 lies in the range 10 percent 1o 14
percent, with the exception of Florida (18.4 percent) and Alaska (4.6 percent).

18 Sharif and Phipps (1994) have demonstrated the sensitivity of child poverty in
Canada to alternative assumptions about the intra-family distribution of
resources, and sharing norms within families may vary over time and across
provinces and states. Pendakur (1998) has argued for consumption rather than
income as a measure of adequacy, and has criticized the use of price-insensitive
equivalence scales. There is a considerable literature on intra-household alloca-
tion, equivalence scales and poverty lines, but we make these assumptions in order
to focus attention on issues that have, thus far, been neglected in the literature.

19 Ontario is almost 40 percent of Canada’s population; California, Texas, New
York and Florida account for 31 percent of the United States.

20 See Federal Reserve Bank of New York (1998). In practice, the Bank of Canada
has achieved inflation rates that are generally in the 0 to 2 percent range (at the cost
of a national unemployment rate that has been about 4 percentage points above
U.S. rates, through much of the decade).

21 The unemployment rate for males 25 to 54 by state was not available in time for
this paper, but will be used in the revision.

22 1J.S. Ul systems are arguably even more complex. A summary of the systems of
the 50 states and Washington, D.C. can be obtained by consulting the U.S.
Department of Labor's Significant Provisions of State Unemployment Insurance
Laws—found on the web at
http://www.itsc.state.md.us/ui_manage/SIGPRO/adobe_intro.htm

We quote, without further comment, footnote three, which purports to explain the
column headed “Weekly benefit amount™ “When States use weighted high-
quarter, annual-wage, or average weekly-wage formula, approximate fractions or
percentages figured at midpoint of lowest and highest normal wage brackets. When
da provided, fraction applies to basic wba. In States noted variable amounts above
max. basic benefits limited to claimants with specified number of dep. and earnings
in excess of amounts applicable to max. basic wba. In Ind. da. paid only to claimants
with earnings in excess of that needed to qualify for basic wba and who have 1-3
deps. In Iowa, and Ohio claimants may be eligible for augmented amount at all
benefit levels but benefit amounts above basic max. available only to claimants in
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dependency classes whose hqw or aww are higher than that required for max. basic
benefit. In Mass. for claimant with aww in excess of $66 wba computed at 1/26 of
2 highest quarters of earnings or 1/13 of highest quarter if claimant has no more
than 2 quarters work.”

23 Osberg and Phipps (1995) used a micro simulation methodology to compare
Canadian Ul with the New York and Texas systems, and also examined interna-
tional comparisons, concluding that in 1994 Ul played an important anti-poverty
role in Canada, partly because of the relatively large size of Ul in the social assis-
tance system, compared to other countries. The 1996 reforms to Ul paid no notice-
able attention. In Canada, the percentage of the unemployed who get UI/ET has
since declined precipitously—to about 25 percent in 1997 (HRDC 1998).

24 Tables 1A and 1B do not exhaust all the combinations of specification choices
we have experimented with, but they all give much the same result.

25 See Fortin (1996) or Riddell (1999) for a discussion of why high unemployment
in Canada cannot be blamed on social transfer or minimum wage generosity, which
has (broadly speaking) trended down as unemployment has trended up.

26 085 = .044 + .21%.197.
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Panel Discussion

Edited by Leonard Bierman
Texas A&M University

STEVE HERZENBERG: I'm Steve Herzenberg from the Keystone
Research Center in the U.S. Just a very quick and fairly straightfor-
ward comment/question about the independence of social policy,
monetary policy especially, and to some extent, social policy and free
trade. I think it’s not hard to argue that the social policy is obviously
a function of overall budget situations and that overall budget situa-
tions are, you know, very much influenced by monetary policy. So 1
guess, I'd ask you to comment a bit more and, I think there are cer-
tainly folks who would also argue that free trade, you know, doesn’t
determine social policy—there is still some autonomy that provinces
and states perhaps should use more than they do—but I think there’s
certainly a perception that trade forces states and provinces to be less
generous in terms of social policy, partly to keep down taxes, partly to
attract investment.

