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M EASURING THE SIZE AND IMPACT OF PUBLIC CASH SUPPORT FOR

CHILDREN IN CROSS-NATIONAL PERSPECTIVE

Non-technical summary

Studies that compare the size and effects of gasisfers for children across countries
typically rely on gross benefit payments that agglieitly labelled as being for children
(or families with children). This practice ignorése fact that some of these benefits
may be taxable and overlooks other potential fowhscash support such as tax
concessions. This not only introduces a bias inestemates of the level of support
received by different family types but also reducesss-country comparability.

In this paper, we demonstrate how to overcome thmeblems by using static
microsimulation techniques to derive a more comgnelve measure of cash support
for children. In addition to accounting for grossnefit payments, the method helps to
capture supplements for children in benefits lauklas having other functions (e.g.
social assistance benefits) as well as determimeegmonding tax liability on these
benefits and the value of tax concessions. Invlaig, we are able to take into account

all the cash support which is contingent on thes@nee of children.

Using EUROMOD, a tax-benefit model for the EU coie#, we show the range of
level of support across 19 countries using our ‘cl@itd-contingent measure”. We
demonstrate significant differences compared tactmentional measure, which affect
the ranking of countries providing the most suppfot children. On average,
accounting only for gross benefits would undereaterthe total support by one fifth.
The differences are mainly due to taxes but thezealso examples where child related
components of other benefits are the main causekihg at how this support is
targeted across the household income distributiewveals striking variety across
countries. It is also notable that in several cagesnet support favours children in high
income households.

We finally use the two alternative measures of supio estimate the effect in reducing

the risk of child poverty and assess the relatkterg to which support meets the needs
of children. Apart from a few countries the diffeces are relatively modest but, once
again, make a difference to cross-national rankings
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ABSTRACT

We suggest a new comprehensive measure of suppert through tax-benefit systems
to families with children. Using microsimulationcteiques, this accounts for all
provisions contingent on the presence of childvem|e usually only gross child/family
benefits are considered. We use EUROMOD, the E@mop®nion tax-benefit
microsimulation model, to quantify the support @ildren and analyse its impact on
household incomes and child poverty for 19 coustri#’e find that the conventional
approach underestimates on average the total anodwuipport for children by about
one fifth. Furthermore, the differences between maasures vary considerably across

countries and are, therefore, critical for crossemal comparisons.
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1 Introduction

It is widely accepted that families with childrelmosild receive support from the public
sector and this can be justified in a number of svayirst, support for children
contributes to preserving horizontal equity by tirggahouseholds not only according to
their income but also to their different circumst@as. Secondly, it aims to increase
vertical equity by supporting families with highexpenditure and lower earnings as a
consequence of the presence of children. Apart femuity concerns, support for
families with children is important from an econanperspective based on efficiency
arguments. Public transfers for children can besidaned as a form of smoothing of
inter-temporal difference in consumption pattemsaking people better off at a time of
greater need and supporting the process of intergganal mobility. There is strong
evidence that employment, educational, health aociak outcomes for children
growing up in poor families are more likely to beorse than those for better-off
children (e.g., Ermisch et al., 2001).

In Europe, as well as elsewhere, there is a pé&atiatbncern that national policies
should reduce the risk of child poverty, promotaaapportunities for all children, and
assist parents in pursuing working careers andosiadilitate, at the same time, the
achievement of employment objectives (European Cissian, 2008; Marlier et al.,

2007). Policy intended for the direct support ofdren is clearly one major component

of such a strategy.

Comparing the extent of such policies across cas)tras well as assessing their
effects, is not only a task of international bodsegh as the European Commission
(2008), UNICEF (2005) or the OECD (Whiteford andetwth, 2007), it is also relevant
to academic studies of policy effects on aspecth @as fertility, the labour market
behaviour of parents and migration between cowstraes well as child poverty and
welfare. It is therefore important that policiessiagpport children can be measured in a
way that allows valid comparisons to be made accosmitries. Measures to support
families with children come in many guises andedi#ght modes of provision vary in

their absolute size and relative importance actossitries. A major division is between



cash support and in-kind support such as free losidised childcare. Within the cash
component there are benefit payments and tax csiocs$ Such concessions may take
the form of extra tax allowances, reliefs or credit the direct tax structure, or may
consist of reduced rates or exemptions from intlitexes for particular child-related

goods. (For example, children’s clothing is zertedafor VAT in the UK.) In this paper

we consider how best to capture the “child targetdement of household disposable
income, the concept on which poverty and incomeuaéty measures are often based.
We therefore focus on the elements of child suppamntained within cash benefits and

direct taxes.

