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Abstract

This paper analyses the effects of implementingnailyy based and an individual in-work
benefit in the Southern European countries usiniREMOD, the EU-wide tax-benefit
microsimulation model. In-work benefits are meaesté¢d cash transfers given to individuals,
through the tax system, conditional on their empiegt status. They are intended to enhance
the incentives to accept work and redistribute weses to low income groups.

The family based in-work benefits seem to be methstributive, in particular in Italy and
Portugal, but the presence of extended familiess du# allow such policies to be well
targeted on the very poorest, especially in Sdautividual policies lead to better incentives
to work than family based in-work benefits, in partar for Spanish and Italian women in
couples whose labour market participation is faolwdhe European average.

JEL: H53, 132, 138
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1. Introduction

In the last decade, interest in in-work benefits gi@wn in most European countries. In-work
benefits provide cash transfers through the tatesyso individuals with low earnings. They
belong to the family of “make work pay” policies EGD, 2003) since they are conditional
on the employment status of the recipient. In-wioekefits aim to enhance the incentives to
accept work by increasing the financial value @& wWork and to redistribute resources to low
income groups through transfers (Pearson and Star@€00; Blundell, 2006). Saez (2002)
shows that in-work benefits may configure as optimeome transfers when the individual
choice is whether or not to work rather than vagythe number of hours worked. In this
case, Saez shows that in-work benefits are moreiegft than guaranteed income support
schemes. Evidence demonstrates that in-work benefihnot solve the problem of high
inactivity rates and in-work poverty. On the onendhathey are cost-effective as a
redistributive instrument when in-work poverty igth On the other hand, they may cause a
reduction in the number of hours worked if an indiial decides to work fewer hours to be
eligible to the benefit. However, recent studiesfem that the overall employment effect is
still positive (Immervoll and Pearson, 2009). Staty minimum wages are a complementary
instrument to in-work benefits in order to incredlse financial gain from employment for
those on low-paid job. However, in-work benefitsvdahe advantage that they can be
conditional on a minimum number of hours worked week and they do not increase the
labour cost for the employers (Burkhauser et @96). Employment effects, as well as
distributional effects, also make in-work benefitsticularly favoured in the political agenda

of countries traditionally not characterised by g®us social assistance programmes.

Half of the OECD countries have in-work benefitshe form of either family or individual

based schemes (see Immervoll and Pearson (2009) fecent review). Family based in-
work benefits are well established in Anglo-Saxoardries. The Family Income Supplement
was introduced in the UK in 1971 and has been rmextiseveral times since then, with the
introduction of the Working Family Tax Credit (199nd, most recently, the Working Tax
Credit (Brewer, 2003). The US, Ireland and New Zrdlhave also introduced family based
in-work benefit schemes. Other countries, such astralia, Canada, Belgium and France,
have implemented individual in-work benefits, tdngg individual family members rather

than the family as a whole. See section 3 for ailgek description of the structure of both

types of in-work benefits.



The two different types of in-work benefits sha@mmemon objectives. First, they aim to
enhance employment participation, through additidimancial incentive to work. Second,
they favour redistribution of financial resourcesléw income groups, who very often are
those at the margin of the labour market. Individnavork benefits tend to emphasize the
work-incentive aspects and are recommended fronuralyp employment point of view
(OECD, 2003). Family based policies may discourthgelabour market participation of the
second earner due to income effect: in a coupleatititional employment income would
lead the family to lose the eligibility of receignthe benefit. This scenario has been
confirmed by ex ante and ex post evaluations ofr¢fierms of the British in-work benefits
(Brewer et al., 2006; Francesconi and Van der Kiaa2007) and may be crucial in those
countries where non-employment is concentrated gmawves. On the other hand, individual
policies may be less well targeted on poor houskhalue to individuals with low earnings
receiving the benefit irrespective of partner’'snéiggs and other family’s non-labour income.
This type of support to members of non-poor houkishwith little if any personal earnings

might be particularly common in countries wherecexied families are more common.

The increasing role played by the in-work benefitthe Anglo-Saxon welfare systems and
their extension to continental European countrve#h positive evidence of redistributive
effects and social inclusion of low skilled workestould encourage other countries to study
the feasibility of implementing such policies. larpcular, these policies may be one of the
pillars of redesigned welfare systems of the Sautliropean countries (Boeri and Perotti,
2001; Owens, 2006). As explained in Section 2, Gretaly, Portugal and Spain, as well as
geographical location and cultural stereotypesresft@mmon features in their welfare
systems. A reduction in the poverty rates (the ésglin Europe) and an increase in the
women labour participation rate (much lower thanother countries) are two important
policy issues currently under debate in the Southieuropean countries (OECD, 2006).
However, the potential role of in-work benefitspast of a redesigned welfare system has not
been analysed yet.

This paper aims at filling this gap, analysing #ffects of implementing two different types
of in-work benefits in Greece, Italy, Portugal afgain. The analyses are based on
EUROMOD, the multi-country European-wide tax-benefiodel, and the baseline scenario
refers to the 2003 tax-benefit system. The firstvork benefit is a family based policy using

the British Working Tax Credit as an exemplar (Beew2003). The second in-work benefit is



an individual scheme implemented as a low wageigult®nditional on working at least 16

hours per week (Phelps, 1994). In order to comfaewo in-work benefits, both policies

are simulated to have the same budget cost witlith eountry. Previous studies show that
the effects of new in-work benefits depend heawitythe structure of the benefit and its
interaction with the national framework. In faat;work benefits tend to increase the gap
between incomes of individuals in and out of wdBlargain and Orsini, 2006; Bertola, 2000;
Haan and Myck, 2007). Tax-benefit rules, income aratjes distribution and household
composition in the considered countries, make traparison between a family based in-

work benefit and an individual in-work benefit pamiarly relevant.

