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Summary: The objective of this paper is to analyse thedatpof fiscal policy on the
economic resources available to children, and oe ¢hild poverty rate. A static
microsimulation model specifically designed for {merposes of comparative fiscal analysis
in the European Union, EUROMOD, is used to studydbe incidence of government taxes
and transfers in 2001 in 15 EU countries. Threateel questions are addressed.

First, what priorities are currently embodied invgmment budgets across age
groups, and in particular to what degree do cashsfer and tax systems benefit children
relative to older groups? We find that in most doies children receive a higher proportion
of their share of household income from governmeanisfers than young and middle-aged
adults, but this is not universally the case. Laaome children receive 60 per cent to 80 per
cent of their income from transfers in all courdrigith child poverty rates lower than 10 pr
cent. But the proportion is much lower, 20 per denBO per cent, in countries with higher
child poverty rates. Further, in many high childs@y countries the low income population
in their 50s receive a higher proportion of housglthsposable income from state transfers
than those younger than 18.

These results are based on the broadest possitdeurseof public resources for
children, one influenced not only by government detd but also by the number of co-
resident adults, transfer payments directed to theerd their labour market behaviour. For
this reason we also examine only those payments fhe state depending on the presence of
children, and ask: what fraction of the needs didobn are supported by elements of the tax
and transfer systems directed explicitly to therh@r€ is considerable cross-country variation
in the fraction of the additional household needsirsg from having children which is
supported through government transfers. It is highan 30 per cent in 10 out of the 15
countries we study, but in the neighbourhood op@0cent in others, and in some cases close
to only 10 per cent. We also find that tax cona@ssiare an important component in many
countries and cannot be ignored in measuring puétiources for children.

Our third set of findings has to do with the redaship between the measures of
public resources we calculate and child povertyawwmpact do measures of public resources
for children have on child poverty rates? We fihdttpoverty rates would be much higher in
all countries if there were no child contingeningters being made. But countries with the
lowest poverty rates are those in which childrendlfi¢ a good deal from other transfers not
necessarily directed to them. In some cases thisedause of public support to working
mothers and fathers, in others because of intradtmld transfers from co-resident adults. In
another set of countries with low poverty rateslccldontingent payments make a large
contribution to child poverty reduction. These ci@s mainly make use of universal benefits
and tax concessions. Though their systems are adicylarly targeted on low income
children they nevertheless perform well in protagtichildren from poverty. This is in
contrast with countries targeting income to chifdie poverty, where levels of spending may
be comparable but child poverty rates are higher.
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1. INTRODUCTION

Governments have come under increasing pressure to make expligitdeed to
guantify the impact their budgetary decisions have on particular giougpsciety.
This is the case, for example, with respect to gender andeéntrgears increasingly
so by age. The Convention on the Rights of the Child, which camearde in late
1990, suggests a need to understand the impact of fiscal policy orechstating in
Article 4 that governments will undertake measures to meetdbieomic, social, and
cultural rights of children ‘to the maximum extent of their alddéaresources’
(UNICEF 2002). Understanding this notion in a concrete way is not Aaféist step
should be to explore how existing budgetary decisions impact on children. Yéhat a
the existing priorities embedded in government budgets, and how much esmhasi
they place on children and particularly those deemed in some sense to
disadvantaged? Determining just what level of public resourdesalycare directed
to children — as opposed to what level should be — might seem moreeabigadut
this too is not straightforward.

Governments have perhaps hesitated in responding because providing an
accurate description of budgetary impacts is a complex task. gpreaah to this
challenge is put forward in Hodgkin and Newell (2002), and involves efatimgithe
government programs explicitly directed to children. This has theahmbebeing
relatively straightforward, but it cannot offer the whole storya number of reasons.
There are often significant gaps between intention and consequencan@ents
may make promises and institute programs, but these may newapleenented or
spending may be diverted to other purposes in the course of implemenEatither,
focusing on a list of programs explicitly labelled as being childntated does not
offer a sense of the magnitude of total spending, of overall budgetarities, nor of
how much consequence these programs ultimately are for children miosed. It
also does not recognize that children may benefit from programspeoifisally
targeted to them, nor that the structure of the tax systemdakswmines the net
impact of government budgets. The impact of fiscal policy is atedithrough the
family and the sharing of resources and burdens within it so that &detransfers
directed to adults can significantly impact on children. The aisabfsSouth African
pension reforms by Duflo (2000) is one striking example. An expansion ofopensi
provisions would at first not appear to be a pro-child policy innovationinbreased
spending on grandparents led, in the context of a society in which marig three
generation households, to marked improvements in the health and welldfeing
children as the extra household income was used to purchase goods of nfistobene
them.

A contrasting approach is found in the public finance literature enghasi
the need to examine the life-time incidence of taxes and trandfeis literature
stresses the importance of the inter-temporal nature of fistial in determining the
incidence of taxes and transfers upon particular age cohorts. Tietlada the young
or the old are receiving more or less at a particular poininef tequires estimates of
how much the elderly have received in the past over their dintise and how much
the young will receive in the future. Auerbach, Kotlikoff, and Leibf(1999) in



particular have put forward a policy orientated framework for thelysisaof
generational issues. Their ‘Generational Accounting’ leads tanamsry of the
priorities, or generational bias, in fiscal policy by estimgtine incidence of budgets
and government debt on each age cohort in the population as well as future
generations. This would seem to address the issue of concern, lnfoth@ational
requirements of this approach may be daunting and the results cansitevesdo
assumptions built into the underlying calculations. In particulaimashg the impact
of current policy on the remaining lifetimes of all current andrieigenerations may
require forecasts decades into the future and a range of whabranpight be a
reasonable set of possible discount rates can lead to a ratheanggeof results.

However, whatever their relative advantages and weakndssts of these
perspectives on government budgets do not explicitly detail pattere iflows of
taxes and transfers across age groups and nor do they highlightripaat on the
particular group of interest in the context of the Convention on the Rigfhthe
Child, children and particularly poor children. As such the approach applitte
current study is to chart a middle ground in the hope of accomplishsglte next
section describes the possible analytical frameworks and jastifee use of static
microsimulation modelling. Our analysis focuses on the EU 15 coutiiiesgh the
use of a particular microsimulation model, EUROMOD, designed attplifor the
comparative analysis of these countries. We use EUROMOD tessldne three
questions motivating our analysis: (1) what priorities are cuyreznbodied in
government budgets across age groups, and in particular to whae akgreash
transfer and tax systems benefit children relative to older gr¢Rpshat fraction of
the needs of children are supported by elements of the tax and trapsfems
directed explicitly to them; and (3) what impact do measures ofqreésburces for
children have on child poverty rates? Sections 3, 4 and 5 addresofettese
guestions in turn, while the final section of the paper concludes.

2. METHODS, DATA AND ASSUMPTIONS

A picture of the relative amount of support targeted on children s.c@sntries is
easily obtained by comparing statistics on public spending withivareieategories.
We offer information of this kind in Table 1 to motivate more ftiflg reasons for our
alternative methodology. The data in this table show OECD estinfar 2001 of
public social expenditures as a proportion of GDP. The proportion is |daest
Ireland (13.8%) and Spain (19.6%) and highest for Denmark (29.2%) and Sweden
(28.9%)* However, these figures include large components, such as hea)ltehiic
housing and pensions, which are not particularly focused on children.ingolat
expenditure on family benefits shows much lower proportions of GDP kit saime
exceptions, similar ranking of countries. Family benefits make ugdadively large
proportion of spending in Ireland so that rather than appearing as trst kpeader it
ranks fourth highest. Spain, Italy, Portugal and the Netherlandspatid least on
family benefits. Luxembourg while ranking low on social spending in rgéne the

1 The very low figure for Ireland is driven by thigh level of GDP which is in turn due to very largctor outflows from
the Irish economy since the 1980s. See Kelly aretéit/(2004).



next to top spender on family benefit&enerally the Scandinavian countries, UK and
Ireland as well as Luxembourg spend most, and the Southern countrigetogieh
Netherlands spend least. Focusing on family benefits paid in cé&hn than in kind
provides yet another ranking. While Denmark spends the most on faeméfits, the
proportion consisting of cash transfers, at under 40 per cent, iswkstlin Europe.
For the majority of countries this proportion is between a half awethirds, while
for Austria, Belgium, Ireland, Luxembourg and the UK the proportioraghds over
80 per cent.

The distinction between cash and in-kind benefits is somewhat aytagaan
account of the extent of support for children. For example, child camtesabsidies
will be counted as ‘in kind’ whereas cash benefits to help pay thes grosts will
count as ‘in cash’. On the other hand, it is cash incomes thah@asured when
assessing the effect of policies on measures of financial goweertinequality,
including some of the indicators adopted by the Laeken European Council inc2001 f
monitoring social inclusion in the European Union (European Commission 2001 and
Atkinson et al 2002).

Service provision will have a positive effect on quality oé lih general and
may also have an effect on the incomes of families with childrehe longer term.
Certainly, to use the same example, support for child carewisteelp parents take
paid work. But it is useful to distinguish between the direct &ffetgovernment cash
transfers on current incomes, and the longer term effect of supipatt forms on
expectations and behaviour. Our focus is on the first issue.

This presentation of OECD statistics is one direct way of appmog the
analysis of government budgets for children and is in line with tiggestions in
Hodgkin and Newell (2002). However, it raises at least threduissues. First,
some social transfers of direct benefit to children may nothimddd as such, housing
benefits and social assistance being just two examples. Whileirgpuait social
spending captures too much that is not relevant, just counting thedateily
benefits’ is too narrow a definition. However expert a categwisaf transfers may
be, there are bound to be both ‘grey’ areas and instruments thatnmhadtiple
functions, but can only be accounted for under one heading or allocated across
headings in an arbitrary wdy.

Second, some of the social transfers benefiting children maythe fiorm of
tax concessions rather than cash payments. In fact, Bradshaw gheéwé2003)
document that there is an important and growing tendency among mani OEC
countries to use the tax system to direct support to priority groupgsseTare not
included in the OECD social expenditure statistics, nor is thetfia¢ some social
benefits may be subject to tax.In counting the benefit for children it is the net
amount that should be included.

2 The relatively low rank on social spending in gt for Luxembourg is driven by the high measur&bP which is
influenced by the weight of the cross-border wasker Luxembourg. For example, in 2001 around 37 qeert of
employees were cross-border workers.

3 An example is the British Working Families Taxe@it which in 2001 was both a benefit for familigish children and
an in-work top-up. In the OECD SOCEX statisticiitategorised as a family benefit.