Tom PALLEY: Well, I was gonna actually take over Lars’ presentation
here... well Lars, it needs, this needs a bit of work, I think. I've read
many of your papers and I think we share an outlook on issues and
your papers are thought-provoking and this one is too. I'm amazed
that you stayed with it; it’s so rich in detail, but I do have some quite,
some big difficulties with it. Let me say what I welcome most of all
up-front: I welcome the focus on choices. We have in our societies
choices to make about the social safety nets we provide, and those
social safety nets really do matter for people and it’s welcome to see
that stated. However, I am very much more troubled by your tack on
trade and internationalization of the economy. I don’t expect to see
the effects of trade in the poverty rate. You lose a manufacturing job
which pays 16, 18 dollars an hour, you move to a service job that pays
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nine dollars an hour; you're not gonna become a poverty statistic, but
your family well-being is going to suffer and that’s the problem in the
U.S. today—we're losing high-paying manufacturing jobs and that’s
where the policy hits the road, and this paper therefore doesn't get to
that. What I can’t do with what I have in front of me here, you talk
about 2 “Canada effect” and I was very struck by that, but there’s a lit-
tle sleight of hand here—you start off with one series and indeed, if
you look at that series” Figure 1 and Figure 2, you do find that
Canada, Canadian provinces are all at the low end of the poverty rate
in 1994, and then in 1997 they’re spread through the distribution.
But then in all your regression work you move to this SST index

which...”

LARs OSBERG: No, it’s the same index.
Tom PALLEY: No, no, Figure 2 is not.
LARS OSBERG: No, it is. I know. I made it.

ToM PALLEY: [...] the one you just showed—you've got two, you've
got two distributions. Here’s the, the SST index [...]

LARS OSBERG: The SST index is used throughout.
ToM PALLEY: Well, what's Figure 4A? What's that?

LARS OSBERG: Figure 4A, that is the SST index, using a poverty line,
a path to median, in the SST index calculated using the social secu-

rity [...]

Tom PALLEY: Right, but when you look at Figure 4A and 4B,
Canada stays at the bottom end of the... in 4A and 4B the Canadian
provinces are all clustered at the bottom end of the distribution.

* In the following section, some dialogue was lost in the recording (E.N.)
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Compare that with Figure 1. Figure 1 shows what—if anyone has a
paper in front of them, I think I'm right on this—Figure 1 shows
what happens when you use half the median level. ..

LARS OSBERG: [...]1994 [...]

ToM PALLEY: Yes, and compare 1994 with 1997. 1 don'’t think there’s
a change in Canada if you use your Figure 1, which is the Poverty
Intensity giving the LICO or the median equivalent after tax. That’s
the figure that you've showed.

LARS OSBERG: [...] then Figure 2 [...]

TOM PALLEY: Yes, so Figure 1, indeed there is a change: Canada does
become like the U.S. Figure 4: Canada remains the same. ..

LARS OSBERG: ...no, no, no...the Figure 4 is ‘97...against. ..

ToM PALLEY: No, you've got a 4A and a 4B. 4A is ‘94— here it js—
and 4B is ‘97.

LARS OSBERG: That’s right.

‘ToM PALLEY: And then Canada remains at the bottom of the distri-
bution on both sides. I don't think, in the data you used, you will find
a Canada effect and for good reason because it’s not in that particu-
lar construction of the index. But I will go on... there’s other things,
I mean, I find that in the reporting of your regression results your
own interpretation I find rather problematic... let me get my notes
out here... the UI coefficient is negative at the 99 percent confidence
interval and I counted 12 out of the 14 regressions. Why, in the text
then, do you say that the Ul system is unimportant for poverty? The
regressions are, again, the Canada effect is negative every time and I
do believe it’s negative even though you're using a dependent variable
that I'd have problems with because it is masking the Canada effect
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and finally, the change in poverty, the effect on Canada, you're find-
ing, you don'’t report the results, though you do comment .on.them,
the differences...you again find that trade does have a significant
effect on the change in poverty, and so therefore trade really is mat-
tering and it isn’t to be brushed aside in that way.

Anyway, I think there’s one other thing I would compare, that the
two measures of poverty seem to behave very differently. If you look
at Figure 1 and Figure 2 and superimpose them on top of each othe'r,
Figure 1 shows poverty levels in ‘94 and Figure 2 shows poverty in
‘97. Superimpose them on top of each other and you find poverty has
declined. Everything shifts down, and that’s the story I'm telling our
folks. We have had a good recovery since ‘94 to ‘97 and yet when you
use your SST index, that is shown in Figures 4A and 4B, and you
superimpose them on top of each other, then you find the measure of
poverty has increased. And so you really have to go, “What is the dif-
ference between those two indexes?” and I think it’s something to do
with the Genie coefficient. The SST is a multiple, it’s a rate times a
level of poverty times a spread of poverty and I think what’s happened
there, the spread of poverty, the Genie thing, is confusing things.
Distribution has gotten worse, even as poverty has decreased, which
1s a very problematic issue for us: how to stay on policy message when
these complicated changes are taking place in the economy?