2. Economic and institutional framework

A long standing issue in the debate about welfgpelogies is whether or not Greece, Italy,
Portugal and Spain form a separate welfare regiméis seminal work Esping-Andersen
(1990) did not systematically include the Meditagan countries, considering only ltaly
along with other conservative regimes. Since thHem “Latin Rim” countries (Leibfried,
1992) have become the subject of a lively debate.tli@ one hand, Katrougalos (1996)
supports the idea of considering the Southern Eaogountries as underdeveloped cases of
the conservative regime. Esping-Andersen (1999)ewitant to add new typologies to his
original three. On the other hand, other scholagehpointed out common characteristics
which make the Southern European countries a depataster. To some extent these
countries share lack of minimum social assistanagb{ried, 1992), fragmented income
maintenance schemes, universalistic health systlwsstate penetration and diffusion of
clientelism (Ferrera, 1996), low level of public pexditures with a predominance of
contribution-financing (Bonoli, 1997) and the prownt family role as an informal but
effective social safety net (Naldini, 2003).

Such a debate (Arts and Gelissen, 2002) has fag@igeeater knowledge of the challenging
issues related to the welfare provision in the Bewt European countries. In particular
Ferrera (1996) highlighted the peculiarities of 8authern model of welfare, focussing on
the characteristics of the income maintenance systhich are still valid although some
significant innovations have been carried out (E&®2005). The income maintenance system
is still a fragmented and corporatist one, prowdimyper-protection to some individuals
(namely those receiving pensions based on occupadtgiatus in particular in Greece and

Italy) and very low, if any, support for others (mely pensioners without enough



contributory history, uninsured unemployed, fiigte job seekers, and families with children
without sufficient earnings).

Although there was growth in total social spendmghe 1990’s, in 2003 the level of general
social protection as a share of Gross DomesticUetadnges from 20% in Spain, 23% in
Greece and Portugal to 25% in Italy compared witlEbl-15 average of 27%. Moreover, in
Greece, Italy and Spain, the percentage of transdeipients is much lower than the
European average, showing that fewer individudistiea greater extent on social transfers,
and in particular pensions. The composition of chshefits expenditure reveals such an
unbalance between the public support given to peess and other vulnerable groups of the
population. The old age pensions in Portugal angirSpbsorb approximately 45% of the
total expenditure in line with the European averaghile more than 50% is devoted to
pensions in Greece and more than 60% in Iltalyhatetxpense of support for families with
children, unemployment and social assistance bsnefi

The rather limited level of public support throuihie tax-benefit system for the working age
population can be illustrated using the examplea aftylised one-earner couple with two
children aged respectively 9 and 7 years old. Eidureports the budget constraint chart for
such a family in Greece (dotted-dashed line), li@glid line), Portugal (dotted line) and
Spain (long dashed line). The disposable incomerejgorted in the vertical axis,
corresponding to different levels of gross earni(@san assumed hourly wage rate equal to
€5) reported on the horizontal axis. The 45° degireerepresents the situation pre-taxes and
pre-benefits: a disposable income above such airitieates net public support while an
income below such a line indicates that taxes awthkcontributions exceed benefits. The
assumption behind the chart is that the individuais not entitled to receive any
unemployment benefits, prefiguring the long tertnagion when the potential unemployment
benefits are exhaustédAs it is clear from Figure 1, Portugal is the omiguntry with a
national rights-based minimum guaranteed incomesrseh(i.e. Social Insertion Income),
guarantying a minimum support to families in nekethéy accept to be involved in a social
integration plan, which may include, among elseatimnal training, return to school, access
to health services and integration into the labmarket. While most of the Spanish
Autonomous Communities operate minimum income s@sen some cases of limited

coverage and subject to budget constraints andeheoicincluded in Figure 1), Greece and

Y In all four countries the duration of unemployméenefits is limited, mostly depending on the afi¢he
claimant (Italy and Portugal) or contributory histgGreece and Spain).



Italy (with the exception of a few initiatives byegional and local authorities) are
characterised by the absence of any generalisechimsupport schemés.
< FIGURE 1 around here >

Families with children receive public support thgbuboth benefits and tax concessions but
the overall level per child is quite low, betwee® Sand 8% of the national per capita
disposable income, the lowest among the EU-15 ciegn{Figari et al., 2007). In particular,
the support through the tax system, more pronounbed in other European countries,
exclude by design the poor families as most oftéxeconcessions are non-refundable (with
the exception of a refundable tax credit introduice@reece in 2002).

Benefits conditional on employment status exisltaty and Spain but are limited and only
targeted on specific categories of people. Theahdhmily allowances are paid when at least
one individual works as an employee or temporarykeno and are subject to income
composition. The amount of this transfer is meassed at the family level and related to the
number of family members. Since 2003 Spanish wgrkiothers receive a refundable tax
credit up to the limit of social contributions paidtil the child is one year old.

On the revenue side, social insurance contributimadevied on an individual basis. They are
deductible from income tax and are applied withrapprtional tax rate (in some cases
depending on occupation and industry and subjeatitomum and maximum limits). The
income tax schedule is progressive in all four ¢oes. Greece, Italy and Spain (where
family units may file joint tax returns) operate iadividual based tax system, while Portugal

imposes a mandatory joint taxation for couplesgigire splitting method.

Poverty and inequality rates are among the highesie EU-15: in 2003, the share of people
at risk of poverty ranges from 19% in Italy to 2184dPortugal against an EU-15 average of
17%. Income inequality is even more spread, withi @idices ranging from 0.31 (Spain) to
0.38 (Portugal) against an EU-15 average of 0.30.