4 OECD is, of course, well aware of the issues./&kama (1999) and OECD (2004).



Table 1: Social expenditure on family benefitsin EU15

Total Social Expenditure on Expenditure on

expenditure family benefits cash family benefits

% social % family

% GDP % GDP expenditure % GDP benefits

Austria AT 26.0 2.9 11.3 2.4 81.1
Belgium BE 27.2 2.3 8.5 1.9 80.9
Denmark DK 29.2 3.8 13.0 15 39.7
Finland Fl 24.8 3.0 12.2 1.6 54.7
France FR 28.5 2.8 9.9 15 52.8
Germany GE 274 19 7.0 1.1 59.7
Greece GR 24.3 1.8 7.5 11 60.5
Ireland IR 13.8 1.6 11.9 1.4 86.4

Italy IT 24.4 1.0 4.0 0.6 64.9
Luxembourg LU 20.8 3.4 16.5 2.9 84.0
Netherlands NL 218 11 5.2 0.7 63.8
Portugal PT 211 1.2 5.5 0.7 56.7
Spain SP 19.6 0.5 2.6 0.3 59.8
Sweden SW 28.9 2.9 10.1 1.8 61.0
United Kingdom UK 21.8 2.2 10.2 1.9 86.3

Source: OECD (2004), Social Expenditure Database (SOOMywoecd.org/els/social/expenditure).

Third, social transfers intended for another group may indirectly fibene
children if they share incomes within the same household (or indethil) extended
families, across households). In this sense there are two tlissnes: the effect of
the tax-transfer system on the income of households with childrenhareffect of
transfers and tax concessions received by households by virtue of teacpres
children.

When considering the incidence of public spending on children we must also
consider how the effects are mediated by the family, and re@otirar this mediation
varies across countries. Children may be co-resident with peopleegbive state
incomes by virtue of their own situation — for example, old age or umgmeint —
rather than the presence of children. These people may include]laswhe child’'s
parent(s), other adults such as adult siblings or grandparents. fataeiboth the
immediate family and the wider household influence spending decisibeshev the
income is received in the form of benefits for children or throughrotifeans. Not
only may a benefit labeled for the child not be spent on goods andesefoicthe
child, but more broadly it is difficult to make generalities abth& allocation of
income within the household.

Our analysis adopts two alternative perspectives. One is tke ntiae
conventional assumption that resources are shared equally and than#ig from
income is independent of the source of the income. On this basikweoas much
does state spending on cash transfers and tax concessions beneéih ckilhive to
older age groups? The other is to focus on the state paymentethade because of



the presence of children and to ask: what impact do child-contingestdérs and tax
concessions have on the incomes of households with children? Neithersef the
guestions can usefully be answered in isolation or in absolute t@rasross-country
perspective, however, they allow us to assess the relato@ips and performance of
each tax-transfer system in its context.

There are three possible approaches to examining the effectx @nta
transfer systems for children in comparative perspectivepfalwhich occupy the
middle ground between a descriptive analysis of programs and tteat bpsn life-
time incidence calculations like Generational Accounting. Each itesown
advantages and disadvantages. The first is to calculateetrargftiements and tax
liabilities for a set of constructed ‘model families’ who regenet the family types of
interest, as for example in Bradshaw and Finch (2002) and OECD (20@4¥e€ond
is to use information from micro datasets on households that are broadly
representative of the national populations. To the extent that thean¢lincome
components are recorded in these datasets, the share of trandfeages of different
types in household income can be calculated for each household and thetioforma
assembled across households to enable exploration of differences dadt&mbf
impact across household characteristics. Two recent examplé€shareand Corak
(2005), and Smeeding (2004). The third method combines features of botlsaf the
using a tax-benefit microsimulation model. Such models calculgtesiible income
for each household in a representative set of micro-data, usualigci&om surveys.
The calculation of household disposable income is made up of elementssef g
original income taken (or imputed) from the original data combinel él@ments of
income —taxes and transfers — that are simulated by the modelatidhinformation
on incomes is used in the place of information provided by survey respsndent

We adopt this third approach. The advantage of using simulated ini@mneat
that more detail can be identified for each component of income amutdcaictions
between them.The main disadvantage of static microsimulation in this consetktei
fact that some assumption must be made about benefit take-up andseéoneirhe
use of calculated entitlements and liabilities ignores thetfadtin some countries
there are identified problems with incomplete take-up of mearedtéstnsfers, and
in some countries there is a known problem with tax evasion. Cogefi such
departures from the rules is not straightforward or simple to da way that is
comparable across countries because the reasons for non-take-up degentbon t
and administration of each tax or transfer and are therefore capetcific’® As such
an analysis based on this approach offers, in a sense, a besteaaso for each
country.

The same problems apply to the ‘model family’ approach, although it i
possible to do a set of calculations for each family based on adfomes of take-
up/evasion as well as a set using full compliance. This iitegrthe effect of non-
compliance on particular family incomes but does not provide informabontats

5 Many household income surveys do not collecirffmation necessary to calculate income from esegfarate source,
gross of income taxes and social contributions. &mmple, the European Community Household Pan€HE
aggregates sources of transfer income together dndetional headings and provides estimates oftramsfer income
net of taxes and contributions.

6 See Hancock et al (2004) for a discussion ofitfierent factors that affect three separate béneifithin one country.



significance in practice. The key advantage of the model faapiproach is that all
the details of the social transfer system can in principlenberporated. All that is
required are assumptions about reasonable or appropriate values Horelea@nt
characteristic for the family. For example, entitlement tohad disability benefit
could be calculated based on an assumption about the nature and degrakildy dis
of the child concerned. Such information is rarely available in housdéhobme
surveys.

The main disadvantage of the approach is that the results canrad e tsike
their context into account. They are useful for comparing the sféddahe system on
families of different types within a country, and on familieshe same type across
countries or through time. But they do not take into account the eelaiportance of
each family type across countries (or through time), nor other wjpé&amilies not
considered. In particular, complex three-generation families oretivagh non-
standard (but not necessarily unusual) combinations of income soutgpieatly not
covered. Attempts can be made to weight the set of model éantii provide
‘synthetic’ population results. But almost by definition the full mngf relevant
characteristics cannot be covered adequately. To be tractagtiwg regimes can
only control for a limited set of characteristics and in crosemal perspective it is
problematic to decide on the set that is the most important.

Our analysis makes use of EUROMOD, the tax benefit model folZal
countries that made up the European Union prior to the enlargement 02004y
EUROMOD is used in two distinct ways. First, it provides abase for descriptions
of how existing tax and benefit systems have an impact on inconwsldrien and
their families in 15 countries. This allows us to address questieakng with the
priorities embedded in existing tax-transfer projects, and spabyfijust how the
current structure of government budgets influence the economic resewaiable to
children relative to older age groups. The intention is to offercypatiakers and
advocates as clear and complete a picture of the age-incideteoeesfand transfers.
This falls short of calculating the life-time incidence of tagesl transfers, but is a
necessary first step to such calculations while at the samemaking clear — in the
here and now — the nature and magnitude of the impact of taxes anértaosf
children and others in the population. Ermisch (1989), Hicks (1998), andupsaiic
Lee (2003, 1994) are examples of similar research.

Secondly, we use EUROMOD to identify the net public spending (including
tax concessions) households receive by virtue of the presence otwchilbhis is
obtained by re-calculating household incomes as though the children welemot
In other words, this ‘what if’ approach allows us to examine whatiftemstances
of the household would be in the absence of child-contingent state suppart. Thi
requires the unique power of a microsimulation tax-benefit model ¢éstherate taxes
and transfers, and produces results recognizing that some child-eomtingome
components are substituted for by other components in the absence ofnchtldre

7 See Immervoll et al. (1999) and Sutherland (2000yeneral descriptions. Sutherland (2001) presid description and
discussion of technical issues. The version of EWRD used in this paper is 28A.

8 So the issues not addressed explicitly here decl(@) the impact of non-cash transfers or inditages and (b)
identification of how child-contingent financial yraents to parents affect child welfare (the ‘withiousehold’ incidence
issue).



calculates the net effect on household income due directly to thenpeesof

children?

The datasets that are used in the current version of EUROM®Bhawn in
Appendix 1. The choice of dataset is based on judgement of national exiptrés
most suitable dataset available for scientific researchoufimout we consider
policies as they existed on 30 June 2801n most cases the input datasets refer to a
period a few years prior to this and the original incomes derivat them are
updated to this date. This process relies on indexing each income comftbaerg
not simulated) by appropriate growth factors, based on actual chawgesthe
relevant period! In general no adjustment is made for changes in population
composition> Results are thus in some sense a hybrid of 2001 and the data year.

The basic output from EUROMOD is household disposable income and the
micro-level change in the value of this as a result of changeany of the
determinants of direct personal taxes including contributions or caskfdrs: for
example, policy rules, levels of original income, household compnsiEUROMOD
has been designed to maximise comparability across countries threwgh t
mechanisms: (1) by harmonising output income concepts and classificatory
variablest® and (2) by offering the user a very wide range of choice ogemgstions
and definitions. Typically, national models ‘hard wire’ nationaluagstions about
such things as the definition of a child. This inhibits comparableysisabcross
models (countries) and is the main justification for the originalstten to construct
EUROMOD as a model with comparability as its main purpose ld€aand
Sutherland 1997).

Our analysis is based upon the following definitions and assumptions.

« Children are defined as individuals younger than 18 yéars.

» We generally assume that income is shared within the household saich t
household disposable income can be used to indicate the economic welbibeing
each individual within the household. When comparing across households incomes
are equivalised using the square root of household'izeGenerally, the

9 The alternative, using micro-datasets directhguld be to itemise the income components due tddrem.
Apportionment of components partly for children gradtly for adults could only be arbitrary and apgmate. The effect
of adult substitutes would not be captured. Theevalf tax concessions (such as child tax creditd)the effect of the
taxation of benefits could only be approximated.

10 It is necessary to specify a precise date bectestiming within the year of regular upratinglasther adjustments to
tax-transfer systems varies across countries.

11 This process is documented in EUROMOD CountiydRs. Seewww.econ.cam.ac.uk/dae/mu/emodcty.htm

12 One exception is the case of Ireland, where teigdjust to the 2001 population.

13 Some national peculiarities remain. These atedhahere relevant. In particular the unit of in@aggregation for
Sweden is the narrow family unit (single persorcouple plus children aged under 18) whereas fogratbuntries the
data allow us to use the wider household — all [geldging in one dwelling and sharing some of thusts of living. The
reference time period in Ireland and the UK is¢heent month whereas for all other countries this previous year. (In
all cases incomes are reported here in annual ferms

14 Note that while this is in accord with the défon in the Convention on the Rights of the Child it diverges from that
used in many national tax and transfer rules agdlagions, as would any common definition. In ctdting taxes and
transfers the appropriate child definitions aredude evaluating the effect on children, the simpdenmon age cut-off is
applied.

