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Summary: We compare three EU countries that have recemtherienced substantial but very
different reforms of their systems to support faesilwith children: Austria, Spain and the United
Kingdom. The structure of these systems is differ&mistria gives emphasis to universal benefits,
Spain to tax concessions and the United Kingdomméans-tested benefits. As a first step the paper
compares the distributional implications of theseé approaches. The recent reforms have reinforced
these existing structures while increasing the arhofi public resources directed towards children.
The second step is to address the question whisthehosen strategies are the best for each country
What would have happened if instead of reinfordimg existing types of policies these countries had
completely transformed the architecture of theitems in either of the other two directions?

We use EUROMOD - the European tax-benefit microttimn model that is designed for
making cross-country comparisons and for answekimgt if' questions such as these — to explore
the effects of alternative budget-neutral reforinsparticular, in addition to assessing the effafts
countries’ actual child related reforms from 19882003, we simulate the substitution (‘swap’) of
child related benefits and tax concessions from amentry to another. The changes in household
disposable income resulting from these reformsumed to assess their impact on the position of
children in the income distribution as a whole, gheportions gaining and losing and the effects on
child poverty.

The analysis of the 1998 and 2003 systems revaglithreal terms, the average spending per
child increased by 31 per cent in Austria (from €16 €220 per month), 150 per cent in Spain (from
€13 to €34), and 71 per cent in the UK (€102 to4§1lh Austria and the UK the increase in spending
per child is relatively evenly spread over the meodistribution, with a slightly lower increasetla¢
top. In Spain the rise in per child spending intilie bottom deciles is negligible, whereas childiren
the top quintile receive on average more than itees as much under the 2003 rules as under the
1998 rules. Child poverty rates fall in all couasyi but the reductions are particularly significant
the UK (from 32% to 20%) and Austria (12% to 9%).

The swap of 2003 child policies allows us to drame conclusions about the three systems
regardless of the country in which they are impleted. On vertical equity grounds, UK policies are
the most successful at reducing child poverty litheee countries and using a range of proportains
the median as poverty thresholds. In terms of bota equity, the Austrian system generates the
highest redistribution from childless individuals families with children and guarantees, in all
countries, the right to a similar level of protectifor all children regardless their parent’s ineom
position. On the other hand, with a low expenditigneel and a pro-rich distribution, the Spanish
policies can hardly meet any equity objective.

While there are some important aspects that havebeen considered in this study, for
example the effect of the alternative systems aaral work incentives and on benefit take-up rates



and the role of in-kind benefits, this study dentraiss the potential of comparing systems of suppor
by ‘swapping’ them between countries. This metheohg microsimulation allows us to distinguish
between the effects of level of spending, the isdaimportance of policy structure and design, and
the differential impacts of policies in particulzational contexts.

Keywords: children, European Union, policy reform, microsiation.
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INTRODUCTION

Social, demographic and economic changes in rgaars have modified the profile of the
groups facing higher risks of poverty and sociatlesion. Most empirical evidence shows
that children are one of these groups. A recemystarried out by UNICEF states that “the
proportion of children living in poverty has risém a majority of the world’s developed
economies” (UNICEF, 2005). These findings undetpia growing concern about the need
to support families with children.

Following that concern, many European Union membt&ates have recently
implemented reforms. In some cases the expendiwed has increased considerably and
some improvements in indicators of the economid-iveing of children have been achieved
or are anticipated. However, there are obvioudlyitti to the amount of resources that
governments can target on children. Hence, itsemal to understand the structure of these
reforms and to establish whether they achieve tiigectives and that better alternatives are
not available.

In this paper we analyse and compare three EU deanthat have recently
experienced substantial but very different refowhsheir systems to support families with
children: Austria, Spain and the United Kingdom.eTé$tructure of these systems is very
different: Austria gives emphasis to universal gseSpain to tax concessions and the
United Kingdom to means-tested benefits. Basicaly recent reforms have reinforced
these structures in each country while increasieg amount of public resources directed
towards children. However, are the chosen stratetfie most adequate for each country?
What would have happened to the economic well-beinchildren if instead of reinforcing
the existing types of policies these countries tatpletely transformed the architecture of
their systems in another direction? More concretalfzat would be the effect on child
poverty and on income distribution, and who woulel the gainers and losers if (for
example) Austria had adopted the Spanish systeriie whending the same overall level as
currently in Austria? Tax-benefit microsimulatiorodels are designed precisely to provide
us with evidence to answer this type of ‘what ifiegtion. We use EUROMOD, a tax-benefit
microsimulation model that covers all 15 ‘old’ ElWuntries and is designed for making
cross-country comparisondt is based on samples of households that areseptative at
the national level for each country. Here we sireuland compare the effects of the 1998
and 2003 tax-benefit systems on children’s househmomes. Then, we swap the parts of
the 2003 systems related to children from one cguntanother and reassess the impact on
children after these ‘alternative’ reforms.

The paper is organized as follows. Section 1 addsesome of the issues and recent
trends that affect the economic well-being of at@tdin the EU. Section 2 describes the
policies to support families with children and thegcent reforms in Austria, Spain and the
United Kingdom. Section 3 presents some methodcdbgssues related to the use of the
microsimulation model EUROMOD; it explains how silations were carried out, as well as
some of the key definitions and assumptions thaeweed. Section 4 assesses the impact of
each reform within its country, while sections 5arid 7 explore the effects of exchanging
child policies across the income distribution amdahild poverty, and examine who gains

! EUROMOD currently covers the 15 Member Statesuiet! in the EU before May 2004.
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and who loses from the ‘borrowed’ policies. Finalection 8 offers some concluding
comments.

1. THE ECONOMIC WELL-BEING OF CHILDREN IN THE EU

Economic indicators of living standards, in parf&uhousehold income, reveal just one of
the dimensions that affect the well-being of cleldr Nevertheless, there is increasing
evidence about a significant correlation (not neagly causality) between income poverty
and problems in other dimensions of well-being,hsas higher risk of education failure,
poor health, teenage pregnancy, abuse, criminabatigsocial behaviouf.

Three elements that mainly determine the econoreitveing of children have been
subject to considerable change in recent yearsalswends, labour market conditions and
public intervention (UNICEF, 2005).

Changes in social and cultural values and practicesransforming social needs and
the type of groups that face higher risks of pgvemd social exclusion. The increasing
number of people living in ‘non traditional’ housstis, decline in fertility rates,
immigration, and increase in the average age andagidnal level of parents are changing
the patterns of well-being and the risk of poventyong children. Of course not all of these
changes pull child well-being in the wrong or ire tsame direction. For example, Chen and
Corak (2005) estimate that child poverty is 0.4cpatage points lower due to the fact that in
average children now live with older parents. Or tither hand, child poverty is 0.7
percentage points higher because of the increasleeiproportion of children living with
only one parent. These changes also affect theofgstlicies targeted to support children.
Adam, Brewer and Reed (2002) calculate that if ¢haracteristics of British families in
2003 were the same as in 1978, the average expsendin child support per child would be
13 per cent lower in 2003 than in fact it was.

Children’s economic well-being is also affected thg employment status of their
parents. In the past, the ‘job for a lifetime’ aheé ‘male breadwinner model’ assumed that
the working male was able to earn enough to maintas family. Increasing female
participation, labour market instability, wider weagap between qualified and unqualified
workers, and migration of low-skilled jobs have mmd the labour market foundations of
this model (Esping-Andersen, 1999). The presencseobnd earner in the household has
become the norm in many countries, and decisivialip covering family economic needs.
Chen and Corak (2005) reveal that labour markeh@bs, in particular the increase in the
employment rate and earnings of women with childreve contributed in the fall of child
poverty in the US and the UK. In that sense, tlvemeiliation between work and family life
has become a growing concern. This reconciliatimblem addresses a very relevant gender
issue, as women are generally the most affecteoleThshows that in all EU-15 countries
but Denmark the employment rate of women aged 2&-4@nsiderably lower if they have
children aged under 12. In contrast, the employmat& of men in the same age group is
higher if they have children.

2 Here and henceforth we use ‘poverty’ to referhe tisk of relative income poverty. For a reviewthé
principles of measuring poverty and, in particulalative income poverty analysis in developed toes, see
Atkinson (1998) and Corak (2005), among others.
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Table 1: Total and part-time employment rates for vomen and men in 2003

Women aged 20 to 49 Men aged 20 to 49
Without children With children Without children Wichildren

Total Part-time Total Part-time Total Part-time Total Part-time

Austria 83.4 16.8 72.1 323 91.5 2.3 95.6 15
Belgium 74.6 21.8 67.5 27.2 87.2 4.2 91.7 4.3
Denmark 77.1 : 79.9 : 82.8 : 93.2

Finland 77.9 10.2 72.0 7.8 76.6 5.0 92.4 (2.4)
France 76.6 14.1 66.3 17.6 854 3.3 914 25
Germany 79.5 21.3 60.0 35.1 83.1 4.3 89.7 3.0
Greece 56.5 4.9 52.7 6.7 86.8 21 96.5 24
Ireland

ltaly 60.4 12.3 49.7 15.2 91.6 3.3 94.0 3.3
Luxembourg 74.8 155 59.3 26.1 90.7 : 96.6 (1.6)
Netherlands 81.9 33.0 69.6 54.7 88.6 7.8 93.6 4.2
Portugal 76.6 7.7 76.4 7.2 90.8 2.0 94.6 (1.0)
Spain 61.7 8.7 51.2 9.7 90.0 14 93.0 0.9
Sweden

United Kingdom 83.2 18.5 61.8 36.2 87.1 34 90.9 3.3

Note:: Data not available or not reliable due to a $seinple size;
() Data less reliable due to a small sample size.
Source Aliaga (2005).