In Greece, Portugal and Spain employed individaedsentitled to receive at least a statutory
minimum wage rate, while in Italy a minimum wageskist through collective bargaining
agreements and only in some industrial sectors. évew a large share of the employed
population (from 10% in Italy to 13% in Greece dpartugal) belongs to poor households,

proving that earnings alone are less effective éoausng individuals against the risk of

2 In addition limited Housing Benefits are providiedthe form of rent subsidies (Greece, Italy), metasted
housing benefits (Portugal, some regions in Spaioi), refundable tax credit on mortgage loan intsraad/or
housing expenses (all countries).



poverty compared to the average level in the Ewmom®untries. In the Southern European
countries in-work poverty is correlated to the prese of dependents, older age, low earnings
in particular among those working part-time, lowdeof human capital accumulation, and
lone parenthood (Bardone and Guio, 2005).
The underdevelopment of social services relatethéocare of children and the increasing
needs of care for the elderly make the role offéimeily even more important as social safety
net, with implications for human capital accumuwatiand labour market participation of
women. The Southern European countries are far ttemEuropean average in terms of
female education attainment and far from the Listawgets in terms of female labour market
participation (i.e. 57% by 2005). In 2003, the petage of low-educated women ranges
from 46% in Greece to 75% in Portugal against araye level in the EU-15 of fewer than
40%. Moreover, with the exception of Portugal, #raployment rate of women is much
lower than elsewhere: in Greece, Italy and Spaiefahan 50% of women aged between 25
and 64 years are employed with even lower employmates for those who are low
educated.

< TABLE 1 around here >

Such employment rates refer to both women in caupled lone mothers. However, in the
Southern European countries, lone mothers, whosebeu has increased over the last
decade, are more likely to work than women in cesiglue to the absence of relevant social

protection schemes.

Given such an economic and institutional framewadrls clear that the Southern European
countries show a number of common features thatnecake in-work benefits particularly
well tailored as part of a reformed welfare systém.particular the absence of income
support schemes (with the exception of Portugalkemahose with a low paid job and
consequently potential recipients of in-work betsefimore at risk of poverty. This enhances
the potential role of in-work benefits in promotisgcial inclusion and in supporting the

income of those at the bottom of the income distrdn.

3. Simulation: model, data and approach
This paper uses EUROMOD, the multi-country Europeate tax-benefit model covering
19 European Union Member States. EUROMOD is acstaicrosimulation model which

covers monetary incomes. It combines informatiomedavant policy rules with detailed and



representative data on individual and householaupistances drawn from national
household income surveys. EUROMOD simulates masttitaxes and cash benefits except
those based on contributory history as this infdromais not available from input datasets.
Instruments not included in the simulation are takem the data. One of the main aims of
EUROMOD is to maximise comparability while maintaig transparency about real
differences across countries (Sutherland, 2007RE@MOD outputs have been validated and
tested at micro (i.e. case-by-case validation) aratro level, comparing the aggregate
indicators and distributive statistics with extdrs@urces and national microsimulation

models, and they have been used in many application

The baseline scenario of the analysis reportedis gaper refers to the 2003 tax-benefit
system. The Greek data comes from the Householgy@uSurvey (2004) which contains

information on 6,555 households and 17,386 indiaisluThe Portuguese and the Spanish
data are from the European Community Household IP@aspectively 2001 and 2000

waves). The Portuguese data includes information 40588 households and 13,237
individuals. The Spanish sample contains infornmatan 5,048 households and 14,787
individuals. The Italian data comes from the fisstve of the new European Union Survey on
Income and Living Conditions (EU-SILC 2004) whiclontains information on 24,270

households and 60,847 individuals. In case of Baft@and Spain, monetary values are
updated to the reference year (i.e. 2003) whileagaphic and labour information are kept

constant

The recent developments of the in-work benefitthm UK suggest a separate structure for
the in-work benefits and the benefits for familesgh children (Brewer, 2003). In 2003 the
Working Families Tax Credit was subsumed withireavrChild Tax Credit and the Working
Tax Credit. The Working Tax Credit is the firstwoerk benefit for childless people in the
UK. The decision to separate the two tax credits lbeen originated by two aims. First, to
simplify the public support for families with chreh for whom, in addition to the universal
child benefit, the Child Tax Credit represents ansetested benefit merging together several
previously existing benefits targeted to childr&econd, to make employment financially

more attractive for those on low incomes even thatt children, otherwise excluded from

% For more detailed information and documentatiantse EUROMOD web site at
http://www.iser.essex.ac.uk/research/euromod

* Self-employed workers are included in the samplatsthey are not potential recipients of the sirredain-
work benefits due to limitations of the data inamling the number of hours worked as self-employed.



this kind of support. Recent studies show the maifficulties faced by low income families
even without children: in the US they represent 2fi%actual recipients of in-work benefits
although the amounts of the benefits are lower then average due to their family
composition and incomes (Eissa and Hoynes, 2008).

Although a joint reform considering both in-worknadits and new ways to support families
with children, through both universal and meansetkédenefits, would represent a policy
option to guarantee targeting objectives and sumside costs (Matsaganis et al., 2006), the
main interest of this paper is to compare the &fet a family based and an individual in-
work benefit (the latter by design not affected thy structure of the family), without

modifying the support the families currently re@efer the presence of children.

| simulate the family based in-work benefit usihg tJK Working Tax Credit as an exemplar
(Brewer, 2003). The main eligibility condition fthe Working Tax Credit is that at least one
person in the family works 16 or more hours perku@® or more if there are no childreh).
The amount of the tax credit depends on family giasomé and it varies according to the
composition of the family. Above the given thresisthe tax credit is tapered out at the rate
of 37%. The withdrawal rate has been reduced dweryears to such a level in order to
reduce the disincentives to work.

In the analysis, the ratios between the thresholdsgigibility and the maximum amounts of
the benefit are the same as in the UK. | deternievalue of such parameters through
iterative simulations in order to simulate a benefinich costs, in each country, 0.34% of
contemporary Gross Domestic Product, the same p@age as it was in the UK in 2003 (HM
Revenue and Customs, 2005). This amount does rwetssarily correspond to what it would
be necessary to spend in order to achieve spefional goals in terms of redistribution of
income and incentive effects. However, it repres@entommon benchmark that makes cross
country comparisons possibleSiven this constraint imposed on the cost of tee policy,

the parameters of the family based in-work bendépend on the number of families
satisfying the eligibility conditions both in terne$ number of hours worked per week and

® The assessment unit for the family in-work benisfilefined, as in the UK, as the family composgdeach
single adult or couple and their children aged Wweld® years or below 19 if in full time educationdanot
married.

® Gross income includes all main sources of markebrme and pensions with the exception of children’s
earnings.