15 Appendix 3 provides some of the key figures lis tpaper using the modified OECD equivalence scate
recommended by Eurostat.




individual is taken as the unit of analysis. So our focus is on éulch @ther than
on parents or families containing children.

* Household disposable income is defined as original income added up oker eac
household member plus between-household transfers (maintenance and alimony),
minus taxes (income tax, social contributions and other direct petsaea) plus
cash transfers. Cash transfers are assumed to include publiongeimspayment
but do not include regulated private pensions that may substitute $etthson-
cash benefits are not included.

* Poverty is defined as living in a household with equivalised household didpos
income below 50 per cent of the median (where the median is cabtw#atoss
individuals)!’ The child poverty rate is defined as the proportion of all children
living in poor households.

* Where currency amounts are reported these are in PPP-adjustassiagrOECD
conversion factors for 2001.

* We do not explicitly model non-take up of benefits or tax avoidance @iceva
Thus it is assumed that the legal rules apply and that the afostenpliance are
zero. This can result in the over-estimation of taxes and betfefits

This way of proceeding is in accord with a wide body of internatisdarch
on the topic of income comparisons and poverty, as evidenced for exsriple
Luxembourg Income Study project and the recommendations of the report of the
Expert Group on Household Income Statistics (2001). This said it shoaltdealsoted
that the use of the so-called ‘head count ratio’ (the number of ahildne are poor
divided by the total number of children) as an indicator of povertjthéimitations™®
This measure gives equal weight to all individuals below the poveréshold and
explicitly assumes that poverty is a discrete event assdciaith being above or
below a given line. Someone with household income one Euro below the tdreshol
given the same consideration as someone at the very bottom oihdbmei
distribution. In part, the appropriateness of this assumption will deppod the
theoretical perspective used. For example, Atkinson (1998) stagstsaperspective
suggests the headcount ratio is, in fact, the appropriateisttisticator. A ‘right’ is
an either-or concept: it is either being respected or it is baatgted. In his view an
indicator based upon a view that poverty is a discrete conditicectiefy less than a
minimum acceptable income might be viewed as appropriate. But other
interpretations, and indeed other interpretations based upon a righsagbiees might
quite reasonably suggest that individuals below the poverty thresholdl shatube

16 Contributory pensions are included as ‘transfeven though a large part of their role is intrather than inter-
personal redistribution. We justify their inclusion the basis that this study is not simply abewdistribution as such,
but is also concerned with the priority given tdéldten over other groups. Contributory child betsefi where they exist —
are included in transfers, along with contributpensions.

17 Appendix 3 provides some poverty estimates usiigper cent of the median as the cut-off, as recentded by
Eurostat.

18 It can also result in the under-estimation ofepty rates although this depends on the relatipnisitween the level of
income offered by the benefits and the poverty [jpetential claimants may be poor whether or neytheceive the
benefits to which they are entitled). A comparisbmpoverty rates estimated using simulated incofrea EUROMOD,
with those calculated directly from survey datathg OECD or available through the Luxembourg Incodtedy is
provided in Appendix 2.

19 The following discussion is drawn from Corak@2Q



weighted equally. The situation of those very much below the polmeetymight in
some sense matter more than those just below. The headcount radiafteubll be
lowered by taking enough money from the very poorest and transfetrriaghiose
hovering just below the poverty line and moving them just above.sbini<of policy,
which would lower the headcount ratio, would not have a good deal of appeakt
observers. While conscious of these limitations we rely on thécbaat ratio in part
because of its intuitive appeal within a rights framework, andédn¢inued relevance
it has in public policy as a tool for communicating to a broader pukitithe same
time we also introduce evidence on another measure that givesvmigig to those
further below the poverty line.

Child poverty rates based upon the headcount ratio are provided in Eifpure
each of the 15 countries under study. These are contrasted with thé pagonal
poverty rates, the countries being ranked in ascending order otHiidipoverty rate.
As might be expected, there is a strong relationship between lexallbgoverty and
low child poverty?® In five countries the child poverty rate is below five percent:
Sweden, Denmark, Finland, Austria and Belgium. Further in alhe$d cases the
poverty rates for children are lower than that for the whole popuktieven though
these rates are also low by international standards. Child paaégt/range from five
to less than 10 per cent in four countries — Luxembourg, Germany, therldads
and France — and are higher than the overall rate. The chancesittiegn live in
poverty are significantly greater than for the average merabéhne population in
Luxembourg and the Netherlands. The remaining six countries all hddepoverty
rates which are above 10 per cent, and with the exception of Gregler than the
national average.

Figure 1: Child poverty rates compared with overall poverty ratesin the EU 15
countries, 2001

20 Of course the ratio of all- to child- povertylivie sensitive to the equivalence scale used,alsas to the particular
poverty line. Appendix 3 repeats this analysis gshe Eurostat-recommended scale and risk-of-pptentshold.
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Source: Calculations by authors using EUROMOD version 28A

It appears from this that countries with low poverty rates gpecial priority
to the protection of children. However, the effect of tax and teansjstems on
children depends not only on the design of the system itself but alke pogition of
the family in the society and economy. For example, the effechitoiren of benefits
targeted on low income households will be small if households with ehiténd not
to be concentrated among those with low market incomes. So it nthg loase that
children in these low poverty countries require less protection beacdubhe better
economic situation of their parent(s).

3. THE AGE INCIDENCE OF TAX AND TRANSFER SYSTEMS

In order to describe the priority given to children in the tax anustea system we
start our analysis with EUROMOD by considering the amount o siansfers
received and the amount of taxes paid by each person’s household accortieg t
age of the person. This calculation effectively assumes shatritacxes and transfers
within the household so that, for example, a child would benefit fronpémsion
income of its co-resident grandparent, and the grandparent from &hypehefit paid
on behalf of the child. Once again the results are presented foriesunith the
lowest to the highest child poverty rates. The left-hand panelBigafre 2 plot
transfers received and taxes paid, as proportions of household disposaiies,i
averaged over all people within the age ranges shown. The 15 cean&ipresented
in three groups: those with child poverty rates less than fiveeptin Figure 2a;
those with rates between five and 10 per cent in Figure 2b; andwitbsates higher
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than 10 per cent in Figure 2c. Further, the charts in the right haredspshow the
same information for those with incomes below the poverty thredhold.

Together these charts provide a country-by-country portrait of tlogityri
accorded to children through the structure of government budgets, aratiiaset by
family structure and labour market behaviour. As an example, thegtaphs for
Denmark show that children under the age of five receive approxyn®itger cent
of ‘their income from government sources, and that for childrenowf income
families this proportion rises to almost 80 per cent. In Fraheeeguivalent figures
are closer to 15 per cent and 60 per cent, and in Greece 5 pendetf per cent.
Further the slopes of the lines indicate the age preferences emhondhe tax and
benefit systems. In Denmark there is, for example, a drop dfémefits in moving
from the situation of pre-school age children, to school age chiltiréhpse in their
teens, and then an increase for groups between 18 and 29. This patte¥n imore
notable for those in low income. In France the benefit structuctedly universal
showing very little change with age, while in Greece beneéfitsease with age in a
way that suggests children receive the least.

Figure 2a: Thedistribution of taxes and transfers across age groups: countries
with child poverty rateslower than five per cent
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21 In some countries, particularly those with losverty rates or small populations, the sizes oftlim samples for some
age groups are not large enough for the estimaté® tconsidered statistically significant. (Thigpkes particularly to
Belgium, Denmark, Ireland, Luxembourg and the Ne#imels.) Nevertheless the general shape of theadides can be
considered as having a valid story to tell.
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pensions.
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Figure 2b: Thedistribution of taxes and transfer s acr oss age gr oups. countries

with child poverty rates between five and ten percent
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Figure 2c: Thedistribution of taxes and transfer s acr 0ss age groups. countries

with child poverty rates greater than ten percent

Average taxes and benefits as a proportion of disposable income
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SPAIN, Total Population SPAIN, Low Income Population
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Notes: ‘taxes’ include employee and self-employed sodahtributions; ‘benefits’ include public
pensions.

Some common features are noticeable in all countries. Firsproipertion of
income made up by transfers rises sharply at around age 65, angargar in some

countries, because of public pension provision. In many countries public pension

income makes up all or nearly all of the income of the eld@kes generally
decrease as a proportion of income for the elderly, a direct comeegakgenerally
lower incomes in old age combined with tax systems that are psbggeand/or
contain concessions for pensions or the income of older people more lyefidtat

younger age groups, benefits are a smaller proportion of incomefiidJashape is
observable in many countries, with children receiving a higher pioporf

household income from transfers than do the middle-aged or young adults fibis
universally the case: transfers are a smaller proportion of holgséncome for
children than for young adults in Italy, Spain and Greece. In all desrihe average
size of transfer income is smaller than the average taxupdiida cross-over point at
around pension age. The fact that the discrepancy between agdgeegaeyments
and benefit receipts is large in some countries and small irsatheot a reflection of
different public deficits: instead it is the result of the extenwhich countries rely on
the elements of income that we measure — income taxes, empluyself-employed

contributions and cash benefits — rather than say indirect or corpaxate employer
contributions or non-cash benefits.

22 For an analysis of the taxation of replacemetmes in EU15 using EUROMOD see Verbist (2005).
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So it is the shape of the curves that is of interest, rabi@r their relative
levels. A few countries exhibit an apparent preference for yowtjeiren over older
children in their transfer systems: Sweden, Denmark, Finland, nilobxerg, and
Germany. Generally taxes appear flat across pre-elderlgrages or exhibit a very
shallow inverted U-shape. However, since the direct tax sysetm some extent
progressive in all 15 countrféspart of the effect may be due to the middle-aged
having higher tax burdens because of higher incomes as well asitbsing out on
specific tax concessions targeted on the young and the old. Simitarigfers may
make up a larger share of incomes at older and younger ages betaisecomes
are lower at these points in the lifecycle, as well as usscdransfers are more
generous for children and the elderly, regardless of iné8i@entributory factors are
the extent to which the parental incomes are at their peak durimgchtié-raising
years or, conversely, are reduced due to the withdrawal orlpeittidrawal from the
labour market at this period in the lifecycle.