Finally, government expenditure, particularly sbgi@otection, can be a decisive
element in guaranteeing the economic well-beinghditiren when the previous determinants
fail to provide them the resources required to ntleeir needs. Table 2 shows EUROSTAT
estimates of social protection in general, and faimenefits in particular, as a proportion of
GDP in 1998 and 2002. The table shows that therelpge on family support follows a
similar ranking of countries as the overall expé&m@i on social protection. The main
exceptions are Luxembourgnd Ireland that spend proportionally more on farsiipport,
and the Netherlands that spends considerably Ilesssum, Scandinavian countries,
Luxembourg, Germany and Austria are the countiied spend most on family support,
while Southern countries (except Greece) and thiéMiands spend least. In recent years,
expenditure on family benefits, as proportion of R3has considerably increased in four
countries (Austria, Germany, Ireland and Luxembyuand substantially fallen in two
(Finland and the UK).

% The relative proportion on social expenditure lfaxembourg is driven, in part, by the high measfr&DP,
which is influenced by cross-border workers.



Table 2: Expenditure on social protection and famy support as a proportion of GDP in
1998 and 2002

Social protection Family support

1998 2002 %pt change 1998 2002 %pt change
Austria 28.5 29.1 0.6 2.7 3.0 0.3
Belgium 27.6 27.8 0.2 24 2.2 -0.2
Denmark 30.2 30.0 -0.2 3.8 3.9 0.1
Finland 27.2 26.4 -0.8 3.4 3.0 -0.4
France 30.5 30.6 0.1 2.8 2.7 -0.1
Germany 29.3 30.5 1.2 2.8 31 0.3
Greece 24.2 26.6 2.4 1.9 1.8 -0.1
Ireland 154 16.0 0.6 19 24 0.5
Italy 25.0 26.1 11 0.9 1.0 0.1
Luxembourg 21.7 22.7 1.0 3.0 3.7 0.7
Netherlands 284 28.5 0.1 12 12 0.0
Portugal 22.1 25.4 3.3 1.0 1.1 0.1
Spain 20.6 20.2 -04 0.5 0.5 0.0
Sweden 32.2 325 0.3 3.0 3.0 0.0
UK 26.9 27.6 0.7 2.3 1.8 -0.5

Source: EUROSTAT (2005).

These social protection statistics do not include value of tax concessions and
some social transfers which are of direct benefttrildren but are not categorised as family
support (for example, housing and social assistdrereefits). So while, according to this
table, the expenditure on family support in the féK by 5 percentage points between 1998
and 2002, in fact the recent reforms have shiftedresiderable part of support from social
benefits to tax credits and, overall, family suggas risen. This highlights the difficultly in
using a single concept to measure support over tmacross countri€sln the analysis
which follows we focus on elements of both cashelfiehand direct personal taxes which
are specifically designed for the support of clitdand their families.

Both horizontal and vertical equity arguments jysthe need for social protection
for families with children. The common horizontafjuity argument is the need to
compensate parents for direct and indirect costsclofdren. Despite the increasing
sophistication in the theoretical and empiricadréiture on the measurement of the cost of
children since the early work of Rothbarth (1948)ere is no clear consensus on the
appropriate methods nor on the value of the estisiaforak, Lietz and Sutherland (2005)
use a pragmatic approach to assess the level gbamsation of child-target policies on the
cost of children to families. This consists in caripg the equivalised income for
households with children before and after the preseof children and the net incomes
received by family members due to the presencehibfiren. Their results, summarized in

* Corak, Lietz and Sutherland (2005) consider a eanigmeasures of support for children in crossemai
perspective.

®> See, among others, Deaton and Muellbauer (1986)man et al., (1988), Jenkins and Cowell (1994) and
Bradbury (2004).



Figure 1, reveal that there is wide variation oe #verage proportion of ‘cost of children’
covered by child-contingent state support. Thiggesnfrom 54 per cent in Luxembourg and
52 per cent in Austria to 11 per cent in Greece Soain.

Figure 1: Per cent of income needs due to childrezovered by child-contingent state
support in the EU15, 2001
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Percent of child needs covered by state support

Source Corak, Lietz and Sutherland (2005).

In terms of vertical equity, children are less esqub to the debate about being
deserving or undeserving of social protection er élquity-efficiency trade-off. The claim is
that children should be protected from poverty evfenhildbearing is assumed to be a
deliberate rational decision since children shoontd face the consequences of parents’
actions. Table 3 shows that, in 2001, the riskafgoty among children was lower than the
poverty risk for the overall population in the Sdaravian countries, Greece and Belgium.
On the other hand, the difference between childepggvrisk and overall poverty risk is
particularly high in the Southern countries (exc&eece), Luxembourg and the UK.
Finally, according to these figures calculated gsiwo different waves of the European
Community Household Panel (ECHP), in recent yedrid poverty has decreased in the UK
and Sweden and increased in Ireland and Italy.



Table 3: The risk of child poverty and overall povety in the EU-15, 1999 and 2001

ECHP 1999 ECHP 2001
Aged 0-15 All Aged 0-15 All

Austria 14 12 13 12
Belgium 12 13 12 13
Denmark 6 11 7 10
Finland 7 11 6 11
France 17 15 18 15
Germany 13 11 14 11
Greece 17 21 18 20
Ireland 21 18 26 21
ltaly 22 18 25 19

Luxembourg 19 13 18 12
Netherlands 14 11 16 11
Portugal 26 21 27 20
Spain 25 19 26 19
Sweden 10 9 7 9
UK 29 19 24 17

SourcesDennis and Guio (2003) and Dennis and Guio (20D4ja on income from the ECHP relate to the year
immediately preceding the survey (e.g. 1998 for evawnducted in 1999), whereas the household cotigosi
and the socio-demographic characteristics of haldeimembers are those registered at the momenteof t
survey. ECHP 2001 estimates for Denmark are fraenLttw Model Database and for Sweden from the Income
Distribution Survey.

2. POLICIES TO SUPPORT FAMILIES WITH CHILDREN IN
1998 AND 2003

This section describes the policies to support liamwith children in Austria, Spain and the

United Kingdom in 1998 and 2003. This descriptieghhghts the policies that are analysed
in the later parts of the paper, i.e., cash benaifitd tax concessions explicitly targeted at
families with childrer?,

2.1 Austria

Austria has one of the most generous systems #stipport of children in the European
Union. In fact, Austria comes top in a ranking ehild benefit packages’ among 22
industrialized countries (Bradshaw and Finch, 20@3calling Table 2, the expenditure on
family and children social benefits as a percentag8DP (3%) is one of the highest in the
European Union, only below Denmark, Luxembourg d@ermany. Support is mainly
provided through universal benefits that are suppleted to especially vulnerable
population groups. Recent reforms have introducad benefits and changed some of the

® Other policies which are sensitive to the preseiazhildren in the family but not uniquely targetat families
with children (for instance, social assistance)kiimd benefits, and disability benefits are notliged in this
analysis.



existing ones. These changes have largely reirdattoe universal character of the Austrian
system. There is no standard definition of childreAustrian policies. The conditions under
which a person is considered to be a child vaghslly from policy to policy. In general,
most policies define children as people aged uriderand also those aged up to 25
(sometimes 26) in education and with personal iretelow a certain limit.

In 1998, there were two policies available for falinilies with children regardless
their income: the family allowance (‘Familienbefbi) and the child tax credit
(‘Kinderabsetzbetrag’). The family allowance wasir@versal social benefit paid for each
child in the family. Its amount increased with #ge of children and also supplemented in
the case of disability.

The child tax credit was a fully refundable taxditevith an amount per child that
increased with the number of children in the familgne parent families were additionally
eligible for a partly refundable lone parent tagdit (‘Alleinerzieherabsetzbetrag’).

After the maternity benefit (‘Wochengeld’), receaiveight weeks before and eight
weeks after birth, there was a flat rate paremalié benefit (‘Karenzgeld’) for parents of
newborn children for a period of up to one and l&years (two years if parents shared child
care duties). Mothers who were employed beforebiind of the child and with earnings
after the birth below a certain limit were eligible

Low income families receiving parental leave betnwtre also eligible for a means-
tested supplement to the parental leave benefitsCAuss zum Karenzgeld’). Low income
families with children could also claim a regioyalladministered family bonus
(‘Familienzuschuss’).