" The final net cost of the in-work benefits is blig less than 0.34% of the Gross Domestic Produndtequal

to €464 million in Portugal, €533 million in Greed®?,591 million in Spain and €4,066 million inlitaThis is
due to a slight reduction of the overall cost of #xisting income-tested benefits (i.e. Family alaces in
Italy, Child benefit in Portugal and Spain) whiobmninclude the new in-work benefits as part of tmeéans.
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their income. In Portugal, for example, where 79%%auseholds have at least one individual
working 16 hours per week compared with 71% in 8p&6% in Italy and 64% in Greece,
we can expect larger shares of households receithiagfamily based in-work benefit.
Moreover, the larger the number of householdsdiel the expected average amount of the

benefit.

Figure 2 and Table 2 show the structure of the fabased in-work benefit with the relevant

parameters for each country. Families with annuasgincome up to a minimum threshold
are entitled to receive the full amount of the Begneat least one member of the family

satisfies the working hours requirements. The marimamount of the benefit varies if the

beneficiary is a single person without childretgprae parent or a couple working part-time or
full-time. Incomes above the minimum threshold @®the benefit at the rate of 37%, and
the maximum gross income thresholds at which theefiteexhausts vary according to the
family composition.

<FIGURE 2 and TABLE 2 around here>

| simulate the individual in-work benefit as a wagy#sidy (Phelps, 1994) for all individuals
working 16 or more hours per week. The work request implies that beneficiaries of this
policy are individuals characterized by low hougges and not simply by low earnings so
that creates an incentive for working poor peoplevork at least part-time. Its structure is
depicted in Figure 3 and the relevant parameterstaown in Table 3. | calibrate the phase-in
rate of the benefit in order to obtain the samé esseach country’s family based in-work
benefit. The calibrated rate represents the beeafih individual receives as an additional
percentage of the earnings and depends on the marhpetentially eligible individuals, who
are those working at least 16 hours per week vathiegs below the threshold at which the
benefit exhaust (14% of individuals in Portugal, 8¥Spain, and 8% in Greece and lItaly).
The gross earning threshold corresponding to thamman amount of the benefit is set equal
to the fifteenth percentile of the earnings disttibn. Earnings above such a threshold reduce
the entitlement at the rate of 37% up to the gemsing threshold at which the benefit
exhausts.

<FIGURE 3 and TABLE 3 around here>

Three assumptions underlie the simulations. Ringt,new in-work benefits simulated in the

Southern European countries are not revenue netittalassumption is that part of the cost
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would be covered by an increase in the tax reveelaged to the additional employment
created by the in-work benefits. Moreover each tguwould cover the remaining cost
through specific actions (i.e. reduction in otheblc expenditures, increase in capital or
indirect taxation, etc.). Second, all the admiaiste burden and procedures involved in such
schemes are ignored. However, the British expesiemveals the relevance of both the
timing and the structure of the payment system. ddoer, the difficulties related to the
expensive administration of the benefits are ont®imost convincing arguments against the
schemes in countries where they are in place. Tthedindividuals receive the full amount of
the in-work benefits without any reduction in thegs wage. On the one hand, this requires
procedures to prevent employers decreasing thes gvage to a level lower than before the
introduction of the in-work benefits. On the otheand, the introduction of a binding
minimum wage in countries where it does not exett(g.g. Italy) and in-work benefits could
be a joint step. This occurred in the UK where tlisimum wage came into force in April
1999 before the introduction of the Working Fangili€ax Credit.

4. |sthereatrade off between theredistributive and the incentive effects?

The share of households who receive the family dasavork benefit ranges from 10% in

Italy, 11% in Greece, 15% in Spain to 17% in Paatug’he households receiving the
individual in-work benefit are more in all counsiel8% in Italy and Greece, 23% in Spain
and 33% in Portugal. The main reason for the diffees is that due to the earnings
thresholds, two low earning individuals may be dbleeceive the individual in-work benefit

separately but not the family benefit. Moreoverestincomes in addition to earnings (e.g.
capital incomes, pensions, private transfers) akert into account into the means of family
based in-work benefit preventing some families fragoeiving it. Given the assessment of
the eligibility conditions at individual level, methan one person receiving the individual in-
work benefit may belong to the same household: k@ppens for 13% of households

receiving the benefit in Italy, 19% in Spain, 208Greece and 29% in Portugal.

As expected, the average benefit amount dependseopro capita Gross Domestic Product
of the country and, given the constraints imposedtiee total cost, on the number of
households receiving the benefit. The countriesiwvBhow larger shares of recipients tend to
report less generous average benefit amount. Itahych has the lowest percentage of
beneficiaries, present the most generous benefituatn both considering the family based

in-work benefit (€1,900 per year) and the individimawork benefit (€850 per year). At the
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other extreme, the average amounts of the beneffortugal are approximately €800 per
year for the family-based in-work benefit and €389 year for the individual benefits. In
Greece (Spain) the average family based in-worletieis around €1,100 (€1,500) and the
individual €600 (€780) per year.

This is the first lesson learned from a cross-cgupéerspective: given the same structure of
the in-work benefits, the participation rates ahe kevel of income of the potential eligible
people drive the final results in a substantial why Portugal, where a larger share of
households have at least one individual workingartban 16 hours per week with relative
low earnings, more resources would be necessaprder to give substantial amounts of
benefits to those who are entitled to receive th€his confirms the risk that these policies
might have too many beneficiaries when the wagesnat dispersed enough (Boeri et al.,
2000).

4.1. Redistributive effects

Table 4 shows that the reduction in poverty is muche evident when the poverty line is set
as 40% of median equivalent income rather than08s, 6n particular when analysing the
family based in-work benefit. This is particulatipie in the case of Portugal (with a 20%
reduction of poverty rate) and Italy (with an 11é6luction of poverty rate). It contrasts with
the situation experienced in other countries whedéviduals at the bottom of the income
distribution rely on pensions and social assistasutemes more than on their earnings and
in-work benefits (Bargain and Orsini, 2006). In t8euthern European countries a policy
oriented to the working poor, as with the caseneivork benefits, is also a means to support

a significant part of the poorest individuals.