Preference for children in transfer systems is only a lititee obvious when
considering the population with incomes below the poverty threshold. Laymanc
children receive from 60 to 80 per cent of their income from thmesfiea system in all
countries with child poverty rates below ten percent. The proportimuéh lower, in
the range of 20 per cent to 30 per cent, in countries with higher mbwvierrty rates
with the important exceptions of the UK and Ireland where betweenr8€epeand
100 per cent of disposable income is made up of transfers. In mamgsef ¢ountries
those in their 50s receive a higher proportion of disposable incomesfabentransfers
than those younger than 18. This is most notably the case in Spaitsdout Greece,
Portugal and Italy. All these countries have child poverty ratester than ten
percent. This pattern of greater support to those in their 50s tteamlyochildhood is
also evident in Luxembourg, the Netherlands, as well as FrancAuwstda. In all
these countries this is explained by relatively generous pension d@ndetmaement
benefits, to which recipients have contributed earlier in theikiwgrlives.

With the exception of Austria there is a strong preference fddrehiin the
transfer systems of the countries with the lowest child povatés, and also, though
to a lesser extent in Belgium. Germany also stands out amorguhgies in Figure
2b as also having a strong preference for the youngest low incoldeeohiwith the
proportion of income made up of transfers falling sharply with agepanttularly
after 17 years of age. In the UK and Ireland all low income iddals receive a high
fraction of transfer income, but this does not appear to be strarigted to age. This
suggests a very high degree of targeting of benefits accordingcome and little
reliance on market sources.

This raises a number of concerns that are important to bear inwahied
interpreting the patterns shown in Figure 2. These can be explaingashbly the
extent to which tax and transfer systems are targeted byDafjerences across
countries can also be explained by: how original income, and souraasoafe vary
with age; and how people of different ages are grouped together irhbtuisseThese

23 See Verbist (2004) for an analysis using EUROMOD

24 Admittedly several factors could be at play twét vary from country to country according to ts&ucture of their
transfer schemes. Benefits could be higher fot @itsldren, also they vary by family size and lafgenilies are more
likely to have younger children.
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factors may vary across countries. For example, very youndrehimay appear to
have higher transfer incomes simply because their mothers afallpactive in the
labour market. A benefit which is payable regardless of the shdde becomes a
higher proportion of household income if the mother has low or zero eathengsf
she is in full time work. Variation in labour market participatipnparents may have
as much impact on the age profiles as the tax and transfemsyitemselves. In
some cases there may be an interaction between the two in thatafjustrates the
inherent trade-offs in the design of social policy. Highly tadjestecial expenditures
may focus government resources on those most in need, but may iresult
beneficiaries having little to gain by moving into work. Univélysprovided benefits
avoid this trap.

The information in Table 2 examines whether the presence of other people
apart from the child’s parent(s), in the household makes a diffetenitee relative
importance of taxes and transfers. This shows whether the childletheir parent(s)
are sharing the household, and by assumption incomes, with other peogle. Si
poverty is measured according to household income, the contribution tlese ot
people may make to household income and to the needs will have an npact
poverty. In addition, the presence of other adults who are not aduttgsitdf the
children on which we focus, indicates the likely presence of gramipaamd the
possibility that pensions make up part of household income, and particialat
‘transfers’ variable used in Figure 2.

Table 2 shows that the proportion of children living in households with only
their parents and siblings under the age of 18 varies from 93 pérircehe
Netherlands to 63 per cent in Spain and Porttiyalnderlying this variation are
different patterns of co-residence with adult siblings and with odoleitts?® The
highest rates of co-residence with adult siblings occur in Spain)(20@b Ireland
(19%). The highest rates of co-residence with other adults ocdeoringal (24%)
and Spain (18%). While a large group of countries have rates k#smence with
adult siblings of between 10 per cent and 13 per cent (Portugal, eGrastria,
France, Germany, Belgium and Denmark) most of these countriegdlatively low
rates of co-residency with other adults. Portugal is the exceptam.rates of co-
residency of both types are observed in UK (9% for adult siblingsfd@%ther
adults), Finland (10% and 2%) and especially the Netherlands (6% and 1%)

From the evidence in Table 2 it is clear that the scope fosthheng of
incomes from many sources to either supplement or substitute tlotrstiasfers varies
across countries. Indeed, adult children (those 18 and older) may dmntréiutors to
household income or net users of household resources. Similarly, theegobrthe
other adults (mainly pensions) may be effectively helping to sugbddren, or the
flow of support may be in the other direction from the children’s pakrentome.
Cross-country variation in such factors should be recognized beforengréiwn
conclusions from the information in Figure 2.

25 We omit Sweden from this discussion becaus@dhbsehold is defined in the EUROMOD database amtier family
only, so by construction no children live in houslels with adults apart from their parents.
26 Households containing both adult siblings ametoadults are included in the latter group.
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Table 2: The proportion of children in EU15 sharing their household with adultsin addition to their parents

Countrieswith child poverty ratesless Countrieswith child poverty Countrieswith child poverty rates greater
than 5% rates between 5% and 10% than 10%

SW* DK FI AT BE LU GE NL FR GR UK PT IT SP IR
No adults other than parents in the
household 100.0 88.1 88.5 76.6 875 826 85.8 92.9 84.2 749 857 630 753 628 708
Individuals aged 18+ in the household 0.0 10.7 9.810.4 10.6 9.1 11.8 6.4 12.6 11.0 86 13.0 159 .51918.6
Other adults in the household 0.0 1.2 1.7 13.0 19 83 2.4 0.7 3.2 14.1 58 24.0 88 176 105
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.00.010 100.0 100.0 100.0 100.0 100.0 100.0

Source: Calculations by authors using EUROMOD version 28A.

Note: No other adults other than parents in housetdsehold consists of parent(s) and their chilgamger than 18 only

Individuals aged 18+ in household: household ctsmsionly parent(s), their children younger th&wahd at least one child aged 18 or older
Other adults in the household: other people thaentgs) and their children live in household (g@ndparents)

* for Sweden the household is defined as the ifeaily
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4. CHILD-CONTINGENT COMPONENTS IN TAX-TRANSFER SYSTEMS

To give more focus to the extent of support for children we examinesaxely that
part of social transfers contingent on their presence in the houselmtth, we refer
to as being ‘child-contingent’. This corresponds to the extra incomédhsehold
receives from the state because of the presence of childrethe oinet child-
contingent’ incomes, and involves the re-calculation of taxes ansféra as though
there were no children. In common with analyses that compare indicdtarcome
and poverty before and after benefits (Chen and Corak 2005; Dennis and Guio 2004;
Heady et al., 2001) we make no adjustment for changes in behaviomahabake
place if there were suddenly no income associated with the childdezd no child.
As such the ‘no children’ counterfactual is purely a descriptivacopunting device
intended to identify the extent to which the presence of childrenestlyirecognised
through the tax and transfer systems.

This calculation is not the same as simply counting up the valakildf and
family benefits. In many systems alternative benefits wanlsiome extent substitute
for these income sources if they did not exist, or if the childrerewnot present.
Alternative housing benefit schemes may exist for parents and nentgasocial
assistance benefits may ‘fill the gap’ left by family batseindeed some child-related
components may be taxable and in this case their absence wouldrir@stgduction
in tax liability. Generally, the removal of tax concessionsciuitdren will result in
taxes rising. EUROMOD re-calculates liabilities and esttibnts and thus measures
the net effect of child-contingent tax-benefit components.

The definition of the components which can be considered child-contingent
needs to be clarified in two respects. First, within this éaork the inclusion of
maternity, paternity, and parental leave payments would depend ohewktietse are
considered to be for parent, or for the child. We do not include mafernit
paternity/parental benefits but do include payments made for theafcstaewborn
child? It must be recognised that this excludes a key component of the appooac
family support in the Scandinavian countries. These countries prolatgeadegree
of support through facilitating mainstream labour market participdtiprparents,
rather than targeting children themselves with cash benefits. approach of
highlighting child-contingent payments has the effect of diminishivey dpparent
scale of support to families in Sweden, Finland and Denmark in tws: waectly by
not counting the cash value of parental benefits and indirectly bycnotiating for
the implicit value of supporting parents to maintain labour markafitsc

Payments made on a per person basis, regardless of age sdsa qaiestion.
For example, housing benefits may depend on the number of people living in the
household. In this case we adjust the benefits according to the anliowsdafor
each child, even though this is not by virtue of their child status.

27 The information in Appendix 4 shows several ¢tes where very small changes in parental benafgsincluded as
child-contingent incomes. These correspond to cakese the parent is herself under the age of 18.
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Figure 3 shows estimates of the average value of these comppeewtsid,
expressed as a proportion of per capita disposable into@muntries are ranked by
this normalised measure of net spending on children. The distinctofdies transfer
and tax systems are also shown. The operation of the tax systamedcae the gross
effect of transfers if they are taxable. On the other hand;dagessions can act like
transfers, increasing the net allocation to children. Both featugy be present in a
national system and the net effect of including taxes can be vegatiwhich case
the net effect is smaller than the effect of transfers alongositive, in which case
the net effect is larger. Appendix 4 provides details of the iboriton of each tax and
transfer component to the net effect, by country.

Figure 3: Spending on child contingent net transfers and tax concessionsin EU15
in 2001: per child spending as a proportion of per-capita household disposable
income (%)
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Source: Calculations by authors using EUROMOD version 28A

Note: per capita household disposable income is cakdilithout equivalising: total income is added up
over all households and divided by the number opfeein the population.

Spending per child is highest in Luxembourg, where the net amount per chil
corresponds to 23 per cent of per capita disposable income, followed tra Al
Belgium where it is about 18 per cent of per capita disposable excbmere is a large
group of countries with very similar levels of net spending, aroungetScent of
income: Ireland, UK, France, Germany, Denmark and Finland. Swepends
somewhat less and the five remaining countries spend much lesedhe4% and

28 Total national household disposable income @iithy the national population. This is chosen asrieasure of
national income by which to normalise (rather thfze commonly-used per-capita GDP) to avoid thdicigl deflation of
the scale of spending in Ireland and Luxembourguth the use of GDP..
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8%). Greece and Spain have the lowest spending of all, and leatyg®, and the
Netherlands have higher levels though significantly less thanrléepée

The importance of including tax concessions and the tax treatmeansefers
in these comparisons stands out. Tax concessions are both of notakég lsiast 2%
of per capita income) and at least 15 per cent of the packagehifdren in
Luxembourg, Austria, Belgium, France, Italy and Spgaifihey also have a sizeable
effect in the UK, the Netherlands and Portugal. Taxation of eamséduces the net
effect of the whole system in the Scandinavian countries and @GgriBath the tax
and transfer effects are shown as net amounts. Within eaclactites between
components are also captured. So, for example, where the taxie#ewll this could
be because the aggregate value of tax concessions and the tatedaile benefit
incomes balance each other out. Similar interactions take plabi he benefit
calculations. So even where social assistance contains sontecamiingent
components, its aggregate value (shown in Appendix 4) may rise tlagmefall when
household incomes are re-calculated without children, due to the rewioeaild
benefits from the income assessment. Without including these sspécthe
redistributive systems the picture, and indeed the country rankindeusy of
aggregate spending, would look rather different.