Most studies that aim to capture the effects akestash support for children focus on
gross benefit payments that are labelled for childer families. Information on this is
readily available in published statistics and irciidata sources such as the European
Union Statistics on Income and Living ConditiondJ(BILC). The aim of this paper is
to demonstrate how a more complete measure ofd‘cahtingent” support can be
captured using microsimulation modelling, buildiag Corak et al. (2005). The next
section explains why this provides a more comparadtture across countries than
child/family benefits alone and discusses the isfuacidence assumptions within the
household. Section 3 introduces an empirical #atgin for 19 countries, using the
European Union microsimulation model, EUROMOD. Atlogp a set of particular
assumptions results are presented showing the @irigeel of support across countries
(section 4) and how this support is distributedbasrthe household income distribution
(section 5). This includes an analysis of the ¢féésupport for children in reducing the
risk of child poverty, contrasting the effect usiognventional measures of public cash
support for children with that using the microsiatidn-generated “child-contingent”
measure. Section 6 provides an illustration of lamogpplication of this measure: to
assess the relative extent to which cash suppodhitdren meets the needs of children

across countries and Section 7 concludes.

2 “Benefit” is here used in its European sense oéish transfer from the state. It is a term thauihes
contributory earnings replacement insurance paysngratyments to compensate for contingencies such
as disability, payments to support children and ilies) means-tested social assistance or welfare
payments and “in-work” subsidies of low earnings.



2 Support for children: measurement challenges and gpoaches

In measuring the scale of support for children @sdessing its effectiveness, for
example in protecting children from poverty, thare two key decisions to be made.
The first is to choose which forms of support arénterest and the second is to make
assumptions about the incidence of payments and thew are shared within the
household (Corak et al., 2005). It is common pcacto identify benefit payments that
are labelled as being for children or families. Tgreblem with this is that such a
definition misses some forms of payment such aslsugents to unemployment
benefits, housing benefits or social assistancefiisnlt also ignores tax concessions
made to parents of dependent children. To thisnéxtevill underestimate the scale of
support for children. At the same time, ignoringenactions with other tax-benefit
instruments will overestimate the net value for ifaas. First of all, some of the child
benefits or, more generally, child-contingent bésehay be taxable. Secondly, if child
targeted payments were abolished, part of the iectoes may be compensated by
larger entittements from other means-tested bendfierefore, limiting the additional
gain from such payments. In cross-national persgestich issues become particularly
important for two reasons. First, the classificatamd naming of a particular payment
as being for children may be somewhat arbitrargesimany welfare payments have
more than one function. Secondly and most impdstarthe types of tax-benefit
instrument that are in use across countries vangiderably, even if they have a similar
purpose. Capturing one part of the child suppotkage and not others can lead to the
use of misleading evidence about the relative soflsupport for children in cross-

national research.

For this reason, we measure net “child-continggrdyments by capturing all the
elements of taxes and benefits that occur due ¢opiesence of children in the
household. This is done by re-calculating tax liaes and benefit entitlements
assuming no children are present, using a tax-tieme€rosimulation model, and
comparing the resulting values with those whendhikdren are present. More detalil
about how this is done is provided in the nextisact

It is also important to consider a second issugt ¢ the incidence of payments within

the household. First of all, having identified dhdontingent payments we need to



decide how they are shared within the householdy Hus is done in practice is
something we know very little about. In measuringome in order to assess the extent
of poverty and inequality, the convention is to r@ggte all household incomes,
regardless of their source. Similarly, all taxesrome are deducted, regardless of the
tax unit on which the liability falls. However, whhecomparing the relative size of
support across countries it is the amount per ctiilt should be captured. This is
because the number of children per household isobribe factors that vary across
countries. One option is to assume that all chddtmgent support is incident only on
the children in the household, and shared equaligrey them. Another is to assume
each person in the household receives an equat sthiahe payment (lowering each

child’s share).

This raises a related issue about the role of rfald-contingent payments in the
support of children. Under the household incomeisgassumption children benefit as
much from €1 of pension received by their co-raesidgrandparents or €1 of
unemployment benefit received by their adult siplias they do from €1 of child-
contingent payments. In this case it is relevardasider all benefit payments together
as is done by the European Commission (2008; fifi@jealthough they exclude public
pensions. To allow for this perspective we als@wate the amount of all non child-
contingent benefits (including public pensions) buprove on the usual practice by

deducting taxes paid on the benefits, showing thetireffect.