With the exception of Spain, the contribution ofnily based in-work benefits to reduce the
share of people at risk of poverty is larger tHaat of individual in-work benefits. This is due
to the larger generosity of family based in-workéigs. Moreover they are means-tested at
family level and hence more likely to be betteg&ted on the poorest families. Recipients of
individual in-work benefits may belong to non-pobouseholds, reducing the overall
redistributive effects of the policy.

<TABLE 4 around here>

However, in countries characterized by a large esléhrmultigenerational households (10%

of the total in Spain, 9% in Portugal, 6% in Greaod 4% in Italy) the redistributive effects
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of means-tested policies are not clear a priori.tinone hand, the presence of more than
one family within the same household does not allamily based in-work benefits to be
targeted on the very poorest households. This mgpdn when a family entitled to receive
the family based in-work benefit belongs to a vedflhousehold due to the presence, for
example, of grandparents with their own income sesirOn the other hand, it is likely that
in some households (3% in Italy, 4% in Greece goairSand 9% in Portugal) there is more
than one person receiving the individual in-workéf@ enhancing its redistributive effect.
As a consequence, households at the top of theneabstribution may receive family based
in-work benefit and it may happen, as in Spaint ihdividual in-work benefit is more

redistributive than family based in-work benefit.

Table 5 shows the distribution of gainers, defirrsdthose households whose disposable
income increases by at least 5%. After family indwbenefits, gainers are concentrated
among the first (Portugal) and the second (Grekealy) quintile groups, with the exception
of Spain where gainers are spread over the incastgbdtion. In all countries but Spain,
family based in-work benefits lead to a larger shair gainers at the bottom of the income
distribution than individual in-work benefits whittave a bigger impact on the households in
the middle of the income distribution.

<TABLE 5 around here>

In all countries, the households at the bottonhefihcome distribution experience the largest
increase in their income (around 4% in Italy andti®Ryal, 3% in Greece and 2% in Spain for
the households in the first quintile group) aftee family based in-work benefits, with a
decreasing variation along the income distributiéfter individual in-work benefits, the
increase in income is more spread with more eqaahtions for the households in the first
three quintile groups. This is particularly trueSpain where the individual in-work benefit
leads to a larger income variation in the middlg p&the income distribution than after the

family based in-work benefit.

4.2 Economic incentives

In order to evaluate the extent to which in-workdéfgs enhance the payoff to take a paid
job, I consider how the incentives to work charfgeewoman decided not to work or to work
respectively part-time (20 hours per week) or fule (40 hours per week). | look at the

incentive to work faced by women aged between IBGmyears, lone mothers and women
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in couples separately. As a measure of incentinengeach of the three potential work
alternatives of the woman, | consider the percentdgange in household disposable income
after the introduction of the simulated in-work béts relative to the baseline system. Being
assessed at the household level, such a measw® itatlo account any variation in the
income of the household. On the one hand, an isergathe household disposable income
when the woman is out of work represents a disitneerior the woman to work. The new
benefits received by other members of her housetmalke the household as a whole better
off than in the baseline system. On the other handncrease in household income when the
woman decides to work captures the positive comtiobh of the new benefits to the well
being of the household, increasing the incentiv@stlie woman to work relative to the
baseline system.

The assumption when the woman is out of work ist thlae does not qualify for
unemployment benefits but the household as a wialg receive any other existing income
based transfers. | predict a potential wage fowalnen using a Heckman selection-corrected
wage equation, on the basis of the current houagenreceived by those in employmént.

As shown in Table 6, individual in-work benefiteeaslightly better targeted to encourage
women in couples to work than family based in-widnefits. On the one hand, in all
countries, when the woman is out of work, the pei@ge change in household disposable
income is larger after the family based in-work dfégs (2.6% in Italy and Portugal) than
after the individual in-work benefits (0.7% in gahnd 0.8% in Portugal), showing the
disincentive effects embodied in the benefits asxbait the family level: other members of
the family receiving the in-work benefit make theusehold as a whole better off than in the
baseline system when the woman decides to stayfowtork. The percentage change in
income is larger when the woman is out of work thdomen she works with the exception of
Greece: on average, the disincentive effect isdrighan the incentive effect. On the other
hand, when the woman works, the percentage chandgmusehold disposable income is
always larger after the individual in-work benefits particular when the woman works part-
time (in Spain 6.1% versus 0.7%, in ltaly 5.8% uer4.3%). The incentives to work full-
time are still higher after the individual benefitst they are generally less pronounced: fewer

women working 40 hours per week are entitled teikecthe individual benefit and when

8 The coefficients of the outcome equation (with @ation levels and age as regressors) and the ipattan
equation (with marital status, age of the younge#t and other household income as further regiris) are in
the expected direction. Results are available qonest from the author.
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they work full-time it is more likely that the falyiincome is too high to be eligible for the
family in-work benefit.

The above pattern of the incentive effects facedvbynen in couples, is confirmed when
looking at the shares of households who experiarsigstantial increase in their income (i.e.
larger than 5%) in the different scenarios (Tal)leviore women in couples face disincentive
effects after the family in-work benefit than aftére individual benefit in particular in
Portugal (16% versus 6%) and ltaly (12% versus 3%wever, the disincentive effects
embodied in the family based in-work benefits alsvagvolve a small minority of the
households. When the woman works part-time, tHergifices between family and individual
in-work benefits are remarkable, in particulartalyt and Spain where the individual in-work
benefits provide a substantial increase in incoorettie majority of households (56% in
Spain and 53% in lItaly). This is due to the presenche same household of more than one
recipient of the individual in-work benefit and thelative generosity of its amount. As
expected, when the woman works full-time is mokel to lose the entitlement to both the
family based and the individual in-work benefits a consequence, fewer households
experience an increase of at least 5% in theimmecafter both types of benefits.

For lone mothers the results are partly differemtes as expected, both the family based and
the individual in-work benefits provide strongercémtives to work than for women in
couples. This is true when considering both theatian in disposable income and the shares
of lone mothers affected by a substantial incréasleeir income.