Having established that the scale of net spending on children wveidely
across countries, we now assess the extent to which the childgmnitincomes
cover the extra needs of the household due to having children. Our apmdach i
compare equivalised income for households with children with those fotlyexiae
same household, assuming there were no children, but all other teingaing the
same®

Comparing equivalised incomes with and without children involves making
two distinct calculations. First, we take no account of childrethéncalculation of
household needs. Effectively the equivalence scale becomes the sgoaof the
number of adults. Then, we remove the income received by virtthee giresence of
children. Although this does include small amounts of original inconneedaby
children, its main components are the net transfers and tax camsessceived
because of the presence of children. Taking the children out of the amsssment
causes household equivalised income to rise. Deducting the componemt®rog i
due to the presence of children causes equivalised income to fall.

The results of this exercise are highly dependent on the equivalesieeused,
and in particular the implicit assumptions that: (1) child needsperportional to
household income (that is, the scale is equally applicable latvals of income); and
(2) that there are increasing economies of scale in the numbeinddyen (using the
square root scale implies that each child in a large famégsiéess in absolute terms
as well as a proportion of the whole than a child in a small yantiowever, this
approach is still of value because our focus is comparative anckiém@® & which

29 In the Austrian case this may be partly due uo assignment of a child tax credit (Kinderabsetzigg to taxes
whereas it is paid in practice as a cash transfer.

30 These calculations are conceptually similardplacement rate calculations using microsimulativethods — see
Immervoll and O’'Donoghue (2003). The approach soaimilar to that taken in model family analysibere the
reference income is calculated for an otherwisatidal family without children. See Bradshaw anddfi (2002).
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having children makes households (financially) worse off varieh wie tax and
transfer system.

The results are shown in Figures 4a and 4b. The rise in equivalsatde
when children are removed from the sharing of household resourcescateadin
Figure 4a for each country by the contrast between the first tvgo Inaother words,
the distance between these bars indicates the additional householdineddsthe
presence of children. The fall in equivalised income due to thefatsld-contingent
support from the state is indicated by the contrast between tbedsand third bars.
The fact that the third bar remains everywhere higher thanrghéntlicates that in all
countries child contingent incomes do not compensate for the extra afeddkiren
as attributed by the equivalence scale. The distance betwesecthed and third bars
indicates the amount of this support. Figure 4b represents this ini@nmiz
percentage terms, the fraction of the total increase in needsdhe presence of
children accounted for by child-contingent transfer payments fromdbe s

Figure 4a: Equivalised household income with and without children and child-
contingent incomesin EU15 in 2001: all households with children (PPP-adjusted
Euro per year)
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Source: Calculations by authors using EUROMOD version 28A

The countries are ranked in Figure 4a by the share of this shantfsiate
support in the overall ‘cost of children’, showing that the extent hichvthe state
bears the costs of children varies considerably (when measurieid way). This is
explicitly depicted in Figure 4b, and ranges from as high as 54cest in
Luxembourg and 52 per cent in Austria to as low as 12 per cent inegGaadcll per
cent in Spain. All of the Southern countries offer the least inctdsepport for
children with state compensation remaining below 20 per cent of.cobes
Netherlands is just above this at 23 per cent. State suppotatisely high in UK
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(43%), Ireland and Belgium (both 41%). For the rest of the couninelsiding the
Scandinavian countries, it amounts to about one third of the costs.

Figure 4b: Percent of income needs due to children cover ed by child-contingent
state support in the EU15, 2001
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Source: Calculations by authors using EUROMOD version 28A

The extent to which these observations are dependent on the choice of
equivalence scale can be judged by comparing Figure 4a with FAdaran appendix
3, which repeats the calculations using the modified OECD equiwakade. A key
difference is that each child receives the same weight Usn@ECD scale, whereas
the square root scale applies a smaller additional weightrier e family** Apart
from one-child two-parent families and one- or two- child one-parentliés, the
weight given to each child (as a proportion of the total familigit is higher using
the modified OECD scale. On these grounds we would expect the appersionwof
the figure to show a state compensation as a lower proportion ott¢stal While the
majority of households with children in all countries considered h&tereone or
two children, the proportion with three or more varies from 4 pet iceGermany to
18 per cent in Ireland. So we might expect some differentiattedfoss countries. In
fact, the aggregate picture is very little altered by diféerent weights given to
children by family size. Using the modified OECD scale redibesestimate of the
proportion of the costs of children which are compensated through child @iting
parts of the tax and transfer system, but just by one or two pageepbints in all
countries.

The ranking of countries and the general shape of Figure 4b isinelgr<o
that shown in Figure 3: the proportion of the cost of children met by spending is,
not surprisingly, correlated with the aggregate size of childticgent spending.

31 The modified OECD equivalence scale weights daeisehold as 1, adding 0.5 for each person adéditio the first
aged 14 or older and 0.3 for each person agedHassl4.
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However, the ranking is not identical, reflecting cross-countfferginces in the
incidence of spending according to the level of household income and, in some
respects, household composition.

In Figure 5 we consider the incidence by income more directly. edaimines
the extent to which child contingent payments are targeted on childr@oor
households. The figure repeats the calculations underpinning Figure 3hguging
the net effects of transfers and taxes and comparing the dffeqgsor children with
those of all children.

Figure 5: Spending on child contingent transfers and tax concessionsin EU15in
2001: per child spending on all children and poor children as a proportion of per-
capita household disposable income (%)
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Source: Calculations by authors using EUROMOD version 28A

In all but five countries spending per child is larger for poor childran on
average. The exceptions are Luxembourg, Belgium, Sweden, Gageceépain.
Spending is particularly targeted on poor children in Ireland, whege7i0 per cent
higher than on children in general, and is also 50 per cent higher iGe&hhany and
the Netherlands. Two of the exceptions, Greece and Spain, spenlittieedirectly
on tax-benefit components for children, and even less on poor childrenisTais
reflection of these countries’ reliance on tax concessions whigty reenefit the
poor. In Belgium, Luxembourg, and Sweden spending is slightly lower on poor
children than on children in general. In the case of Belgium and Luxegioisr
reflects the fact that the main sources of child-contingent insoane universal
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benefits and tax allowances rather than transfers targeted andome households
(see Appendix 4 for details).

5. ALTERNATIVE MEASURES OF PUBLIC RESOURCES FOR CHILDREN
AND THE IMPACT ON CHILD POVERTY

We summarize our major results by focusing on four of the alteenateasures of
public resources directed to children presented in the previous se¢fipmet child
contingent payments including tax concessions, derived using EUROMOD
simulations and presented in Figure 3; (2) child contingent traradfers, without the
positive or negative effects of taxes, also derived using@WBD and shown in
Figure 3; (3) the total cash payments made in the form of fabghefits using
information in the OECD Social Expenditure Database and presentedl®a T; and
(4) the comprehensive measure of total household transfer paymdottated for
those under 18 years of age as the proportion of household disposable indoge, us
the EUROMOD database and shown for all age groups in Figure haweargued
that the implications of the tax system need to be recognizecggtirggthat method
(1) may offer a more accurate measure of child targeted pesotitan (2) and (3).
We have also argued that transfers not specifically labetbedamilies may be
important, as may interactions between transfers, suggekstihgnethods (1) and (2)
may be preferred over (3). Our discussion has also argued tlmhénsense all three
of these measures may be too narrow as indicators of public resdencesting
children in that government spending on other cash programs also hasiiiops for
them. Measure (4) offers at the broadest recognition of thetsg bat should not be
understood as reflecting solely the consequence of budgetary decisotisese
interact with household structure and labour market beha¥iour.

In what follows we highlight two issues. First, we ask whetadculations of
the net effect of child-contingent spending (those taking into accoenaations, and
including tax concessions and child-contingent components of other tramstasisle
an appreciably different picture than that produced using data solggvennment
expenditures. Secondly, there is the question of whether the soutee sgending —
or the target group for a particular benefit — matters. Hoavaelt is, for example, the
pension income received by a co-resident grandparent or the unempldyanefit
received by a parent to an assessment of government support éverchiln other
words, would it be misleading to focus on just the child benefitvededn behalf of
the child?

Figure 6 compares the relative size of spending on children usinfpuhe
alternative measures. In each case the country specifica¢stis measured as a ratio
to the unweighted average over the 15 countries, so that theveefaisition of
countries using each measure can be compar€duntries are ranked by spending
according to measure (1) — child contingent net transfers and taxssmmse— and

32 The same applies, but to a lesser degree, wtilee three measures.

33 Each of the four methods of assessing the tEvgbending uses its own normalization across c@mstto account for
differences in size and/or income level. In thetfand second measures, per capita disposablméntoused, in the
third, GDP and in the fourth household disposahtine. Differences in the relative size of thesmine measures
across countries will affect the comparisons magte.h
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the rankings using the other measures are shown in the table bel@hattigthe
country with the highest value of spending on children being ranked first).

Figure 6: Government resour cesfor children in the EU15 using four different
measur es, 2001
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transfers
(3) OECD family cash 1 2 4 9 3 8 10 7 6 5 13 12 14 11 15
transfers
(4) Household transfers 5 7 6 9 1 10 8 2 3 1 12 113 15 14

Source: See Table 1 and Figures 2 and 3

and the distance between the country estimates. Some of the chrargesngs are

It is clear that the different measures do have an effedteooaduntry rankings

very significant. For example, using the household transfer me#4ur&weden
counts as the highest spender; using child contingent incomes (1) i$ esuthte 10th
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from top. The approach to measuring resources for children méitehe same time,
there are two clear groups between which no re-ranking occurs.otihe&séuthern

countries, together with the Netherlands make up the low spending gmodighe

remaining ten countries are a group within which at least one ahéasures ranks
each country in the top three. An exception is France, which remaims middle on

all measures.

Secondly, as discussed in the previous section, the inclusion ofkthgstam
in the accounting of spending on children (measure (1) compared withnaé2ashas
a significant effect on the position of some countries. In the |ganding group it
greatly increases the estimate of the amount Spain andrtabfér to children and in
the high spending group the same is true for Austria, France antuiBel@n the
other hand, allowing for the taxation of transfers in Ireland, Geynaad the three
Scandinavian countries reduces the effect of transfers themselve

Only allowing for family benefits, as in measure (3), infkatee relative size
of spending in countries where some of these benefits are taxedboadk,also
reduces the estimate compared with (1) if there are trartbfgrare child-contingent
but not categorised as family benefits. Countries where the séactod outweighs
the former include Belgium, France, Ireland, Germany and tcssefeextent the
Netherlands, Portugal and Italy.