Finally, there were two means-tested benefits fonifies with small children: a
lump-sum health check bonus (‘Mutter-Kind-Pass-Bjnuand a periodically paid small
children benefit (‘Kleinkindbeihilfe’) for familieswith parents not receiving maternity
benefit and children aged under-one year.

In 2003, the amount of family allowance was betw8eper cent and 11 per cent
higher in real terms than in 1998. Since 2000, famiilowance has been supplemented for
each child from the second one. Moreover, since918%re is a means-tested supplement
for every third and further child. Since 2001 ahggincome limit for children older than 17
has applied.

Since 2001, the amount of child tax credit for finst and second child is equal to
that for the third and further children (represegtian 85% and 31% real increase,
respectively, compared with 1998 amounts). The armhéwr the third and further children
was not uprated between 1998 and 2003. The santiesappthe amount of lone parent tax
credit, but since 1999 it has been fully refundable

In 2002, the parental leave benefit was replaced byniversal’ childcare benefit
(‘Kinderbetreuungsgeld’). This new benefit is ashie to all parents (not only the
employed) of children aged under-two-and-a-half (garents share child-care duties) whose
income is below a much more generous personal iaclomt (more than 4 times higher
than in the parental leave benefit). The amounthid new benefit is slightly less in real
terms than the 1998 parental leave benefit.

The supplement to the parental leave benefit (‘Euss zum Kinderbetreuungsgeld’)
was in 2003 linked to the childcare benefit in plat the parental leave benefit. This means
that it is available to a greater number of farsilés it is not restricted to parents who were
previously employed. In real terms the amount & benefit is lower than the 1998 parental
leave supplement as the daily rate was increasgakbyl per cent.
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With the introduction of the childcare benefit thegionally administered family
bonuses were reduced or entirely abolished. In naerior example, childcare benefit is
included in the income test of family bonus witlvighdrawal rate of 100 per cent.

Finally, the health-check bonus and small childbemefit were abolished with the
introduction of the child care benefit.

Table 4 summarizes the policies to support famiith children in 1998 and 2003
in Austria.

Table 4: Austria: Support to families with children, 1998 and 2003

1998 Changes between 1998 and 2003
Family allowance -universal child benefit - amounts updated above inflation
- amount per child increased with| - new supplement for second and further
age of children children

- new means-tested supplement for the
third and further children
- income limit for children increased

Child tax credit - fully refundable child tax credit |- amount for first and second children is
- amount per child increased with| equal to the third and further children
the number of children in the - amount for the third and further
family children was not updated
Lone parent tax credit| partly refundable tax credit for |- amount was not updated
lone parents - now fully refundable

Parental leave benefit| parental leave benefit for working- replaced by the child care benefit
parents of new born children wh
are below a certain personal

(=)

income limit
- paid up to 1.5 (2) years
Child care benefit - benefit for all parents of new born
children who are below a certain
personal income limit

- paid up to 2.5 (3) years

- amount increased slightly less than
inflation (comparing to 1998 parental
leave benefit)

- personal income limit more than
guadrupled (comparing to 1998 parental
leave benefit)

Supplement to the - means-tested supplement to the| - linked to the child care benefit
parental leave benefit | parental leave benefit for single
(child care benefit) parents and couples with low
income spouse
Family bonus -regionally administered means- | - new child care benefit either
tested child benefit incompatible or included in the means-
test offamily bonus
Health check bonus lump-sum means-tested benefit| - abolished

for new born children
Small children benefit | -means-tested benefit for parents ofabolished
0 aged children not receiving
parental leave benefit

Figure 2 illustrates Austrian policies using thes@thetic family types: a lone parent
with a child aged 1; a one-earner couple with tlwitddeen aged 7 and 1 and the same couple
with two children aged 7 and 4. This gives an iatlan of the relative size or each policy
element and how it is targeted by parental incofifee universal benefits operate at a
relatively generous level regardless of income. ¢iog-earner couples and lone parents not
engaged significantly in paid work, a high level safpport for those with young children
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through the child care benefit is also evident.sTdwes not operate once the child reaches
their fourth birthday nor if the parent(s) are fallly active in the labour market. So, while
not income-tested as such, allowing some high-ircéamilies to be entitled, the generous
system is ‘conditional’ rather than universal. Fg2 also shows that the greater generosity
of 2003 family-related policies to lower income féies with young children has shifted a
considerable part of the social expenditure fromegal social assistance to specific support
for families with children. Nevertheless, sociasiatance is shown as still having a role to
play for low income families with older children.

Figure 2: Austria: 1998 and 2003 policies for twoypes of family, 2003 prices
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Notes:The first family type consists of a 41 year-olthpoyed single mother. The second family type csingif

a couple with a 41 year-old employed husband add gear-old non-working wife. In both cases, indual
original income is computed as the product of rplyitng a fixed hourly wage (€9.23 per hour) times a
increasing number of working hours. All familiegassumed to be tenants paying a rent of €400pethmibhe
amounts of the 1998 benefits where updated to 20@8s using EUROSTAT’s harmonised consumer price
indices (8.04 per cent in the case of Austria).d8klaareas represent policies that are not unigaefeted to
families with children and that are not ‘swappexbther countries in section 5.

Acronyms FA: family allowance; CTC: child tax credit; LPT@ne parent tax credit; CCB: childcare benefit;
FB: family bonus; SUP: parental leave/childcarepseiment; SA: social assistance benefit.

Source EUROMOD.



2.1 Spain

In contrast to Austria, Spain has one of the |Igasierous systems to support children in the
European Union. In Bradshaw and Finch (2002), than&h ‘child benefit package’ is
negative: in average housing costs and chargesefoices exceed the values of tax and cash
benefits for children. According to the same stualyly Greece, the Netherlands and Japan
are less generous than Spain. As already notedle TAbindicates that the Spanish
expenditure on family and children social benedissa percentage of GDP (0.5%) is by far
the lowest in the European Union. The expenditakellin Italy, the second lowest in the
EU-15, is double that of Spain. Support for fansilieith children is mainly provided through
tax concessions and a means-tested child benefiteiR reforms have reinforced this
structure by considerably increasing #ize of the tax concessions.

In 1998, families with ‘children’ under-30 years afje were entitled to a non-
refundable child tax credit (‘deduccion de cuota pgo’). Only taxpayers whose tax
liability was greater or equal to the tax crediulcbfully benefit from it. The amount per
child of this tax credit increased with the numbérchildren and was the same for all age
groups. Single parents with children aged undecd@d also benefit from joint taxation
(‘declaracion conjunta’). Until 1998, the tax schisds exemption limit and income brackets
were larger under joint taxation than under indindtaxation. Hence, one-earner families
paid considerably less tax under joint taxation.

Low-income families with children under 18 were itatl to a means-tested child
benefit (‘prestacion por hijo a cargo’).

The 2003 policies reflect the changes introduceti iie 1999 and 2003 income tax
reforms. The child tax credit was replaced by aargenerous child tax allowance (‘minimo
por descendientes’) for ‘children’ under-25 yeafsage. The amount per child of this tax
allowance increases with the number of children endupplemented for children aged
under 3. In 2003, a working mother refundable teedit (‘deduccion por maternidad’) was
introduced for working women with children aged en@. This tax credit is paid as a fixed
rate per child aged under 3 and cannot exceedottial Snsurance contributions paid by the
working mother.

Single parents are still allowed to use the joaxtif their children are aged under 18.
However, after 1999, the tax schedule under ind&idand joint taxation is the same. The
difference is that under joint taxation single pase(and couples) benefit from an additional
tax allowance (‘minimo personal por declaracionjanta’).

The means-tested child benefit was uprated welalboe level of inflation due to a
35 per cent rise in the year 2000 (it has not hgmtated since then). On the other hand, the
benefit's income limit has remained constant ifl teans.

Finally, since 2001 there are two new benefitaarag sum means-tested benefit for
the birth of a third or successive child (‘prestecpor el nacimiento de tercer o sucesivos
hijos’), and a lump sum benefit for multiple birtfysrestacion por parto maltiple’).