A further issue is how to compare levels of supmmtoss countries with different
currencies and income levels. Again there are abewnof options, as discussed in
Brandolini (2007) and addressed in the next section

3 Data and methods

The estimates are derived by using EUROMOD, a raoltintry tax-benefit micro-
simulation model, currently covering 19 EU courdrie all the 15 pre-2004 member
states and Estonia, Hungary, Poland and Slovefie model calculates direct taxes,

social contributions, and cash benefits on thesbalsthe tax-benefit rules in place in a

® See Sutherland (2007) ahtp://www.iser.essex.ac.uk/research/euronfodfurther information.




particular year, for a representative micro-datafga of households from each country.
It can be used to show the first round effect ohrges in either policies or the
characteristics of the population on the distribatiof household incomes. In the
analysis reported here, baseline estimates atbddatest available policy year for each
country, ranging from 2001-2005, as shown in Tdblén most cases the EUROMOD
input datasets refer to a period a few years pgoothis policy year and the original
incomes derived from them are updated to this dBbe updating process involves
simple indexing of each income component (whicina$ simulated) by appropriate
growth factors, based on actual changes over tlevamt period. In general no

adjustment is made for changes in population cortippsThe components of the tax-
benefit systems which are not simulated (e.g. bsnefich depend on contribution

history) are taken directly from the data, alonghvimformation on original incomes.

In order to capture the components of householdnnec that are contingent on the
presence of children, children are temporarily reasbfrom the EUROMOD input
datasets and household incomes are re-calculatédtbagh only adults were present.
The difference between household income in the libesend after removing the
children is a first approximation to the “child-¢ogent” measure. Note that as well as
payments specifically intended for children thiglinles payments made on a per-
person basis (as in some social assistance schemesjurther adjustments are carried
out: first, the child related benefits that are siotulated by EUROMOD, due to lack of
necessary information in the input datasets, aemtifled and added to the total.
Secondly, any original income received by childiededucted from the total and taxes
paid on that income are added back. The resultaigevis the net amount of payments
made to support children, including the effect omplements and supplements to
benefits such as housing or unemployment bendiigsyalue of tax concessions and net
of any taxes paid on these benefits, which is refeto below as “child-contingent

taxes”.

Gross non child-contingent benefits can be diregtigerved in the EUROMOD output

data once children have been removed. Taxes lewidese benefits can be calculated

* This process is documented in EUROMOD Country Risp&ee:
http://www.iser.essex.ac.uk/research/euromod/doatatien/country-reports




in one further step. Taxes that are solely dueh® dadults’ original incomes are
estimated by calculating taxes once all benefies @nitted from the tax base. This
amount is then deducted from all taxes paid bytaduhen children are excluded: the
difference is the taxes paid on non child-contindmmefits (referred to below as “non
child-contingent taxes”). Figure 1 shows the precdmgrammatically. As such it is
implicitly assumed that children’s own income ig tthop slice” of the relevant tax base
(and therefore facing the highest marginal tax ratder a progressive tax system),
followed by (taxable) child-contingent benefits aftdxable) non child-contingent

benefits.

In this analysis EUROMOD does not take accountngfraon take-up of benefits or tax
avoidance or evasion. It is assumed, thereford, tthea legal rules are universally
respected and that the costs of compliance are. Zdnis can result in the over-
estimation of taxes and benefit#t the same time, our results can be interpreted a
measuring the intended effects of the tax-beng$itesns.

In the analysis which follows, to illustrate thengeal approach, the following particular

assumptions are made:

« All payments are equally apportioned between haniseimembers. See Corak
et al. (2005) and Figari et al. (2007) for resbiésed on the alternative sharing
assumption that child-contingent payments are @gtincident on children. In
practice the choice makes rather little differencéerms of the relative size of

child support by country.

e A child is defined as a person aged under 18s Ithe payments and tax
concessions for people in this age group that auated in our analysis. Other
age groups could, in principle, be examined. Taabilities and benefit
entitlements are calculated using child definiti@ssappropriate to the specific
national rules. Thus the part of payments or casioas which is received by

® |t can also result in the under-estimation of poveates although this depends on the relationship
between the level of income provided by benefitd e poverty line (potential claimants may be poor
whether or not they receive the benefits to whindytare entitled). For a comparison of povertygate

estimated using simulated incomes from EUROMOD itse calculated directly from survey data by
the OECD or available through the Luxembourg Inc@hely, see Corak et al. (2005).



people aged 18 or over (even if considered childrgrthe law) will not be

counted as “child-contingent”.

* The family benefits that are not simulated in EURODN are added to the
“child-contingent” measure assuming that the wrasteunt received by parents

is due to people aged up to 17.

* We also consider maternity and parental benefitpaas of child-contingent
support. One could, alternatively, consider thesebe@ing for the support of

parents and leave them out.

* In order to compare across countries, the per ¢bvdl of support is expressed
as a proportion of total per capita disposablenmedor that country. Alternative
ways of normalising (such as the use of purchapmger parity adjustment)

make rather little difference to the results —Satherland et al. (2007).