Finally, including all cash transfers but no tax effects and asguthat
children benefit equally from all sources of household transferdisaymtly increases
the estimates of relative spending in the three Scandinavian iesuatid Spain, and
also in Portugal and Greece. This is to be expected in the Southertnies where
child-specific spending is low on any grounds, where pensions make up larg
proportions of social spending and where the likelihood of children sharing
households with their grandparents is relatively high. In the Scanaimaountries
the key factor is, as noted earlier, that much of the supportafoiliés is routed
through labour market support, not child-contingent payments.

What difference do these measurement issues have for the iofpagblic
resources on child poverty rates? What elements of government $ptigethe most
important role in reducing child poverty rates: child-contingennsfiers, tax
concessions, broader transfers directed to other groups but mediatgghtfamilies
and labour markets to be directed to children? To what extent does &mgdanthe
interaction between different parts of the system (e.g. thraweggtakation of benefits)
make a difference to cross-country comparisons?

Figure 7 compares the impact of transfers and taxes on child passnty
EUROMOD estimates of child poverty with household disposable incanthea
‘baseline’, and compared with: (1) household income without net child-centing
spending; (2) household income without all transfers; and (3) household income
without all transfers and before taxes. In each case the ptwershold is the same.

The countries are ranked according to the child poverty rateadiftaxes and
transfers, the lightly shaded bar. The child poverty rate withbiltl-contingent
transfers and tax concessions is indicated by the height of the daadgd bar. Child
poverty would be much higher in the absence of child contingent tramsfensst
countries. The effect in absolute terms is most dramatic HlerUK and is also
substantial in Luxembourg and France. For example, without child contingent
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transfers and tax concessions the UK child poverty rate would beversBO per cent,
rather than around 12 per cent. On a proportional basis the reductiordipaérty
rates is smallest in Spain and Greece and largest in SwBdamark, Finland,
Austria and Luxembourg. In Ireland, Italy and Portugal the reductiaroisnd a third
while in Germany, UK, France and Belgium it is between 6Qcpat and two-thirds.
In the Netherlands it is less than half. Sweden and Luxembourg dne igroup of
countries with the highest proportional reduction in child poverty due t-chi
contingent transfers and tax concessions, and Belgium is in the rgiddie. This is
in spite of the fact that spending on poor children is lower than omagesén these
three countries, and is consistent with their budgetary systemng particularly
effective at keeping children out of poverty.

At the same time the information in the figure also shows thiéd poverty
rates are strongly affected by public resources not spegjfiadtiressed to children.
This effect is also larger in some countries than otherdluagrated by the contrast
between the darkly shaded bars and the height of the circle-toppedénesght be
expected, the contrast is largest (relative to that of duidingent spending) in the
Scandinavian countries, because of public support to working parents. &kex pr
pre-transfer child poverty rate in Sweden, for example, is nohrdifterent than in
the UK. And while both countries offer considerable child-contingent suphert
difference in final outcomes is in large measure due to non- abiltingent public
transfers. The impact of this part of the transfer systeralss important in the
Southern countries, but in this case because of the relativelyimpogtant role of
intra-household transfers from other co-resident adults.

The reduction in poverty rate due to all transfers is the meas$tere used to
assess the effect of government policies on poverty, as forpéxamDennis and
Guio (2004). However, it does not always take account of the tax onbedian
systems, either through the provision of concessions or, more impoftarthe poor,
in relation to tax and contributions paid on the transfers that aesveec Taking
away the transfers without giving back the taxes paid on thenovéllestimate the
impact of the transfer system on poverty reduction. Assessmére okt effect of the
transfer system is not possible without the microsimulation todlseofype used here.
It is instructive, nevertheless, to compare the ‘before teasisthild poverty rates
with those that would apply before both transfers and taxes. Adding bax&sto
incomes (as indicated by the black triangles) reduces child povatgg in all
countries, relative to the rates using incomes without all grassfers. The reduction
is very significant in some countrids Of course some of the taxes that have been
added back in correspond to taxes and contributions on original income. Therpoint,
this context, is to demonstrate the relevance of taxes.

34 The numbers behind Figure 7 are given in Tal#e3Aalong with corresponding estimates using &0cpat of the
median as the poverty line and the modified OECDivadence scale.
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Figure 7: Thechild poverty ratein EU15in 2001, with and without child-
contingent incomes, all transfers, and all transfers and taxes
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We would expect the countries spending a lot on children that nevestheles
remain below the poverty line — Ireland, UK, Germany and the Natiter (see
Figure 5) — to be more effective at reducing measures of poseverity. That is to
say, the priority may be on the poorest of the poor. To examine ¢hfsaus on the
net effect of child contingent components of the transfer and taxrsysie a measure
that takes account of the depth of poverty. This is illustratedgar&i8. Rather than
the headcount ratio the Foster, Greer and Thorbecke (1984) index, witleraio
parameter a=1, is used (FGT1)Countries are ranked by this index of child poverty
‘severity’, with child-contingent incomes included in income.

First, compared with Figure 7, it is clear that there mugh greater range in
poverty severity across countries than poverty rate. The raokicguntries is not the
same, although the tendency persists for the Scandinavian and cohtinantdes to
have the lowest rates, and for the Southern countries and Irelandeabi tto have
among the highest. Second, in all countries child-contingent tranafes tax
concessions have bigger proportional impact on poverty severity thdre qgroverty
rate. The greatest absolute impact is in UK and Ireland ¢teftetheir use of means-
tested benefits that do not necessarily guarantee incomes abgeevérty line we
use). The greatest proportional impact is in Luxembourg, Finland amtd-as well

35 The FGT1 is the sum over poor children of tr@pprtional shortfall of income below the povertydj averaged across
all children.
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as the UK. Again, Luxembourg child contingent incomes succeed in ngdahild
poverty severity to the second lowest level from tAdighest.

Figure 8: Child poverty severity (FGT1) in EU15 in 2001, with and without child-
contingent incomes
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Source: Calculations by authors using EUROMOD version 28A

The relationship between child contingent incomes and child poverty is
depicted in Figures 9a and 9b, the former showing the percentage qzhintion in
child poverty rates and the latter the proportional reduction in posewtsrity. There
are clear positive relationships between scale of spending andypmea@uction. On
average across all 15 countries for every percentage poinasecie child contingent
resources the headcount ratio falls by 0.75 percentage points anudtigy sedex by
4.9 per cent. This does not of course mean that the relationship sartteein each
country (Atkinson 2005). Indeed, the fact that there is a scatfaiofs around the
line depicting this average tendency shows that some countrismegeeffective than
others at reducing child poverty for a given level of spending. Tak teansfer
systems have many goals, poverty reduction being just one amongTihenax and
transfer systems of the UK, Finland, France, Portugal and $wegpearing above
the line in both charts) are relatively cost effectiveealucing child poverty in those
countries. Spain, Greece, Ireland, Belgium and Austria (beloting®n both charts)
have tax and transfer systems that are relatively inefeeai this respect, given the
overall cost of the systems. These two groups of countries epchsent quite a
cross-section of welfare state types and levels of spending.

At the same time, reductions in child poverty — particularly absekductions
in the rate as shown in Figure 9a — are difficult to achiepeverty rates are already
low. Some of these high spending countries may be as concerned abdrgnchil
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little above the poverty line as those below it, as demonstratethdiy use of
universal benefits and tax concessions benefiting the better-off.

Figure 9a: Level of spending on child-contingent incomes and child poverty rate
reduction
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Figure 9b: Level of spending on child-contingent incomes and reduction in child
poverty severity
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More generally, there may be indirect associations betweeisl®f spending on
children and the amount of child poverty. Figure 10 makes explicit riherse

relationship between the child poverty rate and the level of cbidingent spending.
In this case, the countries that appear to have lower poveety tfzn predicted by
their level of spending (those below the line) include GreeceagilBaland Austria.

These three countries are among the five that appeared to beiraghéns child

poverty reduction than they might through their child contingent transfed tax

concessions (Figures 9a and 9b).

Figure 10: Level of spending on child-contingent incomes and the child poverty
rate

32



20%

<R
& SP

18%
*IT

16%

*PT

14%

12% A & UK

10% 4

8%

Child poverty rate

o NL . G:\
6%

LU
:;;\\\\\\\\
4% -

*&5iDK
*SW
2% A

0%

0% , 5% 10% 15% 20%
R”=0.2684

Per child spending as a proportion of per capita income

Source: Calculations by authors using EUROMOD version 28A.

In the case of Greece spending is low and pre- child contingent irpoveety
is also relatively low. This is a prime example of a Soutliemmopean country which
relies on the family for most of the financial support for childigiatéaganis et al.,
2004). Austria and Belgium achieve poverty rates lower than peedist the level of
child-contingent spending through a mixture of relatively low povesty before this
spending together with spending that is effective at reducing pbildrty but which
is at the same time part of a strategy to support children gesrerally, and hence
appears expensive in terms of its child poverty reduction. Thisagplies to other
countries, which are ‘above the line’ in either or both of Figurear@a9b: Finland,
Sweden Denmark, the Netherlands, Luxembourg and France. With thei@xaspt
Greece, the Southern European countries are low spending but have thayher
predicted poverty rates. In Portugal and Italy the child-continggstems are quite
cost effective in terms of poverty rate reduction but the Spasystem is not.
Spending in the UK and Ireland is at a similar level but the ddKieves more in
terms of reducing the rate and, particularly, the severitghdfl poverty. However,
the UK still has a higher than predicted rate. Together witretfeetiveness of the
severity reduction this suggests that the amount spent per chilat sufficient. In
Ireland this also appears to be the case, but the high pre-childgamitincome child
poverty rate and intensity in Ireland seems less amenabledtcti@n through the
Irish tax-benefit system for children than is the case in the UK.

6. CONCLUSION

We use a static microsimulation model, EUROMOD, to companeuraber of
different measures of the public resources directed to childre@ssathe EU 15
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countries. Our analysis can be summarized under three broad headiicsrelate to
the three questions posed in the introduction. The first concerns thecatgnce of
government taxes and transfers, and refers to the prioritiesddethén government
budgets. We find that in most countries children receive a higbeogion of their
share of household income from government transfers than young and ngedle-a
adults, but this is not universally the case as lItaly, SpainGaedce are important
counterexamples. Low income children receive 60 per cent to 80 pepfcHmir
income from transfers in all countries with child poverty réo@ser than 10 per cent.
But the proportion is much lower, 20 per cent to 30 per cent, in counitlefigher
child poverty rates such as Greece, Portugal, Italy and SfganUK and Ireland also
have relatively high child poverty rates, but are exceptiondlardegree of targeting
of transfers on low income children. Further, in many high child ppweenintries the
low income population in their 50s receive a higher proportion of household
disposable income from state transfers than those younger than 18.