Table 5 summarizes the support for families withldchn in Spain in 1998 and
2003/

" Due to lack of data on Spanish regions, regiomdities to support families with children in Spaine not
included here.
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Table 5: Spain: Support to families with children,1998 and 2003

1998 Changes between 1998 and 2003

Child tax credit - Non refundable tax credit
- amount per child increased with
the number of children

replaced by child tax allowance

Single parent joint - tax schedule with larger - tax schedule is replaced by a tax
taxation exemption limit and brackets allowance
Child tax allowance - non refundable tax allowance

- amount per child increases with the
number of children and for children

under 3
Working mother - refundable tax credit for working
refundable tax credit women with children under 3
Means-tested child - child benefit for low income - amount updated (once) above inflatiogn
benefit families
Lump sum one-off - lump sum benefit for low income
means-tested benefit families with a newborn third child
for the birth of third
child
Lump sum benefit for - lump sum benefit for families with twg
multiple birth or more newborn children

Figure 3 clearly reflects the low level of expendit on family support in Spain.
While in Austria a low-income one-earner couplehwtitvo children would receive almost
€1,000 per month, in Spain the same family woulcerge €50. The two graphs at the
bottom of Figure 3 also show that higher income ifi@s are the main gainers from
replacing tax credit by tax allowances. Finally, w@&n see that lower income working
mothers do not fully benefit from the working mathax credit as their social contributions
are not large enough.
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Figure 3: Spain: 1998 and 2003 policies for two tygs of family, 2003 prices

Lone mother with child aged 1: 1998 Lone mother with child aged 1: 2003
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Notes The first family type consists of a 41 year-a@djployed single mother. The second family type istsiof

a couple with a 41 year-old employed husband add gear-old non-working wife. In both cases, indual
original income is computed as the product of muying a fixed hourly wage (€9.23 per hour) times a
increasing number of working hours. All familiegassumed to be tenants paying a rent of €400 pethmThe
amounts of the 1998 benefits where updated to 20@8s using EUROSTAT's harmonised consumer price
indices (16.2 per cent in Spain). Shaded areagsept policies that are not uniquely targeted onililes with
children and that are not swapped to other couninisection 5 (there are no such policies for i§pai

Acronyms cbh: means-tested child benefit; wmtc: working neottax credit; ctc/cta: child tax credit/allowance
joint_tax: tax relief due to joint taxation

Source EUROMOD.

2.3  United Kingdom

When the Labour Party came to power in 1997, onven children lived in a household
where no one was in paid work and one in three wgsoverty in the UK (Gregg et al.,
1999). As result, tackling child poverty was a magoal for the new government. Using
1998-1999 as baseline, the government pledged @e28ent reduction in child poverty by
2004-2005, 50 per cent by 2010 and eliminationtoldcpoverty by 2020 (Blair, 1999). In
order to achieve that, the British government halsswntially reformed the support for
families with children. Although there has beenravarsal child benefit since 1976, the
British system has been mainly characterised fargotargeted on children living in lower-
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income families. Recent reforms have maintained eveh reinforced income targeting.
Although giving a stronger emphasis on in-work bi#s¢hese too are family income-tested,
having the effect of extending means-testing furtiggthe income distribution. The UK has
a standard definition of dependent children. Allatargeted polices in the UK consider as
children individuals under-16 years of age or und®r if in full-time non-advanced
education.

In 1998, child benefit was a universal social béngdid for each child in the family.
The amount per child was higher for the first ctaldd there was a complement for lone
parent families.

Low income families with children and with at leaste parent working at least 16
hours per week could also apply for family credihe amount of this means-tested benefit
increased with the number and age of children. Rareorking at least 30 hours a week
received an additional supplement.

Low income parents not working 16 hours per weekmare were entitled to a
complement to their income support/jobseeker’svaloce payment. The amount per child
of this complement increased with the age of chitdiThe complement was also higher for
the first child and for lone parent families.

The means-tested housing benefit (HB) and coumil denefit (CTB) were also
higher for families with children. The complemesetr ghild was higher for the first child and
also increased with the age of children. Lone pafemilies received an additional
complement.

Between 1999 and 2003 the British government has lgpiite active introducing
reforms and, later, re-reforming them. Our analgsisipares the policies in 1998 and 2003,
so the changes performed and then changed aghé&tireen are not commented hére.

In 2003, the child benefit was 3 per cent higheraal terms than in 1998. The
complement for the first child increased more (ab@b), while the complement for lone
parent families was eliminated.

The family credit and the complement for income pgupjobseeker’s allowance
were replaced by a child tax credit and a workingdredit’ One the one hand, this reform
splits the family support and the ‘make work pagrts of family credit into two. On the
other, it consolidates previously separated pditdesupport families with children into one.
Furthermore, it extends the in-work benefit to deapithout children.

The child tax credit consists of two parts: a fanahd a child element. The family
element is a fixed amoufitpaid for families with children. This amount ipe&ed away
above a quite generous threshold. The child eleriseptid as a fixed amount per child
(higher for disabled children) that is tapered avedove a considerably lower income
threshold. According to Brewer (2003), around 90 gent of families with children would
be entitled to the family element, and around 50ceat to the child element.

The working tax credit is a means-tested in-workdfi for families with children
with at least one parent working at least 16 haungeek, and to individuals/couples without
children working at least 30 hours a week. Them lgsic amount for single people without

8 For details about the reforms carried out afted818nd before 2003 see Piachaud and Sutherlan@)(20@
Brewer et al., (2001).

® In fact, the family credit was replaced in 1999ty working family tax credit. In 2001, a childiemax credit
and a childcare tax credit were also introduced2d@3, these tax credits were replaced by the thkdcredit
and the working tax credit.

1% This amount is doubled in the case of a newboild.ch
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children and another substantially higher for Iqmerents and couples with or without
children. These are complemented for those workinge than 30 hours per week, disabled,
or returning to work over 50. Families with childrevhere all adults are working can also
apply for a refund for part of their childcare st

The basic premia per child in housing benefit aodncil tax benefit were updated
by a rate considerably more than the inflation ratehe period. The complements for
younger children were increased so that the ampemcehild no longer varies with the age of
children. Finally, the supplement for the first Idhias increased and the complement for
lone parent families was abolished.

Table 6 summarizes the support to families withdrbn in the UK in 1998 and

2003.
Table 6: United Kingdom: Support to families with cildren, 1998 and 2003
1998 Changes between 1998 and 2003
Child benefit - Universal child benefit - Benefit increased twice as much as the
- Higher amount for first child and| inflation rate.
lone parent families - Complement for first child increased by
40%
- Complement for lone parent families |s
eliminated
Family credit - Means-tested benefit for parentg - Eliminated
working more than 16 hours per
week
Income support/JSA Complement for children - Child complement eliminated
- Rate per child increased with age
and higher for first child
Child tax credit - Means-tested benefit for families with

children

- Amount is the sum of a fixed rate per
family (family element) and a fixed rate
per child (child element)

- Each element is tapered at different
income thresholds and with different
withdrawal rates

Working tax credit - Means-tested in-work benefit

- Hours condition for parents is lower

- The basic amount is higher for lone
parents and couples with or without
children

- Families with children where all
parents work are entitled to a refund for
childcare costs

Housing benefit and |- Means-tested benefits - Updated above the inflation rate
Council tax benefit complemented for the presence |of The complement is the same for all
children children’s ages
- The complement increased with| - Complement for lone parents is
age of children eliminated

- Additional complements for first
child and lone parents

Additions to some - Child additions to some adult - Child additions eliminated

insurance benefits benefits

Figure 4 illustrates the importance of means tgséind how recent reforms have
considerably increased the generosity of poliaesupport families with children in the UK.
Although this figure is certainly more like Figue(the Austrian system) than Figure 3 (the
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Spanish system), one can see the greater emptmagieans-tested benefits in the UK. The
comparison between 1998 and 2003 shows how thd &l credit has consolidated and
increased the support to lower-income familieseraed means-tested support higher up the
income scale, and also introduced an element @tiGafce testing’ at high levels of income.
The systems do not distinguish by the ages of @mldat least for the ages shown in Figure
4) and are very similar for lone parents and cauplee lone parent family receives less than
the example couples because she has fewer children.

Figure 4: United Kingdom: 1998 and 2003 policies fawo types of family, 2003 prices

Lone mother with child aged 1: 1998 Lone mother with child aged 1: 2003
1600 ~ 1600
1400 1 £ 1400 A
1200 € 1200 1
1000 1 @

800 1
600

400 1 \hb
200 qis \ [ fc

amount (euro per month)

Couple with children aged 7 and 1: 1998

_. 1600 -
<
S 1400 £
€ 1200 A £
i l
8 1000 { \\ ctb g
o 800 °
3 6004 \h 3
S 40075 €
5 fe 3
8 2001 e
® 0 -Hm &R ©
O O O 0O OO0 0O 0O OO0 OO0 OO0 OO0 o0 o O o o
O O O OO0 O 0O OO0 OO0 OO0 OO0 oo o o o
< O N VWO T 0NV O ON OVWOST O N O O

Couple with children aged 7 and 4: 1998

. 1600 . 1600
£ £
£ 14001 2 1400 "
£ 1200 A g 12004 \{
il = 1
31000’ ctb 31000 h
o 800 o 800
i 600 1 \ N j’_,/ 600 s N wtc
= i
£ 4001 g 400 cte
g 2001 fe g 200
® 0 A B © 0 A b
O O O 0O 0O 0O O 0O OO0 OO0 OO0 O oo o o o o O O O 0O 0O O O O OO0 OO0 OO0 o oo o o o o
O O 0O 0O 0O O O 00 OO0 00 OO0 OO O O o O O O OO0 OO0 OO0 OO0 OO0 OO0 oo o o o
< 0N O O T 0NV O T OoN OO T O N O O < 0O N VWO T ON VO ON OVOSTOWAN O O

Notes The first family type consists of a 41 year-aédployed single mother. The second family type ist&1of

a couple with a 41 year-old employed husband add gear-old non-working wife. In both cases, indual
original income is computed as the product of rplytng a fixed hourly wage (€9.23 per hour) times a
increasing number of working hours. All familiegassumed to be tenants paying a rent of €400 pethnand
€100 per month for council tax. The amounts of 1898 benefits where updated to 2003 levels using
EUROSTAT’s harmonised consumer price indices (6.18%e UK). Shaded areas represent policies tteat a
not uniquely targeted on families with children ahdt are not “swapped” to other countries in sech. Striped
areas represent 1998 policies that were clearyetad on families with children but that also hadther social
protection function (social assistance in the @48 and work incentive in the case of FC).