Lone mothers are likely to be entitled to both &/@mé benefits. However, the family based
benefits are much more generous and this ends tiphigher incentive effects: the average
increase in income, when she works part-time isr@31% in Greece after the family based
benefit compared with an increase of 10% after ititevidual one. In all countries the
majority of lone mothers face a substantial inceeiastheir income (more than 80% of them
in Greece and Portugal, 75% in Italy and 57% inifgpafter the family based in-work
benefits. However, in Italy and Spain more lone leod experience an increase in their
household income after the individual benefit du¢hie presence of children working at low
wage and receiving the individual benefit. At tlaeng time the possession of other incomes
rather than earnings exhausts the family basedfibeAs already noted for women in
couples, the incentive to work part time is lartfean that to work full time also for the lone

mothers. However, they also experience a relevamease in the household income even if
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they decide to work 40 hours per week (12% in Geesand 9% in Portugal after the family
based in-work benefit).

The disincentive effects embodied in the familydshan-work benefits are lower than for
women in couples as fewer individuals, in the séangly, are eligible to receive the benefits
when the mother is out of work. However, the preseof children eligible to receive the
individual in-work benefits makes the disincentieéfects more pronounced after the
individual policies.

<TABLE 6 and 7 around here>

These results confirm the positive incentive eBeaft the in-work benefits, in particular for
lone mothers after the family based in-work besefits also assessed in the UK (Brewer et
al., 2006). Moreover, it seems that the disincengéffects faced by the secondary earners in a
couple after the family based in-work benefitshailigh larger than after the individual
benefits, involve only a minority of householdsoffr 6% in Spain to 16% in Portugal). This
is a partially different response to these kingbolicies compared with that obtained from an
ex-ante evaluation of the same policies in othemtwes characterized by a relatively high
female labour market participation. In Germany, éxample, the disincentive effects for
women in couples have been considered one of tlie ohstacles in importing the British
model of in-work benefit (Haan and Myck, 2007).

The analysis of the economic incentives does nke tato account any demand side
constraints, which are likely to be particularlyereant in a period of economic downturn.
However, even if the labour market does not abffwelpotential additional labour supply of
individuals entitled to the benefits, in-work beteimay play an important role as a cushion
to negative income shocks when one of the partt@wses the job, enhancing their

redistributive effects towards low income housebold

5. Conclusions

The increasing role played by the in-work benefitthe Anglo-Saxon welfare systems, with
positive evidence of redistributive effects andiabiniclusion of low skilled workers, should
encourage other countries to evaluate the fedsilafi implementing such policies. Taking
into account the institutional framework conditioaad making use of microsimulation
techniques in a cross-country comparative view,this paper | have considered the
implementation of two forms of in-work benefits tine Southern European countries. The

first is a family based in-work benefit, which bomws the structure of the UK Working Tax
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Credit. The second is an individual in-work benéfithe form of a low wage subsidy. The
simulation implies the same resources as a shamatmihal Gross Domestic Product in each
country as in the UK. Socio-economic conditions &mabur market characteristics of the
Southern European countries make the comparisevebatthe two types of in-work benefits

particularly relevant.

In a cross-country perspective it emerges thatergithe same structure of the in-work
benefits, the combined effect of family compositiamily income and individual earnings,

drive the final results in a substantial way. Oe tine hand, in countries characterized by
relatively high employment rates and wages higldgcentrated at the bottom of the wage
distribution, such as Portugal, in-work benefitghtihave too many beneficiaries providing
less generous support. On the other hand, wheleibodme and wages are relatively more
dispersed, as in ltaly, fewer individuals may reeea more generous amount. Moreover in
countries characterized by the presence of extefaieilies, such as Spain, in-work benefits

cannot be narrowly targeted.

Although the redistributive effects of the in-woblenefits are modest, and they cannot be
considered as a primary tool in poverty reductianthe Southern European countries they
are a means to support the working poor who arengntiee poorest people. This contrasts
with the situation experienced in other countrigsere individuals at the bottom of the
income distribution rely on pensions and socialista&sce schemes more than on their
earnings. In general, family based in-work benefgem to be more redistributive. However,
the presence of extended families does not allovedch policies to be well targeted on the
very poorest. Individual policies lead to bettecantives to work than family based in-work
benefits, in particular for women in couples whtsgour market participation is far below
the European average. However, the disincentivecesffembodied in the family based in-
work benefits always involve a small minority ofetthouseholds. Therefore, the expected
trade-off between the redistributive and the ineeneffects of the two types of in-work
benefits is rather weak and more limited than whidbund in countries with higher female
labour market participation. Finally, differencesr@ss countries provide insights into the
importance of looking closely at the institutionlamework, family and household
characteristics and labour market participation.
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The analyses confirm that in-work benefits mighbbe of the pillars of a redesigned welfare
system in the Southern European countries in dadenhance the economic position of the
working poor and to increase female labour marletigpation, in particular of women in
couples. The positive incentive effects faced melonothers should also be considered with
attention given the increasing number of lone mthe the Southern Europeans countries
and their high risk of poverty. However, in-work nedits should be part of a more
comprehensive reform including a new consideratibthe family role in the care for both
the elderly and children (Daly and Lewis 2000). dfaial support for those living in low
income families and more availability of institutalized places should be seen as
complements, in order to allow women to find jolsd anly more financially attractive, but

also reconcilable with caring responsibilities.

Acknowledgment

| am grateful to Stephen Jenkins, Horacio Levy, aGhiPronzato, Lucy Brown and
participants at the first Conference of the Intdoraal Microsimulation Association (Vienna,
August 2007) and at the workshop “Economic welkigeand social protection in Southern
Europe” at the IEF (Madrid, November 2007) for \zle comments as well as two
anonymous referees and the Editor.

This paper uses EUROMOD version D25. EUROMOD istioorally being improved and
updated. Any remaining errors, results producetbrpmetations or views presented are the
author’s responsibility. 1 am indebted to Holly Betland and the members of the
EUROMOD consortium for the construction and develept of EUROMOD. This paper
uses data from the Household Budget Survey (HBSAR®@ade available by National
Statistical Service of Greece; the ltalian versainthe EUSILC (IT-SILC XUDB 2004 -
version November 2007) made available by ISTAT; #@HP User Data Base made
available by Eurostat. Data providers do not baar eesponsibility for the analysis or
interpretation of the data reported here.