4 Level of support for children

Relative to national per capita disposable incoamong the 19 countries considered,
Hungarian children receive the highest level oflcchbntingent support, with the

lowest level being one sixth of the Hungarian leveteived by Greek children. Figure
2, where countries are ranked in order of the agtrent, shows how the level of child-

contingent support varies across country and ddews the composition of this support.

The total effect of income taxes can be positiveewe there are tax concessions for
children, or negative where other child-contingeninponents are subject to tax. The
negative effect outweighs the positive in the Nordbuntries (Sweden, Denmark and
Finland) and the same applies to social contrilmstimm Slovenia, Germany and to a
small extent in Poland. For benefits we use theehg categories: family benefits
(including among other things, child benefits, suppfor child care and disabled
children), parental benefits, social assistancelyding housing benefits) and other
benefits, i.e. old age and survivor benefits, lmea#lated benefits, unemployment
benefits etc., which sometimes include child-caygim additions. The largest
component of child-contingent benefits is, unswipgly, family benefits in most
countries. But it is by no means the case thatrdibaefits and taxes play no role, nor
that the relative importance is the same acrossitdes. Parental benefits are also



important in Sweden, Slovenia and Estdhocial assistance is the third largest group
of benefits on average, contributing to child-cngént income especially in France,
Germany, Poland, Portugal and the Nordic countidsle the other types of benefit
account only for a marginal share, but as a graepoa significant size in Poland,

Slovenia and Ireland.

In Spain the total effect of taxes (child-contingéx concessions less taxes on child-
contingent benefits) exceeds the gross income froifd-contingent benefits which are
very low. The main contribution on the tax side esmtmostly in the form of income tax
allowances, especially in Hungary, France, Slovdnizembourg and Belgium as well
as the southern European countries. The exceionthe Netherlands where most of

the effect comes through lower social insurancerdmutions.

Overall we can see that only counting gross farailg parental benefits would make a
significant difference to the identification of vehi countries provide the most support
for children. The differences are highlighted imgl#ie 3. They are largest, and show
child-contingent payments exceeding gross family parental benefits for the group of
six countries with the lowest levels of supportestiner measure (Greece, Spain, Italy,
Portugal, the Netherlands and Poland) and a gratip relatively high levels on the
child-contingent measure (France, Slovenia, Luxamdpand also Belgium). In most of
these cases the difference is mainly due to theevat tax concessions. In France and
Portugal social assistance benefits contribute Iggwath tax concessions while in
Poland the difference is mainly due to other besef{orphan pension, nursing
allowance and nursing benefit). In Sweden the &g pn benefits is sufficiently large
to mean that gross family and parental benefitdaager than the net value of all child-
contingent payments. In the UK benefits for chitdere paid up to the age of 19 if the
child is in secondary education. They are therefaygured for children aged 18 in the

measure of gross family/parental benefits whileydhbse for children aged up to 18

® However, the data on parental benefits are nopesable across countries as in some cases (Germany,
France, Ireland, Italy, Netherlands, Portugal aredWK) some or all payments are indistinguishatdenf
earnings because employers administer the paynt@ateerally, where this is the case, parental benefi
tend to be less generous or of shorter durationpeoed to countries where the payments are made
directly by the government (see the Mutual InfoioratSystem on Social Protection, MISSOC,
http://ec.europa.eu/employment_social/spsi/missotiten). Furthermore, the problem of lack of
comparability of parental benefit measures acrassiies also applies to traditional analysis using
information on family and parental benefits takéectly from the data.



are captured in the child-contingent measure, lsyraption. Similar effects may also
apply in other countries but are only visible ie K because the overlap between the

two measures is otherwise large.

Although our focus is on payments intended to supgplildren, the assumption that
underpins standard poverty measures that all incisnmshared within the household
means that it is also relevant to consider theceftd non child-contingent benefits.
These are also calculated net of taxes paid on,tleesnexplained above. Figure 4
contrasts the average size of each child’s shanetafion child-contingent benefits with

the size of their child-contingent payments.

In a number of cases, notably the four Southernciuhtries and Poland, non-child-
contingent benefits are of comparable size (Pottagd Italy) or even exceed child-
contingent amounts (Poland, Greece and Spainkdryether country shown, children
on average receive more support from the benefdg@x concessions targeted on them
than they do from all the other benefits and pulpknsions received by household
members. It is worth noting (but not shown) thatgpen incomes make up a large share
of non child-contingent incomes in some househotgaining children, particularly in
the Southern European countries, Poland and Slavé&his is a combined effect of the
generosity of the pension systems and the presertbén households of extended
families. In Figure 4 countries are ranked by thaltlevel of support per child and it
seems that there is no particular relationship betwthe scale of benefits that are
contingent on the presence of children and théeokfits that are not child-contingent.

They neither complement nor substitute for eaclerothany systematic way.