LARs OSBERG: Well, I really have to respond to some of that. All
right, working from the back to the front, the Sen-Shorrocks-Thon
index poverty index is the poverty rate times the average poverty gap
ratio among the poor times the term which involves the Genie index.
In practice, across jurisdictions there is very little variation in that
Genie index number. It’s essentially a constant so it has no impact on
the measure one way or another. All the action 1is, in fact, in the
poverty rate, in the poverty gap. The SST index is used throughout
and the regression results which use the SST index are calculated as
according to the half the median equivalent income concept of pover-
ty. What’s happening in Canada and the U.S. between ‘94 and ‘97 is
that the poverty fell in the United States and rose in Canada—fell at
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different rates in different states, rose at different rates in different
provinces, and so that’s why you start from a situation with Canadian
provinces sitting at the bottom of the distribution and you end with
a situation with Canadian provinces spread throughout the distribu-
tion.

Now;, as to other issues through here, inequality and insecurity,
absolutely, I agree they’re important issues and conceptually distinct
from the issue of poverty. I think insecurity is something that affects
the non-poor quite significantly in their lives and it’s really an ex ante
concept as opposed to job instability which is an ex post concept, but
it really is an important aspect of modern labor markets over and
above trends in poverty. Inequality—also a different issue. What
we're talking about here is poverty. This is about the low end of the
distribution. It is not about the distribution as a whole. We may or
may not get different results in terms of aggregate inequality. In fact,
somewhere in this now messed pile of overheads, is a plot of the rela-
tionship between inequality and poverty. They are not at all well pre-
dicted by one another because poverty is about the low end of the
distribution. The issue of unemployment insurance: is there or isn’t
there an impact? I don't particularly like the variable that we've got in
there. The Canada effect—the Canada effect will be overstated by the
way we're doing it, if it’s at all there in the data, because what we're
using in the end is the half the median conception of equivalent
income, as a measure of the poverty line.

'TOM PALLEY: Lars, here’s your Figure 1, ‘94. Now let’s superimpose
Figure 2.

LARS OSBERG: You have to line them up exactly, because...
ToM PALLEY: .. .exactly...
LARs OSBERG: And what you note. ..

"ToM PALLEY: What's happened, the line that’s shifted down. .
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1.ARS OSBERG: No, line them up exactly and you'll get a better idea.
ToMm PALLEY: ...the squares have shifted...

L.ARS OSBERG: No, no...and what’s happening, what’s happening
there, and that is very clear to explain, the ones at the top—there is
an absolute poverty line. If you have strong growth in the U.S. and
weaker growth in Canada, then poverty, according to an absolute
poverty line will have different trends and that’s what shows up also

in Figure 4B.

Tom PALLEY: No, I know, but the general point here, which I want
to get across and I want you to agree with, [general laughter], the
square dots... The square dots have shifted down.

LARS OSBERG: Yes!
ToMm PALLEY: So poverty has decreased...
L.ARS OSBERG: In the United States.

ToM PALLEY: No, it’s for everyone because the crosses have shifted
down—that whole sort of ranking which you're using has shifted
down. Okay, hold on. And in this diagram also, we know that
Canada has become more like the U.S. This is, this is basically
where you start. Now let’s go to Figure 4A and 4B, which is the
basis for your regression results. This is which one? 4A is ‘94—look
where Canada is. Canada’s all clustered. The crosses are at the bot-
tom and now let’s impose Canada on top and Canada is still clus-
tered all at the bottom. All the crosses are Canadian ones and so
they’re all at the bottom. Canada is still more, has a better...has a
lower intensity of poverty and is rather interestingly...here—this
series is moving in the opposite way in that the increase is a shift
upwards of poverty... there. Which is running against what the
Figure 1 and Figure... no?

m



LARS OSBERG AND TERESA L. CYRUS

LARS OSBERG: No, because what you'e getting a little misled by is
the slope which depends in part on how big you draw the axes. The
basic issue is that they are linearly related—poverty, by one poverty
line compared to poverty by another. Now, there is a difference—if
we have a period of strong growth in one country compared to a peri-
od of no growth in another country, then poverty trends by an
absolute poverty line or poverty trends by a relative poverty line won’t
differ between those two, so there will be an intercept shift. But, the
line is controlling for that national shift. The one is predicted almost
entirely by the other, so in effect, by including a Canada dummy we're
allowing the data to try and pick up what could be just purely a dif-
ference in growth.