Acronyms cb: child benefit; fc: family credit; ctc: chilthx credit; wtc: working tax credit; is: income fapt;
hb: housing benefit; ctb: council tax benefit.

Source EUROMOD.
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3. METHOD, DATA, ASSUMPTIONS AND DEFINITIONS

This paper makes use of the static tax-benefit ssintulation model EUROMOB: Tax-
benefit models simulate in detail each componentthef tax-benefit system on each
individual/household from a representative set afrmidata, usually derived from surveys.
They calculate disposable income as the sum ofegl&srof gross original income taken (or
imputed) from the original data combined with eletseof income — taxes and transfers -
that are simulated by the model. They can be useakk ‘what if’ questions about policy
change. EUROMOD calculates taxes and transfergtaildcand in a comparable way for all
15 countries that made up the European Union foitine enlargement of May 2004.

The input dataset for Austria used here is an Aarstversion of the ECHP collected
in 1999. In the case of Spain, the dataset is thR@&STAT version of the ECHP collected
in 2000. The UK’s input dataset is the Family Exglieare Survey collected in 200011 The
choice of dataset is based on national judgemetiteomost suitable dataset that is available
for scientific research. The reference time pefmdincome variables in the UK dataset is
the current month whereas for Austria and Spaiis ithe previous year. Throughout we
consider as if all policies (original and simulgtecere implemented on 30 June 2363 he
original incomes are updated to June 30th 2003nkgxing each income component by
appropriate growth factors, based on actual charmmes the relevant peridd. No
adjustment is made for changes in population coitipns

Section 4 compares the effects of the 1998 an@®08 tax-benefit systems for the
three countries. The 1998 tax-benefit system isukited as if those policies effective in
1998 were still operating in 2003. In order to ntaim their real value over time, all
monetary amounts were updated to 2003 levels IBUHROSTAT’s Harmonised Indices of
Consumer Prices (HICP).

In Section 5, 2003 child-related policies are svempbetween countries. All
EUROMOD simulated policies (including tax concessipthat are targeted at children in
country A are eliminated and replaced by the cleldted policies of countries B and C, and
vice-versd.> Only policies strictly targeted at children areapped between countries (a sub-
set of those shown in Tables 4-6). Policies thatehather purposes and that involve
complements for children (e.g. the UK housing binhafe not included in the swap. This is
because it is unclear how to implement them in stesy with a different structure. For

1 See Immervoll et al., (1999) and Sutherland (2008)general descriptions. Sutherland (2001) presia
description and discussion of technical issues.

12 We are grateful for access to these data to tistrian Interdisciplinary Centre for Comparative &ash in
the Social Sciences; to EUROSTAT and to the UK &@ffior National Statistics (ONS) (access providedugh
the Data Archive). Material from the FES is Crowap@right and is used by permission. Neither the QM¥6
the Data Archive bear any responsibility for thalgsis or interpretation of the data reported hAreequivalent
disclaimer applies for the other two data sourcektheir respective providers cited in this ackrenigement.
131t is necessary to specify a precise date becthesgiming within the year of regular uprating aoither
adjustments to tax-transfer systems varies acmssiges.

4 This process is documented in EUROMOD Country Rep&ee http://www.iser.essex.ac.uk/msu/emod

!5 Some child-related policies are not simulated YRBMOD mainly due to lack of data. In all three oties
this applies to non-cash transfers, indirect taebschild disability benefits. In Spain, child bétseand child tax
credits administered by regional governments ase abt included in the simulations because theoredi
disaggregation level in the ECHP is incompatibléhwhat for regional governments.
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example, how would the child additions to the UKusiog benefit be implemented in a
country such as Spain where there is no equivatemdusing benefit?

Given that the objective of these simulations isetirn about the impact of different
policy structures rather than the expenditure leattlreforms are budget neutral. Hence, the
cost of implementing the policies from country Bdauntry A is the same as the cost of
current policies in country A. The way this is dasdirst, the income thresholds of means-
tested benefits or tax credits are set relativiaéocountries’ median incomt€ Then all the
remaining monetary parameters of ‘borrowed’ polcage scaled up or down by a common
adjustment index such that budget neutrality isieadd. The reason for treating income
thresholds differently from the size of payments timt these have the function of
determining where in the income distribution a ppliakes effect, rather than the size of the
effect. Child tax allowances are also scaled uprdbw this scaling index, but no swap or
adjustment is made to the tax schedule or the dag.b

Our measure of the contribution of each policy el as its impact on disposable
income) is measured as the difference betweenriwaiat under the existing system and the
amount obtained by ‘switching off’ (or setting term) the part of policy that is targeted on
children. Policies or elements of policies that ao¢ targeted at children, according to our
common definition remain in place. Following theitéd Nations Convention on the Rights
of the Child, our definition of children is peopsged under 18 (i.e. aged 0-17)we
generally assume that income is shared within theséhold such that household disposable
income can be used to indicate the economic wétigo®f each individual within the
household (the ‘within household’ incidence isssi@at considered). The individual is taken
as the unit of analysis. So our focus is generaflyeach child, rather than on parents or
families containing children.

Household disposable income is defined as originebme added up over each
household member plus between-household trangagsrhaintenance and alimony), minus
taxes (income tax, social contributions and othiexctl personal taxes) plus cash transfers.
Cash transfers are assumed to include public pesisio payment but do not include
regulated private pensions that may substitutéHese. Non-cash benefits are not included.
Household disposable incomes are equivalised ubmgnodified OECD equivalence scale,
as recommended by EUROSTAY.

Poverty is defined as living in a household withuigglised household disposable
income below 60 per cent of the median, where thdiam is calculated across individuals.

We do not explicitly model non-take up of benefitss avoidance or evasion. Thus it
is assumed that the legal rules apply and thatctsts of compliance are zero. This can
result in the over-estimation of taxes and benétitslore generally we make the strong
assumption that individual behaviour such as bemgfe-up, tax evasion and other relevant
socio-economic decisions (e.g., labour supply, fafermation) do not change as a result of
the policy changes that are modelled. Correcting doch departures from the pure

' The threshold of country A’s benefit simulatectountry B is tB = [tA * (mB / mA)], where ti is théareshold
and mi the median equivalised household disposabtene in country i.

" Note that this diverges from the definition oftdld used in the tax and transfer rules of our yse countries
(as would any common definition). Hence, our analygoes not consider part of the expenditure orsethe
policies as support to children.

18 This assumes single person=1; additional peored a¢+ = 0.5; additional people aged under 14 = 0.3

9t can also result in the under-estimation of pteates although this depends on the relationisktpreen the
level of income offered by the benefits and thegutyvline (potential claimants may be poor whettrenot they
receive the benefits to which they are entitled).
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arithmetical calculations is not straightforwardsample to do in a way that is comparable
across countries. These behavioural responses digpemany factors such as the form and
administration of each tax or transfer, labour rearkiles and characteristics, social values,
etc. and are therefore nationally-specific.

4.  THE IMPACT OF ACTUAL REFORMS 1998-2003

As outlined above, Austrian, Spanish and UK chiluliqgges were subject to substantial
changes within the period 1998 to 2003. This sadims to illustrate the scale and structure
of these changes and to asses their impact origtrdodtion of household incomes and child
poverty. We base this illustration on the questidfhat would have happened if no real
changes in taxes and benefits had been implemdrgegeen 1998 and 2003?". This is
achieved by applying the 1998 tax benefit rulethesituation as it existed in 2083.

To give an initial impression of the effects of @ik tax and benefit policy changes
implemented between 1998 and 2003, Table 7 shosvertpact on child poverty rates using
three different proportions of the median as pgvenresholds$® In each case it is the
median under 2003 policies that is the referendetp8o the question Table 7 addresses is
“How much lower are child poverty rates under 2@@dicies than they would have been
under the policies of 19987

Table 7: Child poverty rates, 1998 and 2003 tax befit rules

AUSTRIA SPAIN UK
1998 2003 change 1998 2003 change 1998 2003 change
child poverty rate, 50% median pov.-line 4.3% 3.7% -0.6ppl17.6%16.3% -1.2pp21.3% 6.2% -15.1pp
child poverty rate, 60% median pov.-linel2.3% 8.8% -3.5pp26.5%25.3% -1.1pp32.1%19.7%-12.4pp
child poverty rate, 70% median pov.-lin€23.6%18.4% -5.1pp34.5%32.3% -2.2pp40.8%32.4% -8.4pp
overall poverty rate, 60% median pov.-linel.0% 9.5% -1.5pp20.1%19.1% -1.1pp24.1%16.2% -7.8pp

Source EUROMOD.