References

Arts, W., and Gelissen, L. (2002) Three Worlds oélisre Capitalism or More? A State-of-
the-Art ReportJournal of European Social Policy, 12(2): 137-158.

Bardone, L. and Guio, A. (2005) In-Work Povertyat&tics in focus No. 5, European
Communities.

Bargain, O. and Orsini, K. (2006) In-Work PoliciesEurope: Killing Two Birds with One
Stone,Labour Economics, 13: 667-697.

Bertola, G. (2000) Policy Choices and Interactiomgh Existing Instruments OECD
Economic studies, 31: 185-196.

Blundell, R. (2006) Earned income tax credit pelci Impact and optimality. The Adam
Smith Lecture, 2009,abour Economics, 13: 23-443.

Boeri, T., Layard, R. and Nickell, S. (2000) Weddap-Work and the fight against long-term
unemployment, Research Report No. 206, DepartmaniChildren, Schools and
Families, UK.

Boeri, T. and Perotti, R. (2001) Less Pensions,eMdelfare, Bologna, Il Mulino.

19



Bonoli, G. (1997) Classifying Welfare States: A TBanension ApproachJournal of
Social Policy, 26(3): 351-372.

Brewer, M. (2003) The New Tax Credits, IFS BriefiNgte No. 35.

Brewer, M., Duncan, A., Shephard, A. and Suarez,JM2006) Did Working Family Tax
Credit work? The impact of in-work support on laba@upply in Great Britain,
Labour Economics, 13: 699-720.

Burkhauser, R. V., Couch, K. A. and Glenn, A. 9@) Public Policies for the Working
Poor: The Earned Income Tax Credit versus Minimumg@/Legislation in W. Sol
Polachek (ed.), Research in Labor Economics, 15169.

Daly, M. and Lewis, J. (2000) The Concept of So€afe and the Analysis of Contemporary
Welfare StateBritish Journal of Sociology 51 (2): 281-98.

Eissa, N. and Hoynes, H. (2008) Redistribution taxdexpenditures: The Earned Income
Tax Credit, NBER WP No. 14307, Cambridge, MA.

Esping-Andersen, G. (1990) The Three Worlds of AfeliCapitalism, Oxford, Polity Press.

Esping-Andersen, G. (1999) Social Foundations stiRdustrial Economies, Oxford, Oxford
University Press.

Ferrera, M. (1996) The “Southern” Model of WelfaneSocial EuropeJournal of European
Social Policy 6(1): 17-37.

Ferrera, M. (ed.) (2005) Welfare State Reform inutS8ern Europe. Fighting poverty and
social exclusion in Italy, Spain, Portugal and @egdRoutledge.

Figari, F., Paulus, A. and Sutherland, H. (200Tp@rting Families with Children through
Taxes and Benefits, European Observatory on th&lS8ituation and Demography
N. 2/2007, European Commission.

Francesconi, M. and V. d Klaauw, W. (2007) The 8economic Consequences of 'In-Work'
Benefit Reform for British Lone Motherdpurnal of Human Resources, 42(1): 1-31.

Haan, P. and Mick, M. (2007) Apply with Cautiontrimducing UK-Style In-Work Support
in GermanyFiscal Sudies, 28(1): 43-72.

HM Revenue and Customs (2005) Child and Working Ceedits Statistics. Finalised annual
awards 2003-2004. London: National Statistics Falilbn.

Immervoll, H. and Pearson M. (2009) A Good Time ftaking Work Pay? Taking Stock of
In-Work Benefits and Related Measures across the[@BEZA Policy Paper NO. 3.

Katrougalos, G. S. (1996) The South European Welfidodel: The Greek Welfare State, in
Search of an Identitylournal of European Social Policy, 6(1): 39-60.

Leibfried, S. (1992) Towards a European Welfaree®taOn Integrating Poverty Regimes
into the European Community, in Ferge, Z. and Kiahd. E. (eds), Social Policy in a
Changing Europe, Campus Verlag, Frankfurt am Main.

Matsaganis, M., O’'Donoghue, C., Levy, H., Coromaldi, Mercader-Prats, M., Farinha
Rodrigues, C., Toso, S. and Tsakloglou, P. (200&fpfning Family Transfers in
Southern Europe: Is there a Role for Universal €lkenefits?,Social Policy and
Society, 5(2): 189-197.

Naldini, M. (2003) The Family in the Mediterranéafelfare State, London, Frank Cass.

OECD (2003) Employment Outlook, Paris, OECD.

OECD (2006) Employment Outlook, Paris, OECD.

Owens, J. (2006) Fundamental Tax Reform: An Intéwnal PerspectiveNational Tax
Journal LIX(1): 131-164.

Pearson, M. and Scarpetta, S. (2000) An OverviewwatMDo We Know About Policies to
Make Work Pay?QECD Economic Sudies, 31.

Phelps, E. (1994) Raising the Employment and Payhef Working Poor: Low wage
Employment Subsidies vs the Welfare State, AER Ragoed Proceedings, 54-88.

20



Saez, E. (2002) Optimal income transfer programgnsive versus extensive labour supply
responsesThe Quarterly Journal of Economics, 117: 1039-1073.

Sutherland, H. (2007) EUROMOD: the tax-benefit m&mulation model for the European
Union in Gupta, A. and Harding, A. (Eds), Modelli@gr Future: population ageing,
health and aged care. International Symposia im&woac Theory and Econometrics
Vol 16, Elsevier.