Tom PALLEY: Okay, well I'll leave it. We should persist with this
afterwards.

LARs OSBERG: Well, let me come back to the first discussions
because theyre rather important. And that was the relationship
between social policy budgets and monetary policy—and which I
absolutely, entirely, agree. I think what we’ve proved in Canada over
the decade of the 1990s is that it’s a really bad idea to mess up in
monetary policy. If you have a really high interest rate as we did
through the period 1988 to 1990, to squeeze inflation down in
Canada, then you can put your economy into a major recession. If the
debt-to-GDP ratio at that point in time is high, interest rates in real
terms skyrocketing and growth rates plummeting, then the debt-to-
GDP ratio compounds with quite dramatic speed and you suddenly
have not only the immediate impact in terms of monetary policy on
aggregate economic activity, but you have a lagged impact, because
governments have to go into expenditure cut mode to solve the debt
problem a few years down the road. So, an error in monetary policy
at a point in time when the debt-to-GDP ratio is already high has
both an immediate impact and a lagged impact through the fiscal
policy side and that’s had a major impact on social policy changes in
Canada, and certainly was the main driver of the very dramatic cuts

112

POVERTY IMPACTS OF TRADE, MACROECONOMIC AND SOCIAL POLICY

in Canadian unemployment insurance that occurred after 1996. So,
there certainly is an inter-relation of those two. Whether in fact free
trade in the long term 1s harmful or not to the welfare state is som.e—
thing which I think is much more problematic. There’s a whcl)le d.15—
cussion in the social policy area of why is it that the Scandinavian
economies have been characterized for decades by very generous
social welfare states and also very high trade dependence. And the
argument there has been that in order to maintain social peace, ba-s1—
cally, there had to be some sort of implicit social contract .m which
everybody recognizes there are a lot of risks involved in getting heav-
ily dependent on international trade but those risks, in some sense,
h;ld to be shared throughout society, and so you can think of a wel-
fare state as a sort of coinsurance mechanism to spread the risks—and
the benefits—of involvement in the international economy. Now
obviously that’s a very long-term argument and in the 1990s we've
seen increased trade dependence coincident with cuts in the welfare
state in both Canada and the United States. But whether or not that’s
true in the very long run, whether trade dependence requires some
coparticipation of the state in the risks and benefits of international
trade I think 1s still a useful hypothesis to think about.

DIANE-GABRIELLE TREMBLAY: Yes, I'm going to demonstrate the
distinct character of Quebec, beyond Canadian social policy, by
speaking French, and also to give work to the translators. I wanted to
bring the discussion back to what Lars was talking about. The debate
1s slightly more political perhaps. It seems to me that the first paper
led us to a conclusion about the importance of macroeconomic vari-
ables and, well, the author concluded with a proposal that a single
currency was practically the only answer. And when you come 1"ight
down to it, employment policies, social assistance policies seem virtu-
ally ineffectual. Here again, there seems to be a parallel with the
European debate over fiscal policy versus social policy. I would have
preferred it if the author had elaborated on this issue. Since v-ve are
talking about North American integration here, can we really imag-
ine that certain employment policies could play a role in bringing
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about unification or rapprochement? With regard to employment
policies, would that be helpful? Or is that really more his point of
view? Obviously, I think there are different views on this. But his
viewpoint may have more to do with monetary policy. And personal-
ly, what I also liked was the emphasis on heterogeneity and differen-
tiation in the American states. This applies to Canada as well. I think
that this is extremely important in this type of debate because we
often talk about Canada, the United States and Mexico as if they
were homogeneous, even though we are well aware that this is not the
case. This is what I would have liked to hear a bjt more about.

LARS OSBERG: With regard to monetary policy, I would say that I
think the best monetary policy is a policy that promotes full employ-
ment, full performance, but if a choice has to be made between the
Bank of Canada’s current monetary policy and the Federal Reserve’s
current monetary policy, it’s clear that the Federal Reserve’s monetary
policy is better for full employment and for all these social Justice
1ssues and all the other political goals of the governments of Canada.
For Canada, it’s a very big thing to say, Is it possible to reform the
Bank of Canada® We don’t know whether it’s possible at all. This is
an institution that has a key place in Canadian federal policy, that is
outside the control of government, that has an internal policy focused
solely on controlling inflation, that can never think about other goals
or other social issues.