In Austria the reforms had a considerable impacthutd poverty. The child poverty
rate using the 60 per cent threshold is 8.8 pet iceB003 rather than 12.3 per cent under
1998 policies, and falls below the overall poveete. The reduction is however slightly less
pronounced using the 50 per cent threshold. As inighexpected, considering the structure
of additional expenditure, Spanish child policyorafis appear to be the least effective. The
child poverty rate decreases by only 1.1 percenpegets using the 60 per cent threshold,
and remains at a high level of 25.3 per cent. Réoludn child poverty rates is most
impressive in the UK. The child poverty rate desesaby 12.4 percentage points to 19.7 per
cent (though this is still very high compared wihstria), also narrowing the gap with the
overall poverty rate. The decrease is even monegumaced using the 50 per cent threshold.

These estimates take account of all changes, imguthose that are not targeted
particularly on children (such as changes in theomme tax schedules or to social
contributions). To give an impression of the scalethe child-targeted changes, Table 8

201998 tax benefit parameters are updated to 20Q%tary values by applying the Harmonised Indices of
Consumer Prices (HICPs) published by Eurostat. dlaes 8.0% for Austria, 16.2% for Spain and 6.2%ilie
UK.

L Here and throughout EUROMOD estimates were obdaiising version 31A.
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shows the increase in total net child targeted dipgnresulting from the changes set out in
Tables 4, 5 and 6.

Table 8: Child targeted spending, 1998 and 2003 tebenefit rules, 2003 prices

AUSTRIA SPAIN UK

1998 2003 change 1998 2003 change 1998 2003 change

per child
I 0, 0, 0

spending 169 220 30.6% 13 33 150.3% 102 174 71.1%
(monthly, €)
total
spending in 3.6% 4.7% 1.1pp 0.4% 1.0% 0.6pp 2.2% 3.6% 1.4pp
% of HDI

Note For the UK an exchange rate of €1 to £0.7029&éd (June 2003, source: http://www.x-rates.com).
Source EUROMOD.

In relative terms Spanish child targeted spendimmgeiased most, expenditure under
2003 policy rules amounts to one and a half tinmesexpenditure under 1998 rules but at
2003 prices. However, although spending as a ptxgerof household disposable income
was more than doubled, it remained at a relatile@lylevel of one per cent. UK spending on
children also rose by a remarkable 71 per centeasing its share in household disposable
income from 2.2 per cent to 3.6 per cent. Austeapenditure which, in comparison with
the other two countries, was already generous wdbkelr increased by one third, from 3.6
per cent of household disposable income to 4. Ceget.

Figure 5 shows the distributional impact of chideeted policy in terms of the
average spending per child in each decile groughefall-household income distribution
before and after the reformiSSpending is shown in cash terms without makingstdients
for between-country differences in purchasing powéhus differences in level between
countries should not be the focus of attentionhBatit is the shape of the curves across
income levels and how they change with policy regithat is of interest The Austrian
system in 1998 had more or less the same effeathddren at each level of household
income, with a somewhat lower amount being spenthenlowest income childre?. The
Spanish system, while rather minimal from any pecsipe, favoured those on lower
incomes to some extent. The UK system favoureddal in low income households,
spending about three times as much on childrehénbbttom decile group as those in the
top group.

In Austria the increase in spending per child iktreely evenly spread over the
income distribution, with a moderate concentraiiothe middle and lower-middle (deciles
2-7). More or less the same can be said for the théygh interestingly the increase in per
child spending in the bottom decile group is coesatly less than the average for the
bottom half of the UK distribution. The pattern iotrease in Spain is striking. While the

%2 This is calculated by ‘switching off' the child-sgific policies illustrated in Figures 2-4. To someent the
estimates of size of the child-targeted spendirgede on the tax-benefit system in which the chidefic

components are implemented. In the case of Augeigeral social assistance schemes operate to taitiga
‘loss’ of the child-specific components, under-estiing the size of gross child payments for soagdistance
recipients.

3 Income deciles are based on individualised egsi@lhousehold disposable income under 2003 pslicie

24 This effect is mainly due to social assistancelypaeplacing child-specific payments at low levefsincome.
It is possible that this effect is over-estimatétts social assistance receipt is based on cadcliattitiement,
without taking account of factors leading to noketap.
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rise in per child spending in the two bottom degteups is negligible, children in the 7th
and 8th decile groups receive on average morefthertimes as much under the 2003 rules
as under the 1998 rules and children in the tope2Gcent of incomes more than ten times as
much.

Figure 5: Child-targeted spending by income groupn Austria, Spain and the UK, 1998
and 2003 tax-benefit rules, 2003 prices
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Note Deciles are defined using incomes under 200 iesli
Source EUROMOD.

S. THE EFFECTS OF THE THREE SYSTEMS IN AUSTRIA, SPAIN
AND THE UNITED KINGDOM

Apart from the structure of spending, a cruciauesss its level. Therefore, we begin with a
comparison of the size of expenditure in the tlu@entries in 2003. As shown in Table 9 the
amounts spent vary considerably. Austria spendavaenage €220 monthly per child. Once
adjusted by differences in purchasing power, thi2d per cent more than the amount spent
in the UK (£122, which is €174 or US$198 PPP). Bgdalls a long way short of the other
two countries’ level of expenditure, by spendindyc&83 monthly per child.
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Table 9: Scaling factors to achieve budget neutrali

Austria Spain UK

Austrian child policies 0.15 0.73
Spanish child policies 10.60 7.21
UK child policies 1.42 0.25

monthly average spending per child 2003

prices 220 € 33 € 174 €
monthly average spending per child 2003

prices adjusted by PPP US$ 242 US$ 44 US$ 198

Note For the UK an exchange rate of €1 to £0.7029%exd (June 2003; source: http://www.x-rates.corhg T
2003 PPP index for Austria is 0.908, 0.742 for 8pand 0.618 for the UK (source: OECD purchasinggyo
adjustment factors for GDP, http:/www.oecd.orgfs/).

Source EUROMOD.

Table 9 also shows the factors used to scale dpwn the payments within the child
policies in order to make them budget neuttalo implement the Spanish and UK child
targeted policies into the Austrian system basiowams were increased tenfold in the case
of Spain and increased by 42 per cent in the chsB&KoAustrian and UK child policies had
to be scaled down considerably for implementatiorSpain, in the case of the Austrian
policies to less than 1/6, and in the case of UKc@s, to a quarter. Finally, to implement
the other two country’s child policies in the UKugtrian basic amounts were reduced by a
guarter and Spanish amounts multiplied by severs Worth emphasising that there is not
exact symmetry between the factors to be appliednwdxchanging systems, and that the
budget-neutral scaling factors cannot be derivethfthe ratios of the spending per child in
each national system. This is because the coshpiementing a particular system depends
on the characteristics and circumstances of thidrelm and their families: these are clearly
different across countries. In addition, the cagpehds to some extent on the way in which
the child components interact with the rest of tiaional tax-benefit systems. So, for
example, the value of the Spanish child tax allovesndepends on the tax schedule into
which they are introduced.

As explained above, not all the policy instrumehtst are affected by the presence of
children are included in the ‘swapping’ exercisee \@bncentrate on those whose stated aim
is the support of children and Figure 6 shows #iative contribution of each of the policy
instruments considered in the spending shown inerapand the proportions of households
with children who are in receipt of each policytmsnent. The figure shows the effect of
each system in turn, comparing the implementatioihe three countries.

% The factors used to scale the income thresholdedban median household disposable income areidustr
(1.0000) Spain (0.6710) UK (1.0015).
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Figure 6: The contribution of each policy instrumert to child targeted spending
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Among the Austrian instruments the two universaidfgs, family allowance and the
refundable child tax credit, make up three quartarsmore of total spending when the
Austrian system is implemented in all three coestriThey are received by all households
with children?® While the family bonus (targeted on the poor) &rellone parent tax credit
are nearly negligible in size, the child care bénesfof considerable importance. This is
targeted on young children whose parent(s) car¢him rather than work. This benefit, as
well as the lone parent credit and family bonuay larger role in the UK than they do in
Austria. This is because there are a larger pragodf all children within the target groups
for these benefits in the UK. They play a smaltde rin Spain than in Austria because the
scaling down to Spanish levels of spending makesthather low in value and because
there are fewer Spanish children in the target pgouone parent families and/or with
parents at home caring for them.

The most significant Spanish instrument is thecctalx allowance. As only families
paying (enough) income tax can (fully) claim thisnkfit a proportion of households with
children do not receive it. This proportion is heghin Austria than Spain but lower in the
UK, reflecting the extent to which parents are suabfo income tax in the three countries.
The Spanish means tested child benefit is quiteitapt too, especially in the UK. Once the
Spanish system has been scaled up to Austrian Knduels of spending, larger proportions
of households become eligible in these two countti@n they are in Spain. The importance
of the working mother tax credit depends on themixto which mothers of young children
are in paid employment in the three countries. piteportion of families who are eligible is
highest in the UK, followed by Spain and then Aiastr

Among UK instruments the universal child benefidahe means tested child tax
credit account for the bulk of spending, while ttantribution of the working tax credit to
supporting children is very smafi.While child benefit is universal, children aged 46

% The Austrian child tax credit affects more thaf®%0of households with children in the UK. This ichuse
the Austrian child tax credit can be received bpghe paying for maintenance for children living ather
households. The UK data contains a variable tiditates such payments whereas the Austrian andsbpdata
do not (otherwise, we would expect the percentddgmuaseholds affected in these countries to alssobeewhat
greater than 100%).