21



Tables

Table 1 Social Indicators (2003)

Proportion  Proportion of GINI Proportion Female employment rate®
of poor employed index of low All women  Low educated
individuals®  individuals educated women
who are poor ° wormen °
% % % % %

Greece 20 13 0.33 45.7 50.0 38.8
Italy 19 10 0.33 57.3 47.1 315
Portugal 21 13 0.38 75.4 67.8 63.0
Spain 20 11 0.31 54.2 50.1 36.4
EU - 15 17 8 0.30 38.7 60.3 44.3

Notes:? Proportion of individuals with equivalent incomesing the OECD modified equivalence scale) below
60% of the mediar’. Proportion of employed individuals with equivaléntome (using the OECD modified
equivalence scale) below 60% of the mediaRroportion of the female population aged 25 tohé#&ing
completed at most lower secondary educafldfumber of women aged 25 to 64 in employment (artti @i
most lower secondary education) divided by theltatamber of women of the same age group. Source:

Eurostat website (http://ec.europa.eu/eurostat).

Table 2 Parameters defining the family based in-work bersethieme
Maxi mum benefit amount Gross income thresholds

Sngle Lone Lone up to at which the benefit exhausts
working  parents  parents  whichthe ~~gqnoe™ | oneparents Lone parents
full time and and MaxXIMUM  \yorking  and couples  and couples
couples  couples  benefitis g time workingpart  working full
working  working paid time time
parttime  full time
Greece 2,045 2,884 3,475 4,824 10,351 12,618 14,216
Italy 3,008 4,243 5,112 7,097 15,228 18,563 20,914
Portugal 1,394 1,966 2,369 3,289 7,057 8,603 9,692
Spain 1,530 2,158 2,600 3,609 7,745 9,441 80,63

Notes: values in € per year. Source: Author’s dattens based on EUROMOD.

Table 3 Parameters defining the individual in-work bensfiheme

Phasein rate Maximum Gross earnings thresholds
(%) benefit amount ™ corresponding to at which the
maximum benefit  benefit exhausts
Greece 14.6 1,096 7,508 10,471
Italy 16.2 1,563 9,647 13,868
Portugal 13.0 680 5,236 7,073
Spain 20.9 1,502 7,189 11,249

Notes: values in € per year. Source: Author’s dattans based on EUROMOD.
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Table 4 Proportion of poor individuals (%), by policy regem

Baseline system
2003

Family based
in-work benefit

Individual
in-work benefit

Poverty line equal to 40% of median equivalised income

Greece 8.50 7.88 8.16
ltaly 7.28 6.53 6.94
Portugal 4.90 3.94 4.53
Spain 5.92 5.64 5.59
Poverty line equal to 60% of median equivalised income

Greece 19.56 18.21 18.94
ltaly 17.66 16.09 17.07
Portugal 20.89 19.71 20.17
Spain 19.17 18.89 18.28

Notes: Proportion of individuals with equivalentciime (using the OECD modified
equivalence scale) respectively below 40% and 6Df#fteomedian. The proportions of poor
individuals after the introduction of the in-workmefits are based on the same poverty line
as in the baseline system in order to disregarchgd® in median income due to the
introduction of the new benefitSource: Author’s calculations based on EUROMOD.

Table 5 Percentage of gainers, by quintile group

Income quintile groups

1 2 3 4 5 All
Family based in-work benefit
Greece 1.69 2.39 1.49 0.85 0.11 6.54
ltaly 2.13 2.98 1.05 0.43 0.09 6.69
Portugal 453 2.66 1.85 0.13 0.08 9.25
Spain 1.44 1.34 1.21 1.57 1.27 6.82
Individual in-work benefit
Greece 1.34 1.92 1.80 0.98 0.08 6.12
ltaly 2.59 2.17 1.56 0.71 0.11 7.14
Portugal 2.15 2.89 1.79 0.40 0.00 7.23
Spain 2.47 2.62 1.46 1.36 0.12 8.04

Gainers are households whose disposable incomenkasased by at

calculations based on EUROMOD.
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Table 6 Percentage change in household disposable incoliaté/eeto baseline system, by
partnership status and work alternative
Women in couples Lone mothers
Outofwork  Parttime Fulltime  Outofwork Parttime Full time

Family based in-work benefit

Greece 2.5 3.0 2.3 0.8 31.2 12.3
Italy 2.6 1.3 0.7 0.4 16.3 4.6
Portugal 2.6 1.6 0.8 0.5 22.9 9.3
Spain 1.3 0.7 0.8 0.6 8.5 0.9

Individual in-work benefit

Greece 1.3 5.1 3.9 1.0 10.4 4.7
Italy 0.7 5.8 1.0 0.5 9.5 1.0
Portugal 0.8 4.2 15 1.3 7.4 3.4
Spain 0.8 6.1 1.7 0.9 9.6 2.5

Notes: percentage variations between householdskdpe income pre and after the introduction ofithe
work benefits in the three different work altermas. Women aged 18 - 65 years old. Lone mothers are
women with at least one child younger than 18 yaadswithout partner. Source: Author’s calculatibased

on EUROMOD.

Table 7 Percentage of households with change in disposabtame relative to baseline
system larger than 5%, by partnership status ankl afternative
Women in couples Lone mothers
Out of work Parttime  Full time Out of work Parttime  Full time

Family based in-work benefit

Greece 9.5 8.5 7.9 4.6 84.1 60.5
Italy 11.7 7.9 4.4 1.2 75.0 325
Portugal 16.3 9.5 6.2 2.8 82.4 63.3
Spain 6.2 4.1 4.2 4.2 56.9 7.6

Individual in-work benefit

Greece 4.8 37.7 34.7 6.5 89.1 30.7
Italy 5.4 53.3 5.8 3.1 80.6 7.3

Portugal 5.6 28.8 7.7 12.0 79.6 25.4
Spain 5.6 55.9 10.1 6.6 75.3 22.9

Notes: percentage of households with variation betwhousehold disposable income pre and after the
introduction of the new benefits in the three dif& work alternatives larger than 5%. Women adgd @5
years old. Lone mothers are women with at leastohild younger than 18 years and without partneur&e:
Author’s calculations based on EUROMOD.
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Figures

Figure 1 Budget constraint for a one-earner couple with ¢iwiddren (9 and 7 years old) in
2003, by country
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Figure 2. Structure of family based in-work benefit, by fayype
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of the benefit is paid

25



Figure 3. Structure of individual in-work benefit
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