RICHARD LONG: Good morning, I'm Richard Long. I work for the
Communications, Energy and Paper Union out of Toronto, Canada.
I'm feeling some frustration around both papers because they don't
square with some level of common sense that I know in my gut, that
I trust, and because both papers suggest somehow that poverty and
the inequality measure of the earlier paper this morning aren’t neces-
sarily or not measurably connected to the free trade deal that we were
all involved in a decade ago. | think, from the perspective of the peo-
ple that I work with and deal with and my own perception, that there
1s a perception that’s common, fairly common in Canada, that num-
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ber one, we are becoming more homogeneous with the Un.ited States

in terms of laws, in terms of trade laws, labor laws, even amtuc%es. You
know I feel the attitude—and Lars talked about it a little ea.rher, that
there is this perception amongst Canadians that we were kinder and
gentler and that we had broader safety nets for people and when we
fooked south we saw things differently, that we didn't part%cula.rly
like, and we prided ourselves in this kind of society that_ we‘bullt with
caring health care, etc. I think there’s a general perception in .Canada
that we are making gains in our exports at the cost of devaluing our
dollar and so that has an impact—when you devalue the Canadian
dollar, you might be able to sell more product to the United States
and Mexico and other parts of the world, but at the end of the day,
your dollar buys you less and so when you lose the value of your dol-
iar, you have to make up for that. So, in Canada a lot of peoPlc are
working as much overtime as they can work. The pace of life has
increased dramatically. They’re trying to just keep even from where
they were maybe seven, cight, nine years ago. Some pcop'lc are work-
ing two jobs, three jobs. Some people work part-time J(?bs, .two or
three part-time jobs or a full one and a part-time. So, I think in gen-
eral that there’s something that doesn’t square with my level of com-
mon sense. And I guess for me, maybe we're just, we haven’t found
the proper measure. You know, Lars is measuring using certain tools,
James this morning was measuring the inequality factor using differ-
ent tools, but there is something wrong, I think, with the process
because free trade is having an impact and I think it’s having a major
impact on poor people and people on the lower end of the scale w.ho
are working or employed and I just know that. Somehow I can’t artic-
ulate the measurements around that but I don’t think you have to be
a rocket scientist to know it is having a serious impact on people and
it's not sustainable. If you look at the two measures of Canada and
Mexico, you know, apparently getting poorer, that’s not sustainable.
Something’s going to happen. These are my comments. Thank you.

LARS OsBERG: Well, Could I just respond to that briefly> In 1988
Canada signed the Free Trade Agreement with the United States, but
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in 1988 the Bank of Canada also decided to adopt a zero inflation
objective, and so, we have a couple of major issues going on at the
same time. Now, monetary policy is something that’s extremely hard
to discuss in the broader political debate—national differences in trade
and the impact on specific plants being moved south of the border—
that’s easier to see in a media sense, but the decisions that really have
affected Canadian economic life and really have affected Canadian
social policy over the last decade were decisions that were fundamen-
tally made in Canada. We cant blame other people for them—they
were made by a Canadian political institution, and in some sense I'm
going to end up being more hopeful than you are because 1 always like
to end on a hopeful note, and that is that I think one of the real prob-
lems that we often see around the world is the famous argument: there
is no alternative. That if you're in this world of increased trade flows—
and it’s very hard to see how individual nation-states can get out of
that world once they've got in—that there is no alternative to going
this route of meaner and nastier all the way down the line. And I think
that actually isn't true. I mean, we see a lot of countries that have been
very trade-dependent for a long time that have developed very, quite
strong welfare states—the Scandinavian countries, for an example—
you don’t have to produce every good that’s produced in the world in
order to trade in the world. There are some advantages to being small
and specializing in what you want to produce and trading that with
the rest of the world. Within the United States, being a very large free
trade zone for a couple hundred years now, we don't see compulsive
homogenization. We see very significant differences in the welfare
benefits that poor people get in different states. And, you know this,
there’s never been a restriction of movement between states and the
U.S. is a significantly more centralized federation than Canada. So,
I'm gonna resist the homogenizing argument because 1 think there are
alternatives and they can be chosen.

LEN BIERMAN: One second. The only thing I'd really like to talk

about—as Mr. Long said—is the real world here. Just mention the
underground economy and whether that’s getting picked up,
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because there are people who are hoarding money and that is not all
setting reported. I know that in the United States. I don’t know if
o . . .

that’s true in Mexico but I bet it 1s true in Canada. Anyway, | was

just talking about the underground economy and that’s all I need to

say. Thank you.
UNIDENTIFIED: It’s become “overground.” [laughter]

L.ARS OSBERG: Small, and not much evidence of a trend.
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