%" In the UK only the additional components of WT@ttmake the scheme less restrictive for parentsdttzers
(related to the hours of work condition) are codnés being ‘child targeted’. When implemented ie tther
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more who have left secondary school are not coveflads the households with children
aged under 18 are not quite all covered in Spath®UK. The age conditions for the child
tax credit are the same. Coverage rates appearraiph for a policy instrument that is
described as a means-tested benefit. This is becauslatively small component is tested
against income at a high level (‘affluence tesfimgimoving eligibility to any benefit in only
11 per cent of cases in the UK. The proportionigilegle on grounds of high income is
slightly smaller in Austri&® Most of the spending on child tax credit is taegebn families
with low and low-middle incomes (see Figure 4). fehare more qualifying families for this
part in the UK than the other two countries and tisi reflected in the lower share of
spending for the tax credit in both Austria andiBpa

Figure 7 shows the distributional effect of theethrsystems applied within its
country of origin, and applied to the other two wwoies. Each chart shows the share of child
targeted spending by the level of household incarmiseholds are grouped by decile of
equivalised income under actual 2003 policies. Tharts also show the share of children
belonging to the income group.

The charts on the diagonal of Figure 7 show theectdf of national systems
implemented in their own country. The three picsusge consistent with the information
shown for the 2003 systems in Figure 5. For Austi@ share of spending in each decile
group is remarkably close to the share of childrethat group, but with a lower share of
spending in the bottom decile group. This has aesbéchildren that is low relative to the
other two countries but still higher than the shafrepending under the Austrian system. The
Spanish picture shows disproportionate spendingpenhigher income groups. Children are
more heavily concentrated in the lower income @scthan in the other two countries. In the
UK spending is disproportionately on the lower- doder-middle income children resulting
in higher spending per child in these groups.

The Austrian system introduced into Spain and tie dlso manages to achieve a
distributional effect that matches quite closelg 8hare of children in each income group.
For a fully universal system this would be inevieabThe departures — for example the
excess of spending over number of children showrihi® second decile group in the UK —
arise from the targeting of specific groups, sushyaung children, within the Austrian
system. While in Austria only 7 per cent of spedis received by children in the bottom
decile group the system delivers 14 per cent angek3cent respectively to Spanish and
British children at the bottom of their nationakulibutions. It delivers far more to low
income Spanish children than does the Spanishraydiat less to British children in the
bottom three deciles than does the UK system.

As one might expect, the Spanish system delivesprdportionately to children in
the higher deciles in both Austria and the UK. Aligh in Spain it fails to deliver to low
income children this is not the case for childrerthe Austrian bottom decile group or for
British children in the bottom two deciles: the s®of spending roughly match the shares
of children. This is because once the small paftshe Spanish system that target low
incomes have been inflated to Austrian and UK kewalspending, they are generous enough
to make a significant difference. Nevertheless,iesystem delivers more to these groups

countries without the remainder of the WTC, thesmpgonents have a negligible effect, not least bexdie
proportions of parents working part-time hoursrateh lower in Spain and Austria than in the UK.

8 A plausible explanation for this is that while tieeshold for affluence testing is set with refere to median
incomes which are almost identical in UK and Auwstit is likely that a lower proportion of Austrigrarents
have very high taxable incomes than do parentserUiK, where earnings inequality is relatively high
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in both Austria and the UK, whereas the Austriastey delivers more to the bottom two
deciles in the UK than in Austria. It is childrem iddle income groups in UK and Austria
who lose out particularly from the Spanish system.

The UK structure of spending on children stronglydurs the lower income groups —
wherever it is implemented the share of expenditapeived by children in households in
the top 60 per cent is less than their share dfiemn. In contrast to the effect within the UK
— where children in the bottom 30 per cent bergifiproportionately — the main effect in
Austria is concentrated in the bottom decile grang in Spain the only positive effect is in
the bottom decile group. Also, while the UK systéails to deliver proportionately to
children in the middle and top of the distributionthe UK, this is far less strongly the case
when the system is implemented in either of theotivo countries, with the exception of
children in the top Spanish decile group.

Figure 7: Three systems of child targeted spendinigy decile group of household
disposable income
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This section assesses the relative success ofhtee tipproaches to meeting the goal of
reducing child poverty. Figure 8 shows to what ektfie three country’s child policies are

able to reduce child poverty rates compared with (typothetical) scenario without any

child targeted spending. To give a more comprekericture the comparison is carried out
using three levels of the poverty threshold: 50get of median income in the first group of

bars, 60 per cent in the second and 70 per ceheithird?®

Figure 8: Child poverty rates under three alternative child policy strategies

H no child policies 40% AUSTRIA

0O Austrian child policies SPAIN

35%

@ Spanish child policies 32% 32%
@ UK child policies

25% 26%

4% 3%
1%

50% median  60% median  70% median 50% median  60% median  70% median
pov.-line pov.-line pov.-line pov.-line pov -line pov -line

379 UK

50% median 60% median 70% median
pov.-line pov.-line pov.-line

Source:EUROMOD.

It is striking that while in Austria and UK all ddipolicy strategies are able to reduce
child poverty rates considerably (though to différextents), the reduction is very moderate
in Spain. Austrian and UK policies are slightly mauccessful than Spain’s own policies,
with Austrian policies achieving most. But even &ian policies only reduce the child
poverty rate at the 60 per cent threshold from @7 gent to 24 per cent. Considering the
average per child spending in the bottom incomelelegroup amounts to €34 with the

% The base for calculating the poverty line in allif scenarios is the (equivalised) median incongeuthe
actual 2003 system in each country.
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Austrian, €20 with the Spanish and €48 with the &tkategy, it is hardly surprising that
keeping children out of poverty is not very sucéassnder any of them.

Even when scaled up to cost the same as existisyiAn or UK policies it is also
clear that the Spanish approach is least ablediaceepoverty rates. UK policies do most in
terms of poverty reduction. When implemented in tAas for example, the child poverty
rate at the 50 per cent threshold approaches mekdsastill only 4 per cent at the 60 per cent
threshold (compared with 9% under the Austrianesydt However, the Austrian approach is
also quite effective, especially when implementedustria itself. We might expect that the
success of Austrian and UK policies to be more kgu#he 70 per cent than at the 50 per
cent threshold, given the emphasis of UK spendimdamilies with low incomes. Indeed,
some convergence can be observed, with Austrianigelachieving more than UK policies
in Austria at this higher income threshold (althiounpt in the UK).

Figure 8 clearly indicates the importance of thaltamount spent. Apart from the
Spanish case, where spending on children is oblyidas low to give any approach much
power, the importance of the level of spendingnsearlined by the fact that all strategies
achieve the greatest reduction in child povertyAurstria, where spending is 25 per cent
higher than in the UK and more than six times aghhas in Spain. Even with Spanish
policies the small parts of the system that artoreil to support the poor become quite
effective in child poverty reduction when scaledtoustrian (or UK) levels of spending.

7. GAINERS AND LOSERS FROM ALTERNATIVE SYSTEMS

As well as their effects across the income distidoy and particularly on poverty reduction,
it is instructive to consider the balance betweaimers and losers when incomes under the
alternative systems are compared with those urterattual national systems. Table 10
shows the percentage of households with childrea are better off under one or other of
the two alternative sets of child policies than emthe existing national systerifsThe
proportions gaining are shown for all households lay family type and number of children.
Where a particular category contains substantiailyre than the average proportion of
gainers it is shown with darker shading; whereontains substantially less, the shading is
lighter.