5 Distribution of support for children

So far we have considered national average paynienthildren. The way in which

such payments are distributed across the distabutif household income in each
country is highly relevant to their effectivenesspecially in terms of vertical equity.
We consider the size of the payment made per dhiléach decile group of the

equivalised household income distribution. Dispésalmcomes are adjusted for



household size and composition using the modifideiCD equivalence scdleand
children are assigned to decile groups on the lmdigisis measure of their household’s
income. Figure 5 shows the average child-contingayment for the children in each
decile group. In order to be able to compare acomstries the payments are, as
before, measured as a proportion of per capiteodage income in that country. Also
shown is the share of all children in each deciteug and it can be seen that children
are not uniformly distributed by household inconie.most cases, there are more
children in lower deciles, except in the Nordic stiies, Slovenia and Belgium, where
children are concentrated in the middle deciles] &stonia with a relatively flat
distribution. However, as deciles are based onmeafter receipt of benefits and
deduction of taxes and contributions, the distidoubf children is also affected by the

distribution of child support.

This chart shows the relative amounts receivedetmh child, depending where their
household is placed in the income distributionddes not indicate the distribution of
resources for children across the income distioutThe net effect of child-contingent
incomes (i.e. benefits, less taxes paid on thesefit®, plus tax concessions) is shown
by a solid line and the dark bars distinguish betwtaxes deducted (negative) and tax
concessions (positive). In some countries botlpeesent and the net effect is shown. In
many countries the basic shape of the curves itedicthat children in lower income
households receive greater net child-contingenpaeudghan children in higher income
households. This is strongly the case in Ireland t#we UK (except the bottom decile
group) and there is a similar but less pronoundfttein Denmark, Germany, Italy, the
Netherlands, Poland, Portugal and Finland. In otlases the net effect favours children
in high income household, particularly in Spain,nigary, Estonia and Greece. In a
third group of countries children receive ratheniar amounts of support at each point
in the income distribution, for example, in Belgiubuxembourg, Austria and Sweden.
In France and Slovenia (and also to some exteRHuimgary and Luxembourg) the line
has a rather irregular shape these four countries the positive effect of taxeue to

large tax concessions) and benefit payments playptamentary roles with the former

" Attaching weight equal to 1 to the head of housHa5 to other adults (aged 14+) and 0.3 to caild
(aged below 14).
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being more important at higher incomes, althougth wihe exception of France the
positive effect of taxes loses its value in the degile group and taxes play a negative
role here in Hungary. Generally the effect of the $ystem, where there is one, is to
complement that of benefits. But in Finland andeesgly Sweden taxes reduce the
value of benefits for the better off and the samglias especially for children in high
income households in Estonia, Hungary and Germalsg, it is evident that the net
effects of taxes are not always the most benefioithose on the very highest incomes.
This is not what one might expeztpriori and one cannot assume that by omitting the

effect of tax concessions one is simply under-esiimy the effect on the richest.

Overall it is striking how much variety there isregs countries in the targeting of
resources by household income and in the use ofathesystem to help target. Only
accounting for gross family benefits would mak#ditifference if any to the shape of
the curve in some countries (Austria, Ireland, Rdland UK) but would have a

significant effect in others (in particular in Fcan Greece, Italy, Luxemburg, Slovenia,
Spain and Sweden), making it important to captsrenach as possible of total support

in cross-national comparisons.

Given this variety in targeting net child-conting@ayments by income it is likely that
there will be differences in the extent to whiclclsypayments protect children from
poverty. It is also of interest to explore whettter picture is any different for net child-
contingent payments than for gross family benefis,conventionally used in such
analysis (European Commission, 2008; Table 8). RPpvie defined as living in a
household with total disposable income less tha%o Gff the median value, with
incomes adjusted for household size and compositising the modified OECD
equivalence scale. Table 2 shows the proportionshdfiren measured as being in
poverty if household income includes net child-cogent payments, and if it excludes
them. It also shows what happens if gross familyefies are excluded As is well-
documented elsewhere (European Commission, 20@®psufor children has a highly
variable effect on the risk of child poverty infdifent countries. Here the relevant issue

is the extent of the difference between the effetthe two measures of child support.

® The poverty line remains the same, fixed at thellasing (baseline) household disposable incoore,
all three measures.
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The child-contingent measure makes a modest diftereo the lowering of child
poverty risk in many of the countries. It is sulbsi@ in Belgium, France, the
Netherlands, Hungary and (relatively) in Spain. ist negligible in Denmark,
Luxembourg and Finland and negative in Sweden aedUK (for reasons outlined
above). Again, the importance of taking accountalbfchild-contingent elements of
income lies not so much to the difference it makeany one country, but how it alters

the picture cross-nationally.