As stressed we recognize that these patterns are based oodtiesbipossible
measure of public resources for children, one that is influenced not kynly
government budgets but also relies on the assumption that all sotinsesme in the
household are shared with children. As such the number of co-residdst adulksfer
payments directed to them, and their labour market behaviour plale.aFor this
reason we also examine only those payments from the state thaiddepethe
presence of children. We use the unique powers of EUROMOD to dal¢bka net
effect of child-contingent transfers and tax concessions and finththaalue of these
per child ranges from less than five percent of per capita housebolie in Greece
and Spain to 23 per cent in Luxembourg. In all but five countries childngemi
spending is higher for low income children than for the average dhidalso find
that tax concessions are an important component in many countries and lmannot
ignored in making comparisons of the extent of public resources forarhildr

On this basis we attempt to address a second question about thet@xtent
which the financial burden associated with children is met by #te. Ve offer a set
of calculations that suggest that there is considerable crossycoaniation in the
fraction of the additional household needs arising from having childrenhwbi
supported through government transfers. It is higher than 30 pemcedtaut of the
15 countries we study. It is as high as 50 per cent in Luxembourg atviAbst in
the neighbourhood of 20 per cent in the Netherlands, Italy, Portugallcsedtc only
10 per cent in Greece and Spain.

Comparing these with other measures of state spending on financialtsuppor
for children we find that two groups of countries within EU 15 can betiited. The
four Southern countries, Italy, Spain, Greece and Portugal togeitier the
Netherlands make up one group, with relatively low levels of speratinghildren
using every measure considered. The remaining ten countries upaltee other
group, with higher relative levels of spending on every mea$\ithin this higher
spending group the relative ranking varies according to the approach tia&extent
to which it is focused on child contingent resources only or acknowldgdgesther
programs also impact on children through the sharing of household res@nddbe
extent to which the positive and negative effects of the taxersystre recognized.
Luxembourg Austria and Belgium spend the most per child on the basis diildet
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contingent spending and Sweden, Denmark and Finland spend most as a proportion of
income if all transfers are considered, before tax.

Our third set of findings has to do with the relationship betweerowsri
measures of public resources we calculate and child poverty.inVehfat poverty
rates would be much higher in all countries if there were no cbiitrgent transfers
being made. But countries with the lowest poverty rates are thoshich children
benefit a good deal from other transfers not necessarily diréctédem. In the
Scandinavian countries this is because of public support to working mathers
fathers. The impact of the broader tax-transfer system @ ialportant in the
Southern countries because of the relatively more important ratgrafhousehold
transfers from co-resident adults.

In another set of countries with low poverty rates child contingeymheats
make a large contribution to child poverty reduction. These include Louxem,
Belgium and Austria which are the three countries with highescipé spending
and, after the Scandinavian countries the next lowest child povdds. rahese
countries mainly make use of universal benefits and tax concess$iwgis.systems
are not particularly targeted on low income children and indeed, ifirftegwo of
these countries more is spent per child on non-poor children than on the poor.
Nevertheless the systems perform well in protecting childrem fpoverty. In
contrast, the two countries which target most by income, UK atahbi, are the next
highest spenders on a child-contingent basis (4th and 5th) but these esorarikie
lower in terms of child poverty rate (10th and 15th). The form andtsteuof the
system as well as the level of spending is clearly an imutdidator and an important
avenue for future research.
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Appendix 1

EUROMOD Datasets

Date of Reference time Sample size
Country Base Dataset for EUROMOD collection period for households children
incomes
Austria Austrian version of European Community 1999 annual 1998 2,674 1,687
Household Panel
Belgium Panel Survey on Belgian Households 1999 nuainl998 3,653 2,245
Denmark European Community Household Panel 1995 nuaari994 3,215 1,666
Finland Income distribution survey 2001 annual200 10,736 7,493
France Budget de Famille (HBS) 1994/5 annual 1993/4 11,291 7,448
Germany German Socio-Economic Panel 2001 annudl 200 7,020 3,743
Greece European Community Household Panel 1995 ahh8d4 5,168 3,089
Ireland Living in Ireland Survey 1994 month in 1994 4,048 4,534
Italy Survey of Households Income and Wealth 1996 annual 1995 8,135 4,353
Luxembourg PSELL-2 2001 annual 2000 2,431 1,426
Netherlands Sociaal-economisch panelonderzoek 2000 annual 1999 4,329 2,694
Portugal European Community Household Panel 2001 nuar2000 4,588 2,388
Spain European Community Household Panel 2000 amhaoa 5,048 2,642
Sweden Income distribution survey 1997 annual 1997 19,634 8,474
UK Family Expenditure Survey (HBS) 2000/1 mont2000/1 6,634 4,071
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Appendix 2

Child poverty estimates from EUROMOD, compared with seleestithates from the
Luxembourg Income Study and the OECD

Table A2.1 provides a comparison of poverty rates calculated usiRPEIOD for
incomes in 2001 with estimates using the same definitions and assosnfpm the
Luxembourg Income Study web site and as calculated by the OECD furfuer
discussion of such comparisons see Mantovani and Sutherland (2003) andoie a m
detailed comparison for 2001 see Lietz and Sutherland (2005). Both soisces a
provide comparisons with estimates from the European Community Houd$tdmoddl
While child and overall poverty rates from EUROMOD and the atberces of such
calculations are not identical, this can be due to a number ofdattoluding:

» Precise definitions and treatment of the data (e.g. bottom- cadagdiffer. The
process of simulation is likely to result in a somewhat less uhéggigbution of
incomes, due to not taking account of tax evasion and benefit non-takevap. (E
without simulation it is quite common for analysts working on the sdata to
produce estimates that are not identical. This is apparentbat®efor the LIS and
OECD estimates shown in the table; comparisons of the two salroesit to be
the case for some other countries t00.)

* The underlying source of data may not be the same. Samplingdffienences in
collection and processing methods and in precise variable definitgangighting
regimes etc will result in discrepancies between the ettna

» The date to which the incomes refer may differ (whether or notriderlying
source is the same survey). EUROMOD updates the data to theg yedir (in this
case, 2001) so for many countries the updating process results istithates
using 2001 policies but original incomes updated from an earlier Asdhe table
shows, in some countries EUROMOD uses a more recent underlymgalaice
than LIS/OECD. In others it is an older source. On top of this dbe@otential
discrepancies introduced through simulating 2001 policies. In some countries
policy reforms between the LIS/OECD data year and 2001 may Ihaveyed the
relationship between pre- and post- tax and transfer incomes (none of the
LIS/OECD sources are more recent than 2001).

Interestingly, some of the countries with the largest discrépsunt poverty estimates
use the same data in EUROMOD and the other source(s) for thee ssgent year
involving little or no updating (e.g. Germany, Luxembourg). While mstivéith very

similar estimates achieve this with different underlying dsdarces, involving
substantial updating (e.g. Denmark, France, Greece).
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Table A2.1 Child poverty estimates from EUROMOD, compared with estimates from the L uxembourg I ncome Study and the OECD

AT BE DK Fl FR GE GR IR IT LU NL PT SP SW UK

Overall poverty rate 6.0 7.4 5.0 55 7.6 6.7 140 16.2 133 4.1 5.3 13.24.0 6.0 9.7
EUROMOD ‘2001

Overall poverty rate LIS 8.0 8.0 n/a 54 8.0 8.3 n/a 165 127 6.0 7.3 na/a n 6.5 12,5
(94-00)

Difference -20  -14 +01 -04 -16 -03 +06 -19 -20 -05 -28
Overall poverty rate OECD 4.3 7.0 9.8 135 154 13.7 115
(95-01)
Difference +0.7 +06 -31 +05 +08 -05 +25
Child poverty rate 4.5 4.7 3.0 3.2 7.9 7.1 115 190 17.2 5.2 7.2 15.58.5 25 121
EUROMOD ‘2001
Child poverty rate LIS 10.2 7.7 n/a 2.8 7.9 9.0 n/a 172 16.6 9.1 9.8 n/an/a 4.2 15.4
(94-00)
Difference -57 -30 -0.4 0.0 -1.9 +18 +08 -39 -26 -1.7  -33
Child poverty rate 2.4 7.3 10.2 124 157 156 133
OECD(94-00)
Difference +0.6 0.6 -1 -09 -33 -01  +52
LIS data source* S, E D, E n/a S, E S, S S, E na,LD S, L S, S S, S n/a n/a S,L D,E
OECD data source* D, L D, L S, S D,L D,L ® DE
Date of LIS incomes 1997 1997 2000 1994 2000 2000 2000 1999 2000 1999
Date of OECD incomes 2000 2000 2001 1999 2000 2000 1995

* S: same data source as EUROMOD; D: different datace than EUROMOD; n/a not available. E: eaylear; L: later year; S: same year.

Sources: EUROMOD (version 28A);Luxembourg Income StudyS)IKey Figures, accessed at http://www.lisprojegtleyfigures.htm  on 5/1/05; OECD: Mira d’Ercole
and Forster (2005).
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Appendix 3

EUROM OD estimates using Eur ostat-recommended assumptions

This appendix provides some key estimates from the paper re-tedcuising the
modified OECD equivalence scale and (where appropriate) a pdivextpf 60 per
cent median household equivalised disposable income. Children are dafipedpte
aged under 18. The modified OECD equivalence scale weights eacthdlduas 1,
adding 0.5 for each person additional to the first aged 14 or older andr@ach
person aged less than 14.

Table A3.1: Child poverty rates compared with overall poverty ratesin EU15,
2001 (%)

AT BE DK Fl FR GE GR IR IT LU NL PT SP SW UK

Square root scale, using 50% median as the poverty line (as in Figure 2)

Child poverty rate 4.5 4.7 3.0 3.2 7.9 71 115 19.0 17.25.2 7.2 155185 25 12.1
Overall poverty rate 6.0 7.4 5.0 5.5 7.6 6.7 140 16.2 13.34.1 5.3 13.214.0 6.0 9.7
Difference -1.6 -2.7 -2.0 -2.3 0.2 04 -25 27 39 11 19 24 46 -35 25
Modified OECD scale, using 60% of the median as the poverty

line

Child poverty rate 10.5 8.8 6.1 101 19.1 150 17.7 26.6 26.015513.828.825.3 8.7 21.4
Overall poverty rate 10.2 114 9.8 111 156 124 20.0 21.8 20.610.211.821.618.911.917.1
Difference 0.3 -2.7 -3.7 -1.0 3.6 26 -23 48 55 53 2.0 7.2 6.4 -3.2 4.3

Source: EUROMOD .