For Spain, when switching to either of the two otbeuntries’ child policies there is
a high percentage of gainers among two groups whoparticularly at risk of poverty:
workless couples and lone parents. This is expiayethe existing Spanish system offering
little protection to low income families, underlohdy the fact that more than two thirds of
the group most likely to be well-off, two earneuptes, lose. In Austria the high percentage
of gainers among lone parents, especially thoseeawting, may well indicate that Austrian
benefits could do better in protecting this higkilyinerable group® A large percentage of
UK two earner couples would gain with Austrian gra8ish child policies in place, to the
disadvantage of groups more likely to have low meo With the Spanish benefits nearly
everyone would lose within the workless groups.sTtesult again confirms the strong
emphasis of UK child policies on low income fanslie

%0 Any increase in income is counted as a ‘gain’.
31 In Austria the workless couple group is very smalbking unreliable an interpretation based on guftw
(nine) sample cases.
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Table 10: Percentages of households with childrenhe are better off on “borrowed”
child policies, by family type and number of childen

AUSTRIA SPAIN | UK

0, 0 0
Spanisf UK % of hiy Austrian UK % of hh Austrian Spanish A)W?tfhhh

. .| with with ) )
benefitg benefits children children benefitg benefits children

benefity benefits
all households with children 58.6 51.3 | 100.0| 51.1 54.1 | 100.0 [ 55.1 47.1 | 100.0

2 parents, both earning | 66.0 | 43.0 | 454 | 33.6 | 38.1 | 33.8 |Lild 722 454

2 parents, one earning 50.3 43.4 | 37.2 51.0 54.3 50.6 59.2 36.2 23.6

%

2 parents, no earner 0.8 5.2 34.7 7.5 7.5
1 parent, earning 51.9 13.7 7.7 24.7 39.6 | 12.1
1 parent, not earning 2.9 2.6 29.3 3.6 114
households with 1 child 45.1 53.6 46.1 36.9 48.9 | 421
households with 2 children 52.9 | 23.8 | 42.6 46.1 39.2 41.8 48.3 | 39.5

households with 3+

. 39.5 32.9 12.3 58.9 38.0 12.1 58.6 40.2 | 18.3
children

more than 10 percentage points above ‘all housstwith children’
more than 10 percentage points below ‘all @bakls with children’
Source:EUROMOD.

Austrian and Spanish one child families are likedygain by implementing UK
benefits, while UK one child families are more likéo lose with Austrian benefits in place.
The higher rate for the first child within the Ukerefits and credits provides a likely
explanation. Table 11 shows similar information @ildren who are in households that
gain, by the age of the child.

Table 11: Percentages of children who are in houselus that gain from ‘borrowed’
child policies, by age of child

AUSTRIA SPAIN UK

Spanish UK % of [Austrian UK % of Austriaj Spanish % of

0,
% benefitg benefitg children| benefitg benefitg children| benefits benefitg children

all children 54.2 41.9 | 100.0 | 51.3 47.9 | 100.0 | 59.6 45.5 | 100.0
Children aged 0 to 2 28.9 14.7 10.9 50.8 27.2 9.6 46.6 15.7
Children aged 3 to 5 52.0 39.2 | 15.9 48.4 49.3 | 125 54.9 42.1 | 16.0
Children aged 6 to 8 55.2 344 | 176 47.2 46.5 | 16.2 56.5 41.1 | 17.7

Children aged 9 to 11 56.1 49.0 | 17.7 53.6 52.0 | 20.6 53.4 41.4 | 17.3
Children aged 12 to 14 59.2 48.0 | 18.9 52.7 49.1 | 19.6 54.7 472 | 17.6

Children aged 15t017 | 62.9 |WBA8N 189 | 529 | 522 | 216 | 554 |1668 15.7

more than 10 percentage points above ‘all housshwith children’
more than 10 percentage points below ‘all ébakls with children’
Source EUROMOD.

Many young Austrian children would lose with eithafrthe other country’s child
policies. The same is true for young Spanish caidrith UK benefits in place. On the other
hand a large proportion of children aged underetlimeUK would be better off with Austrian
benefits. This reflects the effects of especiallg Austrian but also the Spanish benefits
targeted at very young children.
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8. CONCLUDING REMARKS

Our aim has been to explore which aspects of tlegdeof support for children matters
most. To do this we have focused on three counwits substantially different approaches,
each of have increased child targeted spendingeimgcent past: Austria, Spain and the UK.

The investigation of the 2003 structure of cashefiesiand tax expenditures targeted
specifically on children confirmed our expectaticmsout the characteristics of the three
country’s strategies: Austria makes use of relétivgenerous universal benefits, with
targeting restricted to especially vulnerable papah groups. Thus child targeted spending
is rather evenly distributed by household inconarfish child policy relies to a large extent
on tax concessions. Correspondingly we found arlglépro rich’ distribution of Spanish
expenditure on children, with a very modest additio the level spending on the very poor.
The UK puts much more weight on means testing (affldilence testing’) than the other two
countries. This is reflected in our results by simgwvhigher spending on children in the
lower income groups which is not confined to theyveoorest but affects children in the
bottom third of the household income distribution.

The level of child targeted spending also variessg the countries considered.
Austria spends on average €220 per month per chhld is 26 per cent more than the
amount spent in the UK (€174), or 22 per cent oadgisted for purchasing power. The
Spanish system falls far short of the other coastrievel of expenditure, by spending only
€33 monthly per child.

There are some conclusions in relation to childegptyvthat we can draw about the
three systems of support for children that applgardless of which country they are
implemented in. On vertical equity grounds, UK piEs are the most successful at reducing
child poverty, in all three countries and usingage of proportions of the median as poverty
thresholds. The Spanish system is the least suotesgen when it is scaled up. There is a
crucial role for an adequate level of spendingaréigss of its structure. In Spain the level
spending is too low to give any approach much powereas all strategies achieved the
best results in Austria (in the sense of both thweekt child poverty rates and the greatest
proportional reduction in poverty rates relativethie ‘before child policies’ scenario). Even
with Spanish policies the parts tailored to supploet poor reduce child poverty effectively,
once they are paid at a sufficient level.

In terms of horizontal equity, the Austrian systgemerates the highest redistribution
from childless individuals to families with childreand guarantees the right to a similar level
of protection for all children regardless theirgratts income position in all countries. On the
other hand, with both a low expenditure level andistribution biased towards higher
income families, the Spanish policies can hardhjiee any equity objective.

There are also factors that are different acrossitcies that result in differential
effects from the same system of child policies. 8oof these differences relate to the
circumstances of children and their families. Sw,dxample, a benefit targeted on working
mothers of young children (as in the Spanish systeithcost less to implement in a country
where few such mothers are in work (as in Austrig)is results in the budget-neutral
payment being higher for those Austrian mothers wlooin fact qualify. Some of the
differences relate to the nature of the tax-bersgitem into which the borrowed policies are
implemented. The value of the Spanish child taavedinces depends on the tax schedule so
in a country like the UK where the progression lie schedule is low, the value of the
allowance does not increase with income as mudhdags in Spain.
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There are some particular aspects of national ipsliwhich seem to be effective in
one or both of the other two countries — suggestiimgctions for actual reform in these
countries. For example, the way UK policies impactlone parent families and one-child
families in both Austria and Spain seems parti¢ylpositive (Table 10). Both Austria and
Spain have explicit policies for young children liuis only the Austrian policies — which
support parents who take leave from work to lodkratheir own children - that have a net
positive impact on children in the UK. The Sparagiproach is to support mothers of young
children who do work. Both the Spanish and Austrsystems are better at supporting
children in high and middle income households tienUK system.

Comparing the effectiveness of the Austrian and &listems in reducing child
poverty is of particular interest. While the meamsted system is inevitably more effective
at targeting those at risk of poverty, the Austreystem, even when scaled down to be
budget-neutral, is only slightly less effectivetire UK at the 60 per cent and 70 per cent
median poverty thresholds than the UK system (mihce of 2 and 3 percentage points on
the child poverty rate, respectively). It is alsortkh noting that our calculation of means-
tested benefit entittements assumes full take-wgpite of the fact that there is evidence that
these benefits may not always be claimed due @mstj costs of claiming or lack of
information. Thus we do not make comparisons onlevel playing field” and any
calculations which did take non-take-up into acdowould narrow the gap between the
poverty reduction achievements of the Austrianesysand those of the UK systéf.

Furthermore, our investigation does not take behaw reactions into account.
These might be important in two ways. On the onedhantroduction of an alternative
system may result in some second round behaviagijaktment that is not captured in our
calculations. On the other hand, and more impdstaior understanding the differential
effects of the same policies in different natiooahtexts, the existing patterns of behaviour
and income receipt in each case have been infldebgethe prevailing tax and benefit
system. As described in the introduction to thipgrathis is one among several inter-linked
determinants of the economic position of childrémdeed it is well known that income
targeting can have adverse effects on work incestirhe high poverty rates before child
targeted spending of UK children shown in Figuren&y well be influenced by this. Long
term expectations about the role of benefits inpsujing children may also have an effect.
The pre-child spending poverty rates for Spain retatively low suggesting that Spanish
parents are more likely than their British coungetp to live in households where they are
protected from poverty by the incomes of others,irateed that they must postpone
parenthood until their own incomes are sufficienstipport their children.

We have focussed on the effects of the systemaumbast for children on child
poverty rates, on the groups gaining and losingnfternative systems, and on the net
effects across the whole income distribution. There many other aspects that might be
considered, including the effect on parental wargentives of the alternative systems, the
role of benefits not specifically targeted on cteld but received by parents, the role of non-
cash support for parents (such as child-care siis$idr of the incomes of other household
members (such as adult siblings or grandparentyeitheless, this study has demonstrated
the potential — and some of the complications —coimparing systems of support by

%2 Modelling of the take-up of benefits ‘borrowedbin another system would need to make assumptians ab
the administration of the benefit and the cultufelaiming within the specific national context. i$twould be
challenging.
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‘swapping’ them between countries. This method gismicrosimulation allows us to
distinguish between the effects of level of spegdithe relative importance of policy
structure and design, and the differential impaé€tgolicies in particular national contexts.
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