One problem with considering the effect of stafgpgut on the risk of being poor is that
this support, while contributing to income, may et sufficient to raise it above the
poverty line. Table 2 also shows the effect of tthhe measures of state support on the
child poverty gap. This is the mean distance offtbesehold income of poor children
below the poverty threshold, expressed as a pemgertf that threshoftiSince we hold
the threshold fixed, this index picks up the extientvhich the two measures of state
support that we consider improve the situation obrpchildren. This effect is also
illustrated in Figure 6 which shows how without wéild-contingent benefits and tax
concessions the child poverty gap would be muchédrighan it would be without gross
family benefits in a sub-set of countries includifgance, the Netherlands, Germany,
Portugal and Poland. Again, the relative effectesmof policies in reducing the child
poverty gap looks quite different, depending onrtteasure used. For example, the size
of the poverty-reducing effect in Portugal is samilto that in Italy using the

conventional measure. Using the child-contingerasnee it is doubled.

6 Support versus needs

The net child-contingent measure captures the iaddit income received by a
household because of the presence of children. &leuse this to assess the extent to
which countries cover the extra needs of childred hence contribute to horizontal
equity. In general, assessing the degree of haataquity is difficult because it
requires a comparison of the effect of the systemhouseholds that are like in all
respects except one. In reality households withdm can differ from childless

households in many ways, both directly and indiyedor example, through labour

° Also known as the FGT(1) index (Foster et al.,4)99
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market behaviour. Our approach allows us to compegaivalised income for
households with children with income for exactlg ttame household, assuming there

were no children, but all other things remaining same.

Comparing equivalised disposable incomes with aitdoart children involves making
two distinct calculations. First, we take no acdoah children in the calculation of
household needs. This causes household equivatisethe to rise, as indicated by the
dark bar in Figure 7, which shows equivalised ineamithout children as a percentage
of equivalised income with children (the baselinEjen, we remove the net benefit
payments and tax concessions received because pfelence of children. This causes
equivalised income to fall as indicated by the feles.

Countries are ranked by the proportion of the néedsthe dark bars) covered by the
child-contingent incomes (i.e. the difference betwéhe dark and pale bars) and this is
shown by the bold line (against the right-hand Jaxisie ranking is similar to that for
the average child-contingent payment, shown in fl@d which is to be expected. The
proportion of children’s extra needs that are methe tax benefit system is more than
four times higher in the most generous country, gédum (54%) as in the least, Greece
(12%).

The results of this exercise are highly dependenthe equivalence scale used, and
should not be interpreted as absolute measureseaf ar the extent that it is met. This
approach is of value because our focus is comparamnd the extent to which having
children makes households (financially) worse offrie#s with the tax and benefit

system.

The same indicator obtained with gross family bisefthin line) shows modest
differences for most countries, except France. fEselts are basically the same with
each measure for Luxembourg, Belgium and Irelarmé® percentage of needs covered
is higher when measured for child-contingent supfasrcountries which rank either at
the top or at the bottom by this measure. It isgpposite for middle-ranking countries.
This demonstrates again that taking a more compsiye approach to measurement of
cash public support for children matters partidylam cross-national perspective. The
between-country variance of the proportion of nesmigered is higher using the gross
family benefit measure than it is using the chitavingent measure (as measured by the
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coefficient of variation — 48.4% and 41.6%, respety). The traditional approach
therefore over-estimates the extent of variatiopublic cash support for children for

the 19 countries considered.

7 Conclusions

Much of the analysis that compares the size arettsffof cash transfers for children
across countries does so on the basis of grosditbpagments that are labelled for
children. We have demonstrated how a more compsdlemeasure, captured using
static microsimulation techniques, improves comipiditg across countries. Our “net
child-contingent measure” includes additions foitdren in benefits labelled as having
other functions, it deducts taxes where they ayalpia on these benefits and it adds the

value of tax concessions.

On average over the 19 countries that we consliemgtoss family benefits measure
underestimates the total paid for the support aldadn by about one fifth. More
importantly, the extent of the underestimation esrby country. It is largest for
countries with relatively high levels of child-camgent support (e.g. France, Slovenia
and Luxembourg) and those with relatively low lesvéb.g. the Southern countries),
while in case of Sweden and the UK the gross farbiyefits measure actually
overestimates the scale of support. Moreover, thgrilsltional effect of the
components omitted from the traditional measure alsy be significant. Most notably,
tax concessions tend to favour children in bettEhouseholds, particularly in France,
but the tax treatment of children overall doesmetessarily favour children in the very
highest income households. The taxation of benefdsices their net value, particularly
for the better off. Certain benefits containingldtdontingent elements, such as social
assistance and housing benefits in some countigesadurally targeted on low income
families. We also find that the protection offeragainst child poverty varies across
countries with a different pattern when using tldecontingent measure than the
traditional measure of child support. And we dentiatte how the more comprehensive
measure can be used to establish a ranking of wesiim terms of the proportion of the
additional needs of children that are met througkessupport. Not only does this differ

from that based on the size of gross family besddiit the cross-country variance in
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degree of support, while still large, is smalleingsthe child-contingent support

measure.