See Figure 1.

Table A3.2: Spending on child contingent transfers and tax concessionsin EU15
in 2001: per child spending on all children and poor children asa proportion of
per -capita household disposable income (%)

AT  BE DK Fl FR GE GR IR IT LU NL PT SP SW UK
All children 188 18.7 140 136 153 145 49 161 70 228 84 8.0 44 118 155

Poor children Square root scale, using 50% median as the poverty line (as in Figure 7)
214 17.7 178 177 17.0 208 27 272 7.4 17.0 119 11.0 3.1 10.3 22.8
Modified OECD scale, using 60% of the median as the poverty line
205 19.1 179 172 181 20.0 3.2 23.8 9.0 19.2 104 11.3 3.1 14.2 23.2

Source: EUROMOD.

See Figure 5.
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Table A3.3 Child poverty ratesin EU15 in 2001, with and without child-
contingent incomes, all transfers, and transfers and taxes (%)

AT BE DK Fl FR GE GR IR IT LU NL PT SP SW UK
Square root scale, using 50% median as the poverty line (as in Figure 8a and 12)

Baseline 45 47 30 32 79 71 115 190 172 52 7.2 155 185 25 121
Without child-contingent
incomes 152 142 109 16.2 223 179 133 27.8 253 23.1 13.3 241 20.3 13.9 305
Without all transfers 250 22.1 257 248 283 225 185 323 30.3 281 17.1 30.9 26.8 31.3 36.0
Without all transfers and taxes 14.3 13,5 134 155 19.8 16.2 13.8 275 21.0 20.3 10.2 25.7 20.1 18.4 314
Modified OECD scale, using 60% of the median as the poverty line
Baseline 105 88 6.1 101 191 150 17.7 26.6 26.0 155 13.8 28.8 253 8.7 21.4
Without child-contingent
incomes 27.4 21.7 155 246 31.6 283 19.7 34.3 335 319 21.8 32.0 26.3 21.7 38.7
Without all transfers 38.2 30.7 316 33.1 380 331 246 38.6 37.8 37.5 25.0 40.2 34.6 39.2 42.0
Without all transfers and taxes 20.3 16.6 159 20.7 259 209 184 33.3 27.0 27.2 13.6 33.4 27.9 20.8 34.8

Source: EUROMOD.

See Figure 7.

Figure A3a: Equivalised household income with and without children and child-
contingent incomesin EU15 in 2001: all households with children (PPP-adjusted

Euro per year)
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Source: Calculations by authors using EUROMOD version 28A

Uses the Modified OECD equivalence scale. See €igarwhich uses the square root equivalence scale.
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Appendix 4

Details of child-contingent tax and transfer components and their relative
importance, by country

The following tables show the elements of each national tax andetraystem that
are affected by the presence of children aged under 18 in the housélobitdren
are ignored in the calculation of tax liabilities and transfeitlentents these are the
elements of the system that change in aggregate. In sometlcasgsmnge shown is
the net effect of several influences. For example a housing bemafi contribute to
child-contingent incomes because it contains extra allowances fquréisence of
children. On the other hand, housing benefit entittement may rigbdf benefits are
reduced. The net effect may be positive or negative for anigylarthousehold, and
in aggregate.

The contribution of particular instruments to the total change is rshovith a
decrease in taxes and increase in benefits (due to the disregairdinigdren) given
as positive contribution (to child contingent incomes). Instrumentge@merally not
shown if the effect is less than 0.1 per cent. The percentaaestherefore not add to
exactly 100.

% of total change in

AUSTRIA taxes and benefits
national income tax 29.53
child bonus for pensioners (kinderzuschuss (asvg)) 0.66
family allowance (familienbeihilfe) 65.45
new born health check bonus (mutter-kind-pass-bonus) 0.16
provincial family bonus (familienzuschuss der bundeslaender) 1.15
child care benefit kaernten (kaerntner kinderbetreuungsgeld) 0.62
social assistance (sozialhilfe) 0.31
small children benefit (kleinkindbeihilfe) 0.03
unemployment payment (arbeitslosengeld) 0.04
student payments 0.65
housing benefit 0.97
100.00
e
national income tax 22.72
wealth or national property taxes 1.28
child benefit 72.67
child birth benefit 0.86
income support (minimex) 2.09
Short-sickness allocation 0.10
Young unemployed alloc. 0.25

100.00
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DENMARK % of total change in
taxes and benefits

bottom national income tax -0.56
local income tax (incl. av. county, municipal and church tax) -3.00
middle national income tax -0.30
top national income tax 0.15
housing benefit 7.09
child benefit (incl. ordinary, extra, special and multi cb) 16.12
day care subsidy 7.31
family allowance 66.93
housing allowance -0.06
social assistance 6.29
100.00
FINLAND % of total change in
taxes and benefits
national income tax -0.94
wealth or nat.property taxes -0.23
church taxation -0.27
deposit interest taxation -0.16
municipal taxation -4.43
housing benefit 5.58
student payments 0.33
other irregular lump sum benefits 0.46
maternity payments 17.63
home child care benefit 68.74
child benefit 2.90
lone parent child benefit 1.47
social assistance benefit 0.32
basic unemployment benefit 3.03
earnings related unemployment benefit 1.12
labour market support -0.94
gross state pension income -0.23
100.00
FRANCE % of total change in
taxes and benefits
national income tax 24.97
french tax credit 0.86
student payments 0.84
allocation familial 44.12
family benefit for young children (apje) 8.80
allocation de rentree scolaire 5.95
family benefit for many children 5.44
allocation logement 6.66
allocation de parent isolé 2.95
revenu minimum d'insertion -0.67
100.00

44



GERMANY % of total change in
taxes and benefits

national income tax 4.84

solidarity surplus 0.27

housing benefit 6.23

student payments 0.10

child benefit 78.05

federal child raising benefit (bundeserziehungsgeld) 3.64

direct housing support (wohneigentumsfoerderung/eigenheimzul.gesetz) 3.96

post natal benefit for non-earning mothers (entbindungsgeld) 0.05

provincial child raising benefit (landeserziehungsgeld) 0.72

social assistence (sozialhilfe) 1.79

nursing home insurance payment (pflegeversicherung) 0.31
100.00

GREECE % of total change in
taxes and benefits

national income tax 12.79

OAED child allowance 13.73

large family benefit 6.07

third child benefit 8.02

unprotected child benefit 3.43

civil servant child allowance 30.00

EKAS social solidarity benefit -0.21

old age pension 19.32

invalidity pension 1.83

survivor's pension 3.38

unemployment benefit 1.05
100.00

IRELAND % of total change in
taxes and benefits
national income tax 2.09
housing benefit -0.63
child benefit 54.42
disability benefit 1.04
disabled persons maintenance allowance 0.81
deserted wife allowance -0.64
deserted wife benefit 0.68
family income supplement 1.72
home carers tax credit 9.78
invalidity pension 0.59
lone parent allowance 25.90
unemployment assistance (It) 1.43
survivors benefit 0.49
unemployment assistance (st) 1.11
unemployment benefit 0.92
100.00
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ITALY % of total change in
taxes and benefits

national and local income tax (irpef) 40.57

student payments 0.11

family allowance 1 adult, plus children 3.73

family allowance 2 adult, no children -6.95

family allowance 2 adults plus children 61.23

social security: regional administrations 0.24

social security: provincial administration 0.59

social security: municipal administration 0.34
100.00

LUXEMBOURG

% of total change in
taxes and benefits

national income tax

child benefit (family benefit)

prenatal-, postnatal-, and child birth allowance

education allowance (allocation d'éducation)

maternity allowance (allocation de maternité)

social assistence (minimum income)

beginning of school allowance (allocation de rentrée scolaire)
orphan allowance

18.77
60.22
1.93
11.77
1.69
0.90
3.52
1.16
100.00

NETHERLANDS

% of total change in
taxes and benefits

national income tax

housing benefit

child benefit

social assistance for unemployed 50-64 and disabled, and unemployed <64 with children
general social assistance for families with children

social assistance for unemployed 50-64 and disabled, and unemployed <64 without children
general social assistance for families without children

survivors' benefit (anw) (formerly widow benefit)

7.11
1.36
84.43
1.09
24.25
-1.04
-19.73
2.44
100.00

PORTUGAL % of total change in
taxes and benefits

capital income taxes -0.43

income tax 22.92

child benefits 60.09

income supplement to ensure minimum income 16.78

survivors related benefits 0.26

family benefits 0.05
100.00
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SPAIN % of total change in
taxes and benefits

national income tax 84.20

housing benefits 0.16

child social assistance 12.73

sickness and invalidity benefit 0.31

social assistance benefits (household sa excluding child benefit) 0.16

family benefits 2.41
100.00

SWEDEN % of total change in
taxes and benefits

local income taxes -0.88

net national income tax -0.13

net tax on wealth -1.02

child benefits 74.31

housing benefits 18.74

housing benefit suppl. for pensioners -0.48

social assistance 4.09

other taxable pensions 1.52

non-taxable pension 1.34

study grants for high school 2.63
100.00

UK

% of total change in
taxes and benefits

national income tax
housing benefit

student payments

child benefit

council tax benefit
working family tax credit
income support

training allowance

11.33
0.29
0.19
46.03
0.04
16.62
24.20
121
100.00
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UNICEF INNOCENTI RESEARCH CENTRE

The UNICEF Innocenti Research Centre in Florence, Italy,established in 1988 to
strengthen the research capability of the United Nations Childraimd (UNICEF)
and to support its advocacy for children worldwide. The Centre (fornmbe
International Child Development Centre) helps to identify and reseancent and
future areas of UNICEF's work. Its objectives are to impronernational
understanding of issues relating to children's rights and to hellitaftecithe full
implementation of the United Nations Convention on the Rights of the @had
countries.

The Centre's publications are intended to stimulate a global dabdtdialogue on
child rights and include a wide range of perspectives. Thus theeQmaly produce
publications containing views that do not necessarily reflect ERI@olicies or
approaches.

The Centre collaborates with its host institution in Florence, Igtiéuto degli
Innocenti, in selected areas of work and with a range of other amwdd=march
institutions. Core funding for the Centre is provided by the Governaidtaly, while
financial support for specific projects is also provided by other rgovents,
international institutions and private sources, including UNICEF ioNak
Committees.

UNICEF Innocenti Research Centre
Piazza SS. Annunziata, 12
50122 Florence, Italy

Tel.: +39 055 203 30
Fax: +39 055 2033 220
E-mail (general information): florence@unicef.org
Website: www.unicef.org/irc
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