We believe that the use of microsimulation to eatarthe size of net child-contingent
incomes provides a measure that improves on stdnqutactice. We have demonstrated
how this applies in cross-national comparisons #rghould be recognised that the
method is also of value when assessing the effqmlay changes over time in a single
country. For example, if child tax allowances wemnverted first to tax credits and
later to cash benefits, and were subsequently tdxég capturing the changes would
require a similarly comprehensive approdtBut for comparisons of systems in which
the modes of public cash support for children argaaied as those we have considered,
and may indeed be hidden from those not familiathvihe policy in the country
concerned, it is critical that a method of captgriall the relevant components is
adopted. Using a microsimulation approach allowstaslo this, and EUROMOD

provides the basis for comparable measurementsanrasy countries.
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Table 1 EUROMOD input datasets and simulated tax-beefit systems

Date of Income _ Tax- _

Country Dataset collection reference period | benefit
system

BE Belgium Panel Survey on Belgian Households 2002 | annual 2001 2003
DK Denmark ECHP 1995 annual 1994 2001
DE Germany German Socio-Economic Panel Study 2002 | nnua 2001 2003
EE Estonia Household Budget Survey 2005 monthly6200 | 2005
EL Greece Household Budget Survey 2004/05 montbA42 2005
ES Spain EU-SILC 2005 annual 2004 2005
FR France Enquéte sur les Budgets Familiaux (EBH) 0001 annual 2000/01 2001
IE Ireland Living in Ireland Survey 1994 monthly9D 2001
IT ltaly Survey of Households Income and Wealth 969 annual 1995 2001
LU Luxembourg| Socio-Economic Panel (PSELL-2) 2001 nnual 2000 2003
HU Hungary EU-SILC 2005 annual 2004 2005
NL Netherlands| Sociaal-economisch panelonderzoek 0020 annual 1999 2003
AT  Austria Austrian version of ECHP 1998,1999 arngn8 2003
PL Poland Household Budget Survey 2005 monthy6200 | 2005
PT Portugal ECHP 2001 annual 2000 2003
SI_ Siovenia | A subsame o Popaton Census e Lamuaizons | 2005
FI  Finland Income distribution survey 2001 anm@i1 2003
SE Sweden Income distribution survey 2001 anndal?2 2001
UK UK Family Expenditure Survey (FES) 2000/01 mdyth000/01 | 2003

Acknowledgment: EUROMOD data sources are the Euro@zanmunity Household Panel (ECHP) User Data Base
and the EU Statistics on Incomes and Living Cond#i¢EU-SILC) made available by Eurostat (under emtEU-
SILC/2007/03); the Austrian version of the ECHP madgailable by the Interdisciplinary Centre for Compiaea
Research in the Social Sciences; the Panel Surv@elgian Households (PSBH) made available by the &rsity

of Liege and the University of Antwerp; the publise version of the German Socio Economic PaneySta8 OEP)
made available by the German Institute for EconoRésearch (DIW), Berlin; the Estonian Household Btidge
Survey (HBS) made available by Statistics Estorfia; Greek Household Budget Survey (HBS) made availaple
the National Statistical Service of Greece; the Ugte sur les Budgets Familiaux (EBF) made availapltNISEE;

the Living in Ireland Survey made available by Bmnomic and Social Research Institute; the Surféjoosehold
Income and Wealth (SHIW95) made available by thekBailtaly; the Socio-Economic Panel for Luxembourg
(PSELL-2) made available by CEPS/INSTEAD; the Saleeonomisch panelonderzoek (SEP) made available b
Statistics Netherlands through the mediation of Ketherlands Organisation for Scientific ResearcBcientific
Statistical Agency; the Polish Household BudgetvBur(HBS) made available by the Economic Departnodnt
Warsaw University; a sub-sample of Population Censeiged with Personal income tax database, Pedataibase
and Social transfers database, made available éotitistical Office of Slovenia; the Income Distrion Survey
made available by Statistics Finland; the Incomstriibiution Survey made available by Statistics Samedand the
Family Expenditure Survey (FES), made availablahgyUK Office for National Statistics (ONS) througite Data
Archive. Material from the FES is Crown Copyrightdais used by permission. Neither the ONS nor théaDa
Archive bear any responsibility for the analysisrderpretation of the data reported here. An egjeivt disclaimer
applies for all other data sources and their ragpeproviders cited in this acknowledgement.
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Table 2 Child poverty rates and gaps with and withat net child-contingent
payments and gross family/parental benefits

Child poverty rate % Child poverty gap %

5 g a2 | B 5 g |92 | B

Eegl o |22 | & Tegl o |22 | o

) © g o (o)) g " o o © g o (o)) g 0 o

£ |52¢| 3 [E3&| © S |52¢ 5 |53£| &

O o5 E = =0 = [0) o5 E = o='0 =

2 |E5% £ |ZEEG £ | 2 |£E53 £ |EEg| £

o S o0a|l © |=28a O o |2oo T |28a T
Belgium 8.5 24.3| 15.8| 20.2| 118 2.3 6.2 3.9 5.1 2.9
Denmark 6.1 16.2| 10.1| 15.6 9.6 1.4 4.7 3.3 4.1 2.7
Germany 155 30.0f 145| 28.4| 129 3.1 10.2 7.1 8.0 4.9
Estonia 19.2 30.0/ 10.7| 28.6 9.4 4.9 11.9 6.9| 11.8 6.9
Greece 22.0 235/ 15| 231 1.1 7.6 8.5 0.9 8.4 0.8
Spain 23.4 26.3] 29| 24.2 0.8 7.5 8.7 1.2 8.2 0.7
France 8.9 340, 25.1| 28.4| 195 1.1 9.9 8.8 6.1 5.0
Ireland 26.9 342 73| 33.1 6.2 7.2 15.6 8.4| 147 7.6
Italy 26.0 33.1 7.1| 31.2 5.2 8.6 12.0 34| 116 3.0
Luxembourg 14.9 32.7| 17.8| 31.9| 17.0 1.6 8.7 7.1 8.2 6.6
Hungary 21.4 443| 23.0| 41.0| 19.7 4.9 17.9| 13.0| 17.2| 12.4
Netherlands 13.9 227 8.8| 20.0 6.1 3.0 6.0 3.0 4.6 1.6
Austria 9.1 27.3| 18.2| 25.7| 16.6 1.5 6.9 5.4 6.6 5.1
Poland 22.8 344/ 11.6| 31.8 9.0 7.0 14.1 71| 117 4.7
Portugal 27.9 31.00 3.1| 30.0 2.1 5.9 11.8 5.9 8.9 3.0
Slovenia 15.2 30.3] 15.2| 28.2| 131 2.5 10.1 75| 10.3 7.7
Finland 11.3 242 12.9| 24.3| 13.0 1.8 6.9 5.1 6.9 5.1
Sweden 8.2 21.7| 13.5| 223| 14.1 1.6 5.5 3.9 5.9 4.3
UK 19.1 37.7| 18.6| 38.2| 19.1 2.9 14.3| 11.4| 15.2| 12.2

Note: Estimates relate to policy years 2001, 2003005. See Table 1. Poverty lines are held cohstan
60% of the baseline national equivalised houselidgosable income. Source: own calculations with
EUROMOD (version D24).
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Figure 1: Calculation steps
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Figure 2: Child-contingent cash payments per childoy benefit and tax categories (as a
proportion of national per capita disposable incomg
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Note: countries are ranked by the size of the ta¢hlpayment per child (as a proportion of natiqrexl
capita disposable income). Estimates relate tapgiears 2001, 2003 or 2005. See Table 1. Sourvee: o
calculations with EUROMOD (version D24).

19



Figure 3: Total net child-contingent and gross famy/parental benefits per child as a
percentage of per capita disposable income
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Note: countries sorted by the level of child-contingeayments. Estimates relate to policy years 2001,
2003 or 2005. See Table 1. Source: own calculattisEUROMOD (version D24).

Figure 4: Total net child-contingent and non childeontingent cash payments per child as a
percentage of per capita disposable income
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Note: countries sorted by the level of total beisetfEstimates relate to policy years 2001, 2003085.
See Table 1. Source: own calculations with EUROM®@&sion D24).
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Figure 5: Child-contingent payments (as a % of natnal per capita disposable income) and the share ohildren by decile group
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Notes: Bars show components of spending per cBild proportion of overall average per capita diaptesincome, by decile group. Deciles have beestoacted on the
basis of equivalised household disposable inconteeoéntire population, using the OECD equivalesgade. Estimates relate to policy years 2001, 200305. See Table
1. Source: own calculations with EUROMOD (versioP4).
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Figure 6: Child poverty gaps with and without net dild-contingent payments
and gross family/parental benefits
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Note: countries are ranked by the baseline povatty/for the whole population, using national ptyer
lines defined as 60% of median equivalised disples@micome. Estimates relate to policy years 2001,
2003 or 2005. See Table 1. Source: own calculatitisEUROMOD (version D24).

Figure 7: The proportion of average child needs cared by child-contingent
